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PARTI NOTIFICATION
ITEM 1. Significant Parties

(@), The felowinspersonsare-the-issuer’s directors:

NAME BUSINESS ADDRESS RESIDENTIAL ADDRESS
William Jones Central Insurers Group 114 Hillcrest Street
1360 North Atherton Street Philipsburg, PA 16866

State College, PA 16803

Thomas Troutman  Deibler, Straub & Troutman, Inc. 1520 A
2 W. Main Street, P.O. Box B
Elizabethtown, PA 17023-0077

rmstrong Valley Road
Halifax, PA 17032

Thomas Parkins Dinnin & Parkins Associates 288 Lynn Ann Drive
300 Allegheny River Bivd. New Kensington, PA 15068
Oakmont, PA 15139

John Duncan Duncan Insurance Agency, Inc. 14100 Marven Place
370 Maus Dr. North Huntington, PA 15642

N. Huntington, PA 15642

Carl DeYulis Ebensburg Insurance Agency, Inc. 138 Maple Springs Court
129 E. High Street, P.O. Box 90 Ebensburg, PA 15931

Ebensburg, PA 15931

Robert Naginey Pfeiffer-Naginey Insurance Agency, Inc. 400 Ivy Lane

205 Front Street, P.O. Box 72 Northumberland, PA
Northumberland, PA 17857 17857
Todd Roadman Reed, Wertz & Roadman, Inc. 121 Diehlfield Road

702 West Pitt Street, P.O. Box 640 Bedford, PA 15522

Bedford, PA 15522

Robert Seltzer, Jr.  Seltzer Insurance Agency, Inc. 580 Liberty Street
Country Club Hill, Route 61 Orwigsburg, PA 17961
P.O. Box 219

Orwigsburg, PA 17961

Michael Kilmer Kilmer Insurance Agency, Inc. 225 Gaylord St., P.O. Box 663
Homet Crossroads, P.O. Box 337 Wyalusing, PA 18853

Wyalusing, PA 18853



(b) The-fellowinepersonsare-the issuer’s officers-{the: The business address for each of the

following persons is 1995 Point Township Drive, Northumberland, PA 1785%:17857,

NAME

David E. Boedker, Sr.President and Chief
Executive Officer

Michael J. Azar

Colin R. Buzzard
Marketing and
Relations

TITLE

Chief Financial Officer and
Chief Operating Officer

Senior Vice President of

RESIDENTIAL ADDRESS

16 Edgewood Drive
P.O. Box 88
Danville, PA 17821

P.O. Box 392
Danville, PA 17821

1383 Rosepointe Drive

Franchise York, PA 17404

Joseph P. Joyce Vice President, 34 Bonnywick Drive
Property Casualty & Harrisburg, PA 17111
Programs

George C. Wynne

Senior Executive of
Corporate Development

12348 Morning Creek Road
Glen Allen, VA 23059

Duncan Financial Group, LLC

Ebensburg Insurance Agency, Inc.

Helmbold & Stewart, Inc.

BUSINESS ADDRESS CONIROL,

370 Maus Drive Jobn Duncan
North Huntingdon, PA 15642_14100 Marven Place
North Huntington, PA 15642
David Duncan
640 Adele Drive
North Huntington, PA 15642
129 E. High Street  _Carl DeYulis
P.O.Box 90 _138 Maple Spring Court
Ebensburg, PA 15931 Ebensburg, PA 15931

214 E. Cherry Street _Deborah West
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Clearfield, PA 16830_1939 River Road
Curwensville, PA_ 16833

Jeffrey Bellmore
23 Mill Street
Curwensville, PA_ 16833

Reed, Wertz & Roadman, Inc. 702 West Pitt Street Todd Roadman

P.O. Box 640 _121 Dichlfield Road
Bedford, PA 15522_Bedford, PA 15522

of the issuer’s equity steek:securitie
f such | Ficial ;

NAME BUSINESS-ADDRESS

NAME BUSINESS ADDRESS CONTROIL,

PERSONS

Associated Insurance P.O. Box 256 David E. Boedker

Management, Inc. ~ P-O-Bex256 Danville, PA 17821 16 Edgewood Drive
P.O. Box 88

Danville, PA 17821

Grier E. Boedker, Sr.)

204 Ridge Road
Danville, PA 17821
Central Insurers Group, Inc. 1360 North Atherton Street®Prineipak- William M.
Jones}
State College, PA 16803_114 Hillcrest Street
Philips| PA_16866
Deibler, Straub & Troutman 2 W. Main Street;- R-O-BoxB{Prinecipals—
Thomas E. Troutman
P.O.Box B 1520 Armstrong Valley Rd.
Elizabethville, PA 17023-063% Halifax, PA 17032
and- Robin G. Straubj
203 Oakland Acres Lane
Elizabethville. PA 17023
Kilmer Insurance Agency, Inc. Homet Crossroads; 2-0-Beox233HPrincipals—

Michael & LouAnn Kilmer}-
2.O, Box 337 225 Gaylord Street

iti



Wyalusing, PA 18853 Wvalusing, PA 18853

Pfeiffer-Naginey-tasurance-Ageney-tne: 205 Front Street; P-O-Bex-
PPrneipak- Robert E. Naginey
Insurance Agency. Inc. P.O.Box 72 400 Ivy Lane

Northumberland, PA 17857 Northumberland, PA 17857

o il f the §
NAME BUSINESS-ADDRESS
NAME BUSINESS ADDRESS MEMBERS

KIG Financial Services, LLC 1995 Point Township Drive K¢

Northumberland, PA 17857 MMM
Northumberland, PA 17857

Keystone Risk Managers, LLC 1995 Point Township Drive K¢

Northumberland, PA 17857

Keystone Benefits Services, LLC 1995 Point Township Drive Keyst
Northumberland, PA 17857 Mm&g@xg

The-followingare-eounsel(h) Counse] to the issuer with respect to the proposed offering:

Dickie, McCamey & Chilcote, P.C.
Two PPG Place, Suite 400
Pittsburgh, PA 15222

Jun H. Yu, Esq.

I dential add : Lis:
900 Guyasuta Lane
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w1thresgect to the glogosed offenng
(6] [he underwriter’s directors: Not applicable.
&) he underwriter’s officers: Not applicable.

ITEM 2. Application of Rule 262

None of the persons identified in response to Item 1 above are subject to any of the
disqualification provisions set forth in Rule 262.

ITEM 3. Affiliate Sales
No part of the proposed offering involves the resale of securities by affiliates of the issuer.

ITEM 4. Jurisdictions in which Securities Are to be Offered

@: The issuer proposes to offer its secur1t1es i

wﬂéﬂ has flled a request in North Carolma to seek a waiver of the requlrement under
the North Carolina Securities Act that the securities be offered and sold through a “dealer.” If the
waiver is not granted, the issuer will either retain a dealer in North Carolina or withdraw the
offering of the securities in North Carolina,
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ITEM 6. Other Present or Proposed Offerings

Neither the issuer nor any affiliate is currently offering or contemplating the offering of any
securities in addition to those covered by this Form 1-A.

ITEM 7. Marketing Arrangements

Neither the issuer nor any person named in response to Item 1 above knows of or has entered into
any special marketing arrangements in connection with the proposed offering.

ITEM 8. Relationship with Issuer of Experts Named in Offering Statement

None of the experts named in the offering statement as having prepared or certified any part
thereof was employed for such purpose on a contingent basis, or at the time of such preparation
or certification or at any time thereafter, had a material interest in the issuer or any of its
subsidiaries or was connected with the issuer or any of its subsidiaries as a promoter,
underwriter, voting trustee, director, officer or employee.

ITEM 9. Use of a Solicitation of Interest Document

The issuer used a solicitation of interest document in Pennsylvania as authorized by Rule 254 and
Section 203(r) of the Pennsylvania Securities Act of 1972 prior to the filing of this notification.
The solicitation of interest document was delivered to prospective purchasers in connection with
the proposed offering on or about December 21, 2004. There has been no supplemental
communication.
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PART II OFFERING STATEMENT

COVER PAGE

KEYSTONE INSURERS GROUP, INC.
(Exact name of Company as set forth in Charter)

Type of securities offered:_Common Stock

Maximum number of securities offered:_500 Minimum number of securities offered:__136-
100

Price per security:_$10.000

Total Preeeedsproceeds: If maximum sold: $5.000.000 If minimum sold: $3-560.000—
1.000.000

B A A A —

(See Questions 9 and 102

Is a commlssmned sellmg agent selling the securities in thls offermg" Ne~we,| | Yes [x] No, ﬂge

currently seeking a waiver of the requirement of selling the securities through a dealer in North Carolina
If yes, what percent is commission of price to public? Not applicable.

Is there other compensation to selling agent(s)? [ | Yes [x] No

Is there a finder’s fee or similar payment to any person?—Ne——[ ] Yes [x] No_(See Question No.
22)

Is there an escrow of proceeds until minimum is obtalned7J_I Yes__[_l__@gML_N_gQ
Is this offering hmlted to members of a special group?, such as em : \
individuals2[x] Yes-this [ ] No This offering is limited to franchlses of the 1ssuer= pnncnpals of such
franchises. entities controlied D__y franchises or franchise principals, and _employees of the issuer and its
subsidiaries. CertainemploveesEmployees of franchises aremay also be eligible to

participate at-the-diseretion-ofif the issuer’s board of directors- at its sole discretion determines that such
employees have sufficient knowledge and experience with investing and are able to evaluate the merits
the investment. (See Question No. 25)

Is transfer of the securities restricted?_[x] Yes—transfer [ [ No T of the securities is limited

with rights of first refusal and mandatory redemption rights held by the issuer and its
shareholders, as set forth in the Amended and Restated Shareholders Agreement
dated June 22, 2005 by and among Keystone Insurers Group, Inc. and its shareholders. (See
Item No. 25)

INVESTMENT IN SMALL BUSINESSES INVOLVES A HIGH DEGREE OF RISK, AND
INVESTORS SHOULD NOT INVEST ANY FUNDS IN THIS OFFERING UNLESS THEY CAN
AFFORD TO LOSE THEIR ENTIRE INVESTMENTS. SEE QUESTION NO. 2 FOR THE RISK
FACTORS THAT MANAGEMENT BELIEVES PRESENT THE MOST SUBSTANTIAL RISKS
TO AN INVESTOR IN THIS OFFERING.

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN
EXAMINATION OF THE ISSUER AND THE TERMS OF THE OFFERING, INCLUDING THE
MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN RECOMMENDED
BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR REGULATORY
AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT
CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS
DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

viii



THE U.S. SECURITIES AND EXCHANGE COMMISSION DOES NOT PASS UPON THE
MERITS OF ANY SECURITIES OFFERED OR THE TERMS OF THE OFFERING, NOR
DOES IT PASS UPON THE ACCURACY OR COMPLETENESS OF ANY OFFERING
STATEMENT OR SELLING LITERATURE. THESE SECURITIES ARE OFFERED UNDER
AN EXEMPTION FROM REGISTRATION; HOWEVER, THE COMMISSION HAS NOT
MADE AN INDEPENDENT DETERMINATION THAT THESE SECURITIES ARE EXEMPT
FROM REGISTRATION.

THE VIRGINIA STATE CORPORATION COMMISSION DOES NOT PASS UPON
THE ADEQUACY OR ACCURACY OF THIS PROSPECTUS OR UPON THE MERITS
OF THIS OFFERING AND THE COMMISSION EXPRESSES NO OPINION AS TO
THE QUALITY OF THIS SECURITY.

This eemapany-hasCompany:

This offering has been registered for offer and sale in the following states:

STATE STATE FILE NO. EFFECTIVE DATE

Pennsylvania_2005-11-001C
North Carolina_27002

Virginia_l47788
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THIS OFFERING STATEMENT CONTAINS ALL OF THE REPRESENTATIONS BY
THE COMPANY CONCERNING THIS OFFERING, AND NO PERSON SHALL MAKE
DIFFERENT OR BROADER STATEMENTS THAN THOSE CONTAINED HEREIN.
INVESTORS ARE CAUTIONED NOT TO RELY UPON ANY INFORMATION NOT
EXPRESSLY SET FORTH IN THIS OFFERING STATEMENT.

This Offering Statement, together with the Financial Statements and other Attachments, consists
of a total of [___] pages.



OFFERING STATEMENT SUMMARY

The following summary explains the significant aspects of the offering of common stock of

Keystone Insurers Group, Inc. (the “Company,” “Keystone,” “we” or “u

LI RT3

s”). This summary is

qualified by the more detailed information and the financial statements appearing elsewhere in
this Offering Statement. Prospective purchasers are urged to carefully read the entire Offering
Statement before makzng a deczszon to purchase our common stock. Wereserve-the-rightto-

The Offering

Common Stock Offered:
minimum.

Price:

Common Stock Outstanding After Offering:

Minimum Subscription:

Maximum Subscription:

500 shares maximum, +58100 shares

$10,000 per share.

696 shares if maximum sold, 346296 shares
if minimum sold.

One share.

None; however, under the Amended and
Restated Shareholders Agreement dated
June 22, 2005 by and among Keystone and
its shareholders (the “Shareholders
Agreement”), no shareholder may own more
than 9.99%, and the senior officers as a
group may not own more than 20%, of the
issued and outstanding voting stock of the
Company. For purposes of this limitation,
“ownership” includes shares owned of
record by the shareholder, shares owned by
any franchise the shareholder is a principal
of, and shares owned by any other entities
controlled by the shareholder m:@

common stock, A copy of the Shareholders
Agreement is attached hereto as Exhibit 3._
The Shareholders Agreement may be.
amended by our board of directors or our.
hareholders f ; . i



Who May Subscribe:

Transfer Restrictions:

This Offering is being made to: (i)
franchises of Keystone; (ii) principals of
such franchises; (iii) entities controlled by
such franchises and their principals,
including entities formed for tax and estate
planning purposes; and (iv) employees of
Keystone and its subsidiaries. Certain-
employeesEmployees of franchises aremay
also be eligible to participate in the Offering
&t—%heé*sewﬁea—eﬁf our board of directors_

pubhc and non-affiliates of Keystone are not
eligible to purchase shares offered in this
Offering.

Franchises are not required to purchase
shares as a condition of being or becoming a
franchise. Current franchises may remain as
a franchise and qualified agencies may apply
to become a Keystone franchise without
buying or owning shares in the Company.
This Offering is intended solely to raise
money to fund our expansion plans and not
to make share ownership a condition of
being or becoming a franchise. (See Use of
Proceeds below.)

The shares of our common stock offered in
this Offering will be subject to transfer
restrictions that will limit a shareholder’s
ability to transfer shares. These restrictions
are described in the Shareholders
Agreement. The restrictions include rights
of first refusal granted, among others, to
other principals in the shareholder’s agency,
to Keystone and to other shareholders. All
purchasers in the Offering (who are not
already shareholders) must sign the



How to Subscribe:

Shareholders Agreement and agree to abide
by the terms of the transfer restrictions.

In addition, the Shareholders Agreement
requires the mandatory redemption of shares
in the event a shareholder dies, retires, is
permanently disabled, becomes bankrupt,
disengages from being a franchise, a
franchise principal or employee, and in
certain other circumstances:,_Further,

shareholders cannot hold the shares jointly.

The Company intends to strictly enforce the
transfer restrictions and redemption rights
set forth in the Shareholders Agreement.
The Shareholders Agreement may be
amended by our board of directors or our
shareholders from time to time upon the
approval of at least 80% of the members of
the board of directors or holders of at least a
majority of our voting shares.

Each purchaser must complete, date and
execute the Subscription Agreement
provided with this Offering Statement and
return it to us, along with payment for the



Expiration of the Offering:

full subscription amount, at the address
listed on the front page of this Offering
Statement. The payment should be made
payable to “Keystone Insurers Group,
Inc.” In addition, the purchaser must also
complete and return to us an executed and
dated signature page of the Shareholders
Agreement. A copy of the Subscription
Agreement is attached as Exhibit 4.

A purchaser may pay up to 75% of the
purchase price by executing and delivering a
Secured Promissory Note. A copy of the
Secured Promissory Note is attached as
Exhibit 5. See Terms of the Offering,
How to Subscribe for a detailed description
of the terms of the note and the collateral to
be provided as security. Any purchaser who
wishes to pay by note should contact us. We
reserve the right to accept, limit or reject any
subscription at our sole and absolute
discretion. We will also accept payment by
note on a case-by-case basis, at our
discretion.

Once we receive all regulatory approvals in
connection with this Offering, we will
schedule and hold ap informational

mee&ngsm with our prospectwe

we plan to mgl;g ;gg g;iigggg Purchasers
will have 30 days from the date of the

informational meeting they attend in which
to return their executed Subscription
Agreements and related documents,
including payment for the shares they wish
to purchase. The informational meetings
are anticipated to take place promptly, but in
any event within 90 days after the receipt of
the final regulatory approval. You will be
notified of the exact time and place of the
informational meeting you are invited to
attend a reasonable time before such
meeting takes place. The Offering to_

currently eligible purchasers is anticipated to




terminate and no further subscriptions will
be accepted later than 120 days following
the receipt of the final regulatory approval.
We reserve the right to extend the Offering
and the period of time in which payment and
other documents must be received at our
sole discretion—_to up to 270 days after the

int of final | LI

Use of Proceeds: We will use the proceeds from this Offering
to: (1) fund our expansion into additional
states; (i1) develop value-added services for
our franchises; (ii1) develop a systematic and
sustainable platform to recruit property and
casualty producers on behalf of our
franchises; (iv) develop a cost-saving and
productivity enhancing technology platform
for the benefit of our franchises; (v) expand
our profit and growth divisions and agency
consultation services; (vi) acquire ownership
interests in other businesses; and (vii)
provide working capital. In addition, we
will use some of the proceeds from this
Offering to pay legal and accounting fees
incurred in connection with the Offering.

Investment Risks to be Considered: An investment in our shares involves certain
risks. See “Risk Factors” below.

TERMS OF THE OFFERING
HOW TO SUBSCRIBE

Plan of Distribution

o At aaty ataWe| @

The Offering will commence promptly after all regulatory approvals have been received. —Our

atdifa atutoFat nle. =
) - - v Cl J




We will offer and sell shares of our common stock directly to our franchises, principals of our
franchises, entities controlled by franchises and principals of franchises (including those entities
created for tax and estate planning purposes) and employees of Keystone and its subsidiaries.
CestatnFinancially sophisticated employees of franchises will be permitted to participate in the
Offering at the discretion of our board of directors. We will not offer or sell our shares of
common stock in this Offering to the public or any other non-Keystone affiliated persons or
entities. In Pennsylvania and Virginia, we will market and sell the shares through certain of our
officers and directors, none of whom will receive any commission or other form of compensation
in connection with such efforts. In North Carolina, we are currently seeking a waiver of the
requirement under the North Carolina securities laws that the securities be offered and sold
through a “dealer.” If the waiver is granted, we will market and sell the shares through certain of
our officers and directors, none of whom will receive any commission or other form of
compensation. If the waiver is not granted, we will either offer and sell our shares through a
dealer or withdraw our offering in North Carolina.

Purchasers must purchase at least one full share, at a price of $10,000, and may purchase any
amount of shares, subject to the 9.9% individual and the 20% senior officers ownership
limitations on voting stock set forth in the Amended and Restated Shareholders Agreement (the
“Shareholders Agreement”). A ; _ ! D_Limit
will be non-voting shares. A copy of the Shareho]ders Agreement is attached as Exhlblt 3 Each
purchaser in this Offering must sign the Shareholders Agreement as a condition of purchasing the
shares. All subscriptions are irrevocable. Once you have submitted a subscription and payment
for shares, you cannot withdraw it, unless our board of directors determines otherwise. We may
accept or reject subscriptions in whole or in part for any reason, at our sole discretion. Any
rejected subscription will be promptly returned, including the payment received by us, with
interest. We further reserve breadthe dlSCI‘CthIl to sell less than one share to any smgle
purchaser, to extend the Offering_ : ;

receive final regulatory approval, or terrmnate it.

Conditions of the Offering

Completion of the Offering to currently eligible purchasers is conditioned upon our receipt of
SUbSCI‘lpthHS for at least -}59@ shares representmg minimum proceeds of $4—5@9—OQQ——We—W+H-




proceeds by sueh—vfmeﬁux we may extend the Offering to currently eligible purchasers

vs after the receipt of final re. ) al or terminate #the Offering. If we
dec1de to termmate the Offermg, or 1£ we g_ig gg; ;gggj ve the minimum proceeds by the 120" day
or any extension thereof, all the subscription funds will be promptly returned to the subscribers,
with interest. We may terminate the Offering at any time, at our sole discretion.

Purchasers may pay up to 75% of the purchase price of the shares subscribed by a Secured
Promlssory Note Purchasers must pay at least 25% of the purchase price in cash. _Share

i : ent, The payment should be
made payable to “Keystone Insurers Group, Inc We will accept or reject a purchaser’s
request to pay by note on a case-by-case basis, in our sole discretion. The note will be payable
over four (4) years and will bear interest annually at the prime rate as published in The Wall
Street Journal on January 1 of each year during the term of the note. Interest will be payable
quarterly and principal will be payable annually. Payment on the note will be secured by a lien
and security interest in favor of Keystone. In the event the purchaser is a franchise, a principal of
a franchise or an entity controlled by the franchise and/or its principal(s), the note will be secured
by, without limitation, accounts receivable, commissions and any other monies due to the
franchise, all customer and client lists, including expiration lists, book of business of the
franchise and such other collateral as may be described in the Secured Promissory Note. In the
event the purchaser is an employee of Keystone, its subsidiaries or its franchises, the note must
be secured by personal assets of the purchaser at least equal in value to the amount of the note or
by such other collateral as determined to be acceptable by the board of directors. A copy of the
Secured Promissory Note is attached to this Offering Statement as Exhibit 5.

If you are paying for the shares by means of a Secured Promissory Note, you must contact us in
advance in order for us to finalize the details of your particular note, including perfecting our
security interest in the collateral. Once we have finalized the Secured Promissory Note, you must
execute the note and return it to us along with your executed Subscription Agreement and



Shareholders Agreement signature pages. You must also include a check for at least 25% of the
purchase price. (See How to Subscribe below.)

While no modification of the terms of the Offering are anticipated, if there are any material
changes, subscribers will be notified and will be given an opportunity to resubscribe their
investments.

Offering Price

In determining that the shares should be offered at a price of $10,000 per share, our board of
directors relied upon an 1ndependent valuation of the Company as of December 31, 2004
perfonned by Reagan & : EOFe e-ap :

How to Subscribe

Following our obtaining all regulatory approvals, we will hold several informational meetings.
We anticipate that these meetings will take place within 90 days of the final regulatory approval
being received. We will notify all eligible purchasers — the franchises, principals, entities
controlled by the franchises/principals, employees of Keystone and its subsidiaries and
employees of franchises ~ of the date and location of the meetings a reasonable time prior to
holding of such meetings. While attendance at a meeting is not required, we urge you, as
prospective purchasers, to attend the meeting to learn about the potential risks and benefits of the
investment and to ask questions of the Company and its officers. You will be provided with a
copy of this Offering Statement and related documents for review, including the Subscription
Agreement and the Shareholders Agreement, a reasonable time prior to the meeting. You are
urged to review all the documents, consult with your tax, accounting and legal advisors as you
deem necessary or useful and ask questions of the Company and its officers as you deem
necessary or useful, before making your decision to purchase. You will have 30 days following
the informational meeting you attend (or are invited to attend) in which to make an investment
decision and return to us your subscription and payment. We reserve the right to accept
subscnptlons and payment for shares after this 30-day perlod in our sole discretion—, forup to_

Enclosed with this Offering Statement are a Subscription Agreement and a Shareholders
Agreement. To purchase shares of our common stock in this Offering, you must:

. Fill in and execute the Subscription Agreement;

. Execute the Shareholders Agreement (if you are not currently a shareholder of the
Company);

. Mail the executed signature pages of both agreements, along with payment for the

shares you are purchasing, to us at the address set forth on the front cover of this



Offering Statement. Address your correspondence to the attention of “David
Boedker, President and CEO.”

If you are interested in paying for the shares by means of a Secured Promissory Note, you must
contact us prior to sending us your Subscription Agreement and Shareholders Agreement in order
for us to finalize the details of your particular note, including perfecting our security interest in
the collateral. You must pay at least 25% of the purchase price in cash, but you may pay for the
remainder by note. The note must be secured by acceptable collateral. See “Conditions of the
Offering” above. The cash payment should be made payable to “Keystone Insurers Group,
Inc.” Once we have finalized the documents, we will send you the Secured Promissory Note.
You must execute these documents and return the signature pages to us along with your executed
Subscription Agreement and Shareholders Agreement signature pages.

We reserve the right to accept, limit or reject any subscription, and to accept payment by Secured
Promissory Note on a case-by-case basis.

We will hold all subscription funds, pending their acceptance, in an escrow account at Westfield
Bank in Westfield Center, Ohio. We will not use any of the funds received from subscriptions
until we have received paid subscriptions for at least g@,g)g shares representmg minimum
proceeds of $45566,000-1,000.000, including . ote, At that
time, the funds will be available for our 1mmed1ate use as descnbed in thlS Offering Statement.
We will continue to accept additional subscriptions until we terminate the Offering either upon

the subscription of the full 500 shares or at an earlier time, at our discretion.

ITEM 1. THE COMPANY

Exact corporate name:_Keystone Insurers Group. Inc.

State and date of incorporation:_Pennsylvania, May 2. 1983

Street address of principal office:_1995 Point Township Drive. Northumberland, PA 17857
Company Telephone Number:_(570) 473-4302

Fiscal year:_December 31

Person(s) to contact at Company with respect to offering: David E. Boedker, President and Chief
Executive Officer

Telephone Number (if different from above): ( ) N/A
ITEM 2. RISK FACTORS

carefully cons1der the rlsks and uncertamtles descrlbed below and the other information in
this Offering Statement before deciding whether to invest in shares of common stock of
Keystone Insurers Group, Inc. (the “Company,” “Keystone,” “we” or “us”)—AddiHenal—

may—alse+mpan=eae—busmess—epemﬂens If any of the followmg rlsks 1dentlfied actuallv

occur, our business, financial condition and operating results could be materially adversely
affected. In such case, the value of our stock could decline and you may lose part or all of




your investment. We advise you to consult with your own investment, financial and tax
advisors before making a decision to invest in our common stock in this proposed Offering.

1. Shareholder value is predicated upon an assumptlon that additional franchises can
and Wlll be sold in certain parts of the U.S..an :

addltlonal franchlses in various states throughout the country that will generate increased
revenues. In order to expand on a state-by-state basis, we will need the support of our partner
insurance carriers. This support could be impacted by the regulatory environment in each state,
as well as each carrier’s underwriting philosophy. In addition, coastal exposures, climate,
industry mix and other factors may also have an impact.

Our continued success is also predicated upon our ability to provide value-added products and
services to new and existing franchises. These services include the following: (1) maintaining
and attracting quality insurance carrier relationships and compensation schedules; (ii)
establishing special insurance programs for specific classes of business; (iii) aggregating
franchise property and casualty and financial services production, including individual and group
products and services to obtain maximal benefits; (iv) developing a systematic and sustainable
recruiting, training and sales management program for property and casualty and financial
services sales personnel; (v) developing a cost-saving and productivity-enhancing technology
platform for the benefit of our franchises; (vi) maximizing underwriting profitability and
sustaining growth; (vii) assisting our franchises in agency management and internal business
perpetuation strategies; and (viii) deploying capital to generate adequate returns. We must be
able to provide these and other value-added services at reasonable costs, and each franchise
partner must perceive the inherent value of these services in order for us to be successful in
continuing to add franchises to our network. If we fail to continue to sell franchises and expand
our business as planned, our growth will be halted and our financial condition may be adversely
affected.

2. Our future success is largely dependent upon the skill and experience of our senior
officers. Our continued success depends significantly upon the services of our current executive
officers. These key employees have a material impact on our ability to sell and expand our
franchising network and to manage the Company. We have employment agreements with terms
of five (5) years each with each of these key employees. The loss of their services could
materially adversely impact our operations.

To protect the Company, we have tailored the compensation packages of our senior officers to
the profit and performance of the Company and to their longevity with the Company. In
addition, we have purchased key man life insurance on the lives of each of these individuals to
secure an on-going revenue stream in the event of an unexpected loss. While we believe
contingencies have been put in place for the loss of personnel, we cannot ascertain the impact of
hiring replacement personnel.
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3. The property and casualty insurance industry is cyclical, which may cause us to
receive fluctuating fees from our franchises. Historically, the results of the property and
casualty insurance industry have experienced significant fluctuations due to competition,
economic conditions, interest rates and other factors. Unpredictable events, such as natural and
man-made disasters, interest rate fluctuations, acts of terrorism, inflationary pressures that affect
the size of losses and judicial decisions that affect insurers’ liabilities can all affect premium
rates. As our revenues are directly tied to volumes of premiums generated by our franchises, any
significant and sustained reduction in premium rates would result in a reduction in our revenues
we receive from our franchises and carriers.

4. Our business is subJect to extenswe regulatlon and supervnsnonamgm;g

Y yenues. The insurance mdustry is subject to extensive
regulation and control by state insurance commissions. These regulations are intended primarily
to benefit and protect insurance policy holders and purchasers. Any failure by our franchises to
conduct their businesses in accordance with applicable laws and regulations could result in
penalties, fines or loss of licenses for our franchises. Any of these events would impair a
franchise’s ability to continue to generate premiums and could adversely affect our revenues.

model in the year 2000 we served as a “flow through” entity for our partner independent
agencies, who were our shareholders. The cost of centralized services was funded by collecting
fees from these stockholder agencies; there was no inherent profit objective from year to year.
As a result, the experience of our senior officers to anticipate, project and generate a consistent,
long-term profit stream has yet to be established. If we fail to successfully operate our franchise
business model, our financial condition and revenues could be materially adversely affected.

6. We have no current plans to pay dmdends to our shareholdersw

3 : i e, or ever. We have not
pald dividends in the past and do not envision paymg d1v1dends on our stock in the foreseeable
future. We envision continuing to retain any earnings we have in the foreseeable future in order
to help us to fund our ongoing expansion plans and to avoid having to raise further capital from
our shareholders or from new mvestors in another offering of the same magmtude as this
Offering. - ' '

%%%Ww—past—ﬁ*e—yeﬁs——and—ﬁet—thretwh—éﬂﬁeﬁés—We cannot guarantee that the valuc of

our stock will continue to appreciate over any period of time, or at all. As long as we do not
declare or pay dividends, you may not receive a return on your investment in the foreseeable
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future, or ever. If you intend to obtain a loan or otherwise finance your purchase of our shares,
you should be aware that your investment in our shares is not expected to pay you any income or
return on investment for the foreseeable future, so you will have to repay any such loan from
other income sources you may have.

7. An investment in our shares has limited liquidity; there are restrictions on transfer
of shares; there is no public market for our shares. An investment in our shares is highly
illiquid and is not suitable for an investor who needs liquidity. The Amended and Restated
Shareholders Agreement and Federal and state securities laws all restrict your ability to transfer
or resell our shares. The shares offered in this proposed Offering are not registered under the
Securities Act of 1933, as amended (the “Act”), and we will be under no obligation to register
these securities under the Act. We are relying on an exemption from registration under
Regulation A of the Act. The shares we are offering hereby will be registered or sold in reliance
on an exemption from registration in Pennsylvania, North Carolina and Virginia, and, subject to
the restrictions agreed to in the Amended and Restated Shareholders Agreement and described
below, will be able to be resold within those states to residents of those states. However, the
shares may not be resold or transferred outside of these states at any time unless they are
registered or an available exemption from registration exists under applicable state securities
laws. In addition, the Amended and Restated Shareholders Agreement imposes significant
restrictions on transfers of the shares, including a fairly lengthy process of rights of first refusal
vested in Keystone and the other shareholders. When a shareholder leaves the Company,
whether through death-, retirement, permanent disability or disengagement from the franchise
system, mandatory redemption provisions require that the shares owned by that shareholder be

repurchased by the Company or the other shareholders w

There is not currently, nor is there hkely to develop in the near future any pubhc market for our
shares. You should be aware that, in the absence of registration of the securities offered hereby
under the Act or the availability of an exemption from registration, the securities purchased in the
this proposed offering may not be sold outside of Pennsylvania, North Carolina and Virginia or
to non-residents of those states, and accordingly, must be held by, and the risk of economic loss
borne by, the purchasers for an indefinite period of time.

8. Recent litigation and investigatory activities by state Attorneys General and other
insurance regulatory bodies have challenged the proprlety of contlngent commission

Q&D&M The insurance mdustry has recently been subJect to 51gn1f1cant scrutmy by

certain states Attorneys General and state msurance departments including actions taken by the
' . concerning certain compensation

practrces wrthm the insurance mdustry These practrces 1nclude without limitation, the receipt of
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contingent commissions, overrides and other incentives received by insurance brokers and agents
from insurance companies, and the extent to which such compensatlon has been dlsclosed to
insurance customers. As a result of hi :

of pr proposals by regulators leglslators and insurance assocxatlons to modlfy various state laws and
regulations relating to compensation paid to agents and brokers by insurance companies. The
California Insurance Commissioner and the National Association of Insurance Commissioners
have already made proposals that would require agents and brokers to disclose to their customers
all compensation arrangements they have with insurance companies for the products their
customers wish to purchase. These proposals, if adopted, could impose new legal obligations,
including disclosure obligations, on our franchises with respect to the insurance products they
sell.  Any changes that are adopted by the federal government or the state agencies where our
franchises market insurance could adversely affect our revenues and financial results. If
legislators and regulatory bodies require greater disclosures to insurance customers regarding
compensation arrangements between agents and insurance carriers, the costs of doing business
for our franchises would increase, which could potentially impact their overall results of
operations and also our results of operations.

Certain insurance companies have already announced that they are discontinuing the practice of
contingent commissions, and certain brokerages have indicated that they will no longer accept
such arrangements from insurance carriers. Although none of the insurance carriers that we do
business with have made such pronouncements, if they did, it could materially adversely affect
our results-of-operationsrevenues. Incentive compensation, including profit sharing, growth
bonuses and carrier expense reimbursement fees are legal and pervasive arrangements at this
time and in 2004 accounted for approximately 35% of our revenues.

9. Your ownership position in Keystone will become diluted as we sell more shares to
new franchises and if we raise additional funds. Our expansion plans are ambitious. If we
raise only the minimum amount in this proposed Offering, it is unlikely that we will be able to
put into effect all of our expansion and upgrade plans. In that event, we will likely seek to raise
more funds after 12 months through another offering of our shares. Although the Amended and
Restated Shareholders Agreement provides that all shareholders have a right to participate in any
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future offering of 150 shares or more, you may not be able to afford to purchase any such
additional shares you may be entitled to purchase, or you may be prevented from purchasing
additional shares for some other reason. In that case, your ownership percentage of our shares
would be diluted, and your portion of any growth in our business or funds available upon
liquidation would be decreased proportionately.

In addition, we plan to offer all new franchises, on a rolling basis, the opportunity to purchase
shares of our common stock w1th1n the first 30 days after they srgn a Franchrse Agreement wrth
us. I ,
MMQQMAS a shareholder of the Company, you w11] not be glven the
opportunity to also purchase more shares of our common stock each time a new franchise
purchases shares upon its introduction into our franchise model. Therefore, your percentage of
ownership in the Company will be diluted as new franchises who wish to purchase our stock
come into our franchise system.

10.  Our business is impacted by weather disasters and events of terrorism. Results of
property and casualty insurers are subject to weather and other conditions. When insurance
carriers face major losses due to weather or terrorism, they may react by reducing the profit
sharing and incentive compensation they pay, which are loss-ratio sensitive. Such occurrences
could affect our compensation. Further, these occurrences could affect the stability of the
insurance carriers we do business with, thereby impacting the viability of the arrangements we
have with them and the revenues we receive from our franchises under these arrangements.

11. Our current geographic concentration ties our performance to the economic,
regulatory and weather condltlons and events occurrlng in the eastern portion of the
Our franchises operate primarily in

Pennsylvanra and North Carollna with recent expansron into Virginia. Pennsylvania accounted
for 96.3% of our revenues in the year ended December 31, 2004. Unusually severe storms or
other natural or man-made disasters that destroy property in these states could adversely affect
our franchlses abrlmes to generate expected eompensatlon whrch would 1mpact our revenues.

t—he—eeumfy—but—atét the present time, our geographlc concentratlon leaves us vulnerable to
localized risks. We cannot guarantee that we will be successful in expanding to additional states.

12. We depend upon the success of our franchrses, and their fallure to perform in a

) ] s i 1L ¢ do not dlrectly eontrol the
day to- day operatrons of theﬁggnzm agency busmesses——aDespﬁeM our best
efforts to support their sales and marketing efforts, heyour franchises may fail to perform as
expected. In that case, if we cannot incentivize these underperforming franchises to improve
their results of operations and premium volumes, our fee volume will decrease. If we do not act
swiftly to disengage these underperforming franchise agencies, our results of operations could be
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13. We compete for the participation of independent insurance agents with other
insurance aggregators and any failure by us to compete successfully would adversely
nmpact our ﬁnancna] condltlon and future expansxon plans We behe%-t-ha{—we—are—the—ﬁﬁt—

: : ee A eve s wrth a growmg number of
insurance aggregators who operate under different busmess models. Although we believe that
we offer independent agencies the most attractive suite of services and a business climate that
allows them to retain their independently owned status and control over their day-to-day
operations, we cannot guarantee that our model will be the most successful. If we do not have a
competitive business model that continues to attract the best independent insurance agencies to
our franchise network, we will lose market share, business reputation and ultimately, revenues.

14. Our expansion may ultimately be limited by the number of independent insurance
agents available for franchise opportunities. Aggregation of insurance agencies is occurring
at an increasing pace that has accelerated over the last four years. With more aggregators seeking
to contract with more independent agencies, the overall number of available agencies to bring
into our franchise model is decreasing. As reported by the Insurance Information Institute in its
November 2004 report titled “Background on Insurance Intermediaries,” the Independent
Insurance Agents and Brokers of America has determined that there are currently some 39,000
independent insurance agencies operating in the U.S. Of that number, it is unknown how many
have already been consolidated or aggregated into an aggregation network. We have no control
over how many new independent agencies commence operations each year. Although our
expansion plans are accelerating, our efforts could be slowed or even stopped by increasing
consolidation in the industry.

13 suck ations Our AI'thleS s of Incorporatlon contain prov131ons that
pr0v1de 1ndemmﬁcat10n of the members of our board of directors and our officers, employees
and affiliates against claims or lawsuits arising out of our activities than would apply in the
absence of such provisions. We have purchased directors and officers insurance relating to our
indemnity obligations in the amount of $3,000,000. Although we believe this is an adequate
amount of coverage, we cannot guarantee that we will have sufficient coverage in an
extraordinary case, and we will continue to evaluate whether this amount is adequate and
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16. We are relying upon an—exemptlon from Federal reglstratlon of the shares for small
busmess offermgs and X 0 X

offer the shares for maximum proceeds of $5 000 OOO w1thout reg1strat10n under the Act, in
rehance upon the exemptlon from regrstratlon under Regulatlon A promulgated under the Act

rehance upon M&%@M&Mﬂ@m Is Justlfled there can be no assurance that factors

such as the manner in which offers and sales are made, the scope of disclosure provided, failures
to file notices, or changes in applicable laws, regulations, or interpretations will not cause us to
fail to qualify for the exemption. Failure to so qualify could result in the rescission of sales of
the shares at prices higher than the current value of those shares, potentially materially and
adversely affecting our financial condition and ability to implement our expansion plans.

Further, even nonmeritorious claims that offers and sales of the shares were not made in
compliance with applicable securities laws could materially and adversely affect our ablhty to
conduct our ongomg busmess and expand it as planned

17.  Our officers and directors, as a group, currently beneficially own approximately
69% of our common stock prior to the offering. Assuming we raise the maximum amount
in the offering, this group will beneficially own at least 20% (assuming they do not
purchase any shares) and possibly more after the offermg, Wthh could glve them
meaningful interest in Keystone_a e_the :

activities of the Company. As a group, our offlcers and d1rectors owned as of June 22 2005
136 shares of our common stock. Collectively, their investment in our common stock represents
69% of the voting shares we have outstanding prior to this Offering. As these individuals have
largely indicated their intention to participate in the proposed Offering through the Solicitation of
Interest procedure we conducted in Pennsylvania in December 2004, it is possible that as a
group, they will retain significant interest in Keystone, although we are making this Offering to a
much wider group of potential investors, including potential investors in two other states.
Several of these individuals have-recenthy-received warrants to purchase additional shares of our
common stock in connection with a recent stock split:_on Jupne 22, 2005, In addition, in
consideration for their authorizing this Offering, giving up their blanket pre-emptive rights,
terminating their prior services agreement with us and entering into a franchise agreement with
us, our board of directors has authorized the issuance to our existing shareholders upon the
completion of the Offering warrants exercisable for up to 20% of the issued and outstanding
shares of stock. These warrants would be exercisable for shares of common stock at $10,000 per
share for a five-year period from the date of issuance. We anticipate that many of our officers
and directors will be issued such warrants and, by exercising such warrants, increase their
ownership interests. In addition, the executive compensation agreements we have with our
senior officers to bind them to the Company provide for bonus compensation for officers in the
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form of cash or stock option awards, the grant and amount of which are tied to the Company’s
profit and performance. If you are not an officer or director of Keystone, your ability to influence
the direction and activities of the company may therefore be limited. However, we recently
expanded our board of directors from 9 to 12 members, and we anticipate filling the new
vacancies with individuals who are not current shareholders of ours but who will become
shareholders through this Offering. In addition, under the Amended and Restated Shareholders
Agreement approved and adopted by the shareholders on June 22, 2005, the senior officers of the
Company are restricted to owning, as a group, no more than 20% of the issued and outstanding
voting stock of the Company, which puts a limit on their ability to control the Company. The
Amended and Restated Shareholders Agreement also limits the amount of voting common stock
that any shareholder may own to 9.99% of all issued and outstanding voting stock, which will
also limit the officers’ and directors’ ability to control the Company._
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Note: In addition to the above risks, businesses are often subject to risks not foreseen or
fully appreciated by management. In reviewing this Offering Statement potential investors
should keep in mind other possible risks that could be important.

BUSINESS AND PROPERTIES

ITEM 3.

(a)  Describe in detail what business the Company does and proposes to do, including
what products and goods are or will be produced or services that are or will be rendered.

Keystone Insurers Group, Inc. (the “Company,” “Keystone,” “we” or “us’) was formed in
Pennsylvania on May 2, 1983 by four independent insurance agencies that had a vision of how to
realize greater profits and opportunities to expand their businesses while maintaining their
independence by partnering with similar, quality peers in the industry. As of 1999, we had
grown to 18 stockholder agencies operating in 39 physical locations across Pennsylvania. With
the exception of two stockholder agencies which sold their businesses, all such agencies are
currently operating in Pennsylvania. Each of these agencies owns stock in Keystone; however,
Keystone has no ownership in any of the agencies. From a financial perspective, Keystone was a
“flow-through” entity with no inherent profit motive. To fund Keystone's operations, each
stockholder agency paid a monthly fee and made capital contributions as necessary. (See
Subsection (k) of this Item 3 for additional historical information on the Company.)
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In 1999, further expansion opportunities were explored, including the concept of expanding
Keystone across the mid-Atlantic region of the United States. As aresult, a strategic business
plan was developed to recapitalize the Company, convert it to a for-profit entity and file with the
relevant government bodies to become a franchisor of independent insurance agencies.
Subsequently, additional capital was raised to further develop value-added products and services.
In early 2000, Keystone assembled a management team to spearhead its planned expansion.
Since that time, Keystone has expanded rapidly under the franchising platform. The current
stockholder agencies have all agreed to enter into franchise agreements with us and become
franchises by-on or about Nevernber-30;-2005-—February 28, 2006, When that happens, we will
have 96100 franchises-int44locations—We-wil-have, with 70 franchises in $684105 locations in
Pennsylvania, 21 franchises in 3334 locations in North Carolina and 59 franchises in %12
locations in Virginia. We operate as “Keystone Insurers Group, Inc.” in Pennsylvania and
North Carolina. In Virginia, we use the name “Keystone Insurers Services Group, Inc.”

In September 2004, our sharecholders approved a restructuring and capitalization plan for the
Company. This new plan included our stockholder agencies giving up, among other things, their
blanket pre-emptive rights in favor of more limited pre-emptive rights, terminating their existing
services agreements with us and becoming franchises and entering into a franchise agreement to
govern their relationship with us. The goal of this plan was to enable all current and future
agency participants and their owners to become owners of Keystone if they so desired, as well as
to realize the expansion goals we had set. More specifically, the plan adopted at that time was
designed to bring in enough new capital and franchises in order to accomplish the following:

. Expand our franchise network into new states;

. Facilitate development of a cost-saving and productivity-enhancing technology
platform for the benefit of our franchises;

. Expand internal resources necessary to maximize underwriting profitability and
sustain growth;

. Undertake the development of a systematic and sustainable recruiting, training
and sales management program for property and casualty and financial services
sales personnel;

. Develop additional consultation services and resources to assist franchises with
managing their agencies and supporting internal perpetuation strategies; and

. Acquire businesses that complement our core business methodology and expand
resources we make available to our franchises.

As of the date of this Offering, our stockholder agencies, principals of the stockholder agencies
and our senior officers own 100% of the issued and outstanding capital stock of Keystone. Our
relationship with the shareholders is governed by the Amended and Restated Shareholders
Agreement dated June 22, 2005 (the “Shareholders Agreement”). Each of our operating
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stockholder agencies has agreed to enter into a franchise agreement with us, substantially in the
form attached to this Offering Statement as Exhibit 7 (the “Revised Franchise Agreement”), and
become our franchises by on or about Nevember36:2005-February 28, 2006. When they do so,
they will join the 80 existing franchises of Keystone.

This Offering will provide the necessary funding to implement our expansion plans. In addition,
this Offering will result ina 51gn1f1cant restructurmg in the ownershlp and operatlon of Keystone
and its franch1ses be £ retfraneh ' rwhether-the

October 2005 (the “Exlstlng Franchlse Agreements ) %ww
VEINE al ement choose to purchase shares in the Offering, they
will enter into the Rev1sed Franchlse Agreement with us. If they choose not to purchase shares,
they will operate under the terms of theirthe Existing Franchise Agreements until the expiration
of such Existing Franchise Agreements. If they choose not to enter into a new franchise
agreement with us at that time, they will terminate their relatlonshlp w1th us. Mm&

In summary, upon the completion of this Offering, the following changes will take place:

J Each of our franchises which elects not to buy shares of the Company in the
Offering will remain as a franchise under the terms of their existing franchise

agreement with us—(the—Existine—Franechise—-Agreements™). Their relationship
with the Company w111 contmue to be governed by w

UpenAgmMg;p__m the explratlon of the Existing Franchise Agreement—
the-franchisepay enter into the franchise agreement being offered at such time or

terminate its relationship with us.

. Each of our franchises which elects to buy shares of the Company in the Offering

will enter into the Revised Franchise Agreement, if they have not already done so,
substantially in the form attached to this Offering Statement as Exhibit 7. Fheislf

they are governed by the Existing Franchise Agreements_before the offering, their
franchise agreement with us will be terminated. They will also enter into the
Amended and Restated Shareholders Agreement dated June 22, 2005 among the
shareholders of the Company (the “Shareholders Agreement”), which will
regulate their ownership of the shares. A copy of the Shareholders Agreement is
attached to this Offering Statement as Exhibit 3.

. Each of our stockholder agencies will enter into the Revised Franchise Agreement
and become a Keystone franchise by on or about Nevember-30,2005-February 28,
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Services

2006, They will continue to be subject to the Shareholders Agreement with
respect to the ownership of their shares.

We offer additional services and products to our franchises through our ownership and/or

affiliation with the following entities (See Sources of Revenues below for fuller description of
our subsidiaries and affiliates):

Through Keystone Risk Managers, LLC, a Pennsylvania limited liability
company, we offer risk management and placement services to our franchises to
broaden their offerings to their medium and large sized commercial clients. We
own 100% of the membership units of Keystone Risk Managers.

Through KIG Financial Services, LLC, a Pennsylvania limited liability company,
we assist our franchises in selling financial services products, help them to obtain
access to financial services markets and assist them in recruiting, hiring and
training financial services sales personnel. We own 90% of the membership units
of KIG Financial Services. The remaining 10% of KIG Financial Services is
owned by Duncan Financial Group, LLC a Pennsylvama limited liability

Through Keystone Benefits Services, LLC, a Pennsylvania limited liability
company, we offer individual and group medical benefits products currently only
in Pennsylvania for our franchises to sell. We anticipate that Keystone Benefits
Services will follow our expansion into other states and provide its products and
services to all of our franchises in all states in which Keystone is active. KIG
Financial Services owns 95% of the membership units of Keystone Benefits
Services. The remaining 5% of Keystone Benefits Services is owned by Emerson,

Reld & Company, a New York corporatlon W

In addition, we have an ownership interest in Keystone Capital Investors, LLC, a Pennsylvania
limited liability company.

Through Keystone Capital Investors, some of our franchises are able to market
and sell insurance products offered by Keystone National Insurance Company,
Inc., a Pennsylvania stock property and casualty company (“KNIC”). Keystone
Capital Investors is owned 4.69% by Keystone and the remainder by our
Pennsylvania franchises. Keystone Capital Investors is rated A- by A.M. Best Co.
and owns 49% of the capital stock of KNIC. The remaining 51% of KNIC is
owned by Tuscarora Wayne Group, Inc., a subsidiary of Tuscarora Wayne Mutual

Insurance Company located m Wyalusmg, Pennsylvama M@,

m At thls tlme KNIC s insurance products are excluswely marketed by our
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Pennsylvania franchises that are investors in Keystone Capital Investors. We
anticipate that Keystone Capital Investors and KNIC will follow our expansion
into other states and provide additional investment and marketing opportunities to
all of our franchises in all states in which Keystone is active.

Business Model

Our management believes that our franchise model is successful because our Company is owned
by our franchises and employees and our franchises are carefully selected independent insurance
agencies that are owned by their principals, not by us. We believe this model enables our
franchises to preserve their entrepreneurial natures while also maximizing the benefits of
belonging to a larger, consolidated entity. The principals of these franchises are motivated to
maximize their sales volumes, business reputations and market shares because they are the
owners of their businesses and they retain the vast majority of the rewards of their efforts while
providing direction for the Company and receiving the benefits of belonging to a growing
network that provides them with many more value-added services than they could obtain or
achieve on their own. Further, to our knowledge, we are the only entity of our kind that is wholly
and exclusively owned by our franchises and our employees.

Our role as the franchisor and initiating aggregator of our independent insurance agency
franchises is to gather and evaluate the business ideas and strategies generated by our franchises
and to hone and implement those ideas and strategies that will most benefit the franchise network
as a whole. We seek to provide our franchises a sufficient breadth of products, services and
opportunities to allow them to remain independently owned and operated into perpetuity. More
specifically, we provide our franchises, without limitation, the following services:

. negotiation, maintenance and administration of agreements between Keystone and
various national and regional property and casualty insurance carrier companies
and financial services carrier companies (“Keystone Carrier Contracts”) (a
sample copy of the Keystone Carrier Contract is attached to this Offering
Statement as Exhibit 9(a));

° relationship management between our franchises and the insurance carriers and
financial services carriers;

. the opportunity to access quality insurance and financial services carriers;

o exclusive property and casualty programs;

. loss ratio and growth management services;

o the l.imited, conditional right to use our trademark and trade name to promote their
services;

° the use of our operating system;
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J the right to purchase certain goods and services from suppliers with whom we
have negotiated discounted prices;

. access to superior premium financing services; and
. access to our total suite of services available through our subsidiaries.

Many of the Keystone Carrier Contracts we negotiate are between us and the insurance carriers,
but we may also negotiate and facilitate such agreements between the carriers and our
subsidiaries, KIG Financial Services, ¥lGKeystone Risk Managers and kIGKevstone Benefit
Services. We provide our franchises full access to all of our subsidiaries and their products and
services, although our franchises are not required to use these products and services.

We do not sell any insurance products under the Keystone Carrier Contracts. These contracts are
negotiated for the benefit of our franchises and our subsidiaries. We do, however, reserve the
right to do so and we have, from time to time, written business directly through our subsidiaries
to clients.

At present, we have entered into approximately 50 contracts with insurance carriers, either
directly or through our subsidiaries. Our five largest Keystone Carrier Contracts by volume of
business underwritten consist of contracts with Penn National, St. Paul Travelers Insurance
Company, Harleysville Insurance Co., Auto Owners and Liberty RAM Companies. Keystone
franchises place over $175 million in premiums with just these five companies on an annual
basis. While each Keystone Carrier Contract is unique, a sample copy ofa Keystone Carrier
Contract is attached as Exhibit 9(a) Th

Sources of Revenues

We earn our revenues through: franchise fees (initial licensing and ongoing monthly fees);
percentages of profit sharing and bonuses earmned by our franchises; insurance carrier expense
reimbursement fees; financial services and program fees; as well as royalties on products,
services and advertising purchased by or through us for our franchises.

In 2004, we derived our revenues from the following sources:

) 21.3% from franchise licensing and monthly fees;

) 9.4% from profit sharing and bonuses;

. 41.9% from insurance carrier expense reimbursement and program fees;
. 1.1% from royalties on products, services and advertising; and
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. 26.3% from profits generated by our subsidiaries.

Keystone Risk Managers, LIL.C

Our wholly-owned subsidiary Keystone Risk Managers provides property and casualty insurance
products and risk management services to large commercial clients internationally. Keystone
Risk Managers provides these services on behalf of itself and our franchises. Keystone Risk
Managers also attracts, negotiates, maintains and administers agreements with property and
casualty insurance carriers that are unique to Keystone Risk Managers and are not available
through the Company and its other subsidiaries. Franchises may access these carriers and their
products on an account-by-account basis, upon meeting certain qualifications.

Franchises are able to utilize Keystone Risk Managers’ services for their businesses, but are
under no obligation to do so. Franchises engage Keystone Risk Managers under terms and

conditions negotiated solely between each franchise and Keystone Risk Managers.

KIG Financial Services, I1.C

We own 90% of the membership units of KIG Financial Services. Duncan Financial Group,
LLC, a Pennsylvania limited liability company, owns the remaining 10%. Duncan Financial
Group is Keystone franchise and a shareholder of the Company. Duncan Financial Group adds
value to KIG Financial Services through its staff of four (4) certified financial planners, two (2)
certified public accountants, one (1) charter life insurance underwriter and one (1) estate planning
attorney. Duncan Financial Group’s licensed securities brokers work through their affiliation
with Tower Square Securities, a licensed securities products broker-dealer, to provide KIG
Financial Services access to the securities market.

KIG Financial Services attracts, negotiates, maintains and administers agreements with financial
services providers for the benefit of our franchises and their clients. In addition, KIG Financial
Services recruits, trains and provides initial management of financial services sales personnel,
and facilitates financing arrangements for such producers, to our franchises. All financing
negotiations transpire directly between the franchise and the lender once KIG Financial Services
has made the initial introductions. KIG Financial Services also acts as a facilitator to franchises,
enabling them to access more complex financial services products for their clients. Franchises
are able to utilize KIG Financial Services in their businesses, but are under no obligation to do
SO.

Keystone Benefits Services, LLC

KIG Financial Services owns 95% of the membership units of Keystone Benefits Services.
Emerson, Reed & Company, a New York corporation, owns the remaining 5%. Emerson, Reed
& Company is a subsidiary of USI Holdings Corporation, a publicly traded insurance and
financial services company located in New York City. We formed Keystone Benefits Services in
2005 to enhance our franchises’ abilities to market individual and group medical benefits
products to their clients. Keystone Benefits Services currently provides our Pennsylvania
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franchises access to a wide range of medical benefits products, although it is our intent to extend
those services to franchises in all the states in which we operate. In addition, Keystone Benefit
Services will attempt to attract, negotiate, maintain and administer agreements with individual
and group medical insurance carriers that are unique to Keystone Benefits Services and that are
not available through Keystone or its other subsidiaries.

Our franchises are under no obligation to use the services of Keystone Benefits Services and may
acquire individual and group medical benefits products for their clients through other avenues.

(b)  Describe how these products or services are to be produced or rendered and how
and when the Company intends to carry out its activities. If the Company plans to offer a
new product, state the present stage of development, including whether or not a working
prototype is in existence. Indicate if completion of development of the product would
require a material amount of resources of the Company, and the estimated amount. If the
Company is or is expected to be dependent upon one or a limited number of suppliers for
essential raw materials, energy or other items, describe. Describe any major existing
supply contracts.

From 1983 to 1999, we served as an umbrella entity that provided substantially the same services
we provide today for our franchises, but we did not pursue our own independent profit motives;
rather, we existed primarily as a break-even entity, passing through all of our profits to our
stockholder agencies (who were our shareholders) and funding our operations by billing our costs
to these stockholder agencies. (See Subsection (k) of this Item 3 for additional information on
the Company’s history.)

In 1999, we began implementing a plan to franchise our services to independent insurance
agencies on a for-profit basis. This strategy represented a shift in Keystone’s ideology and
purpose, and is our primary business model today. By franchising our services and achieving
profitability, we are able to provide more and better services and products for our franchises.

Today, we grant franchise licenses to independent insurance agencies. Each franchise is run in
accordance with the terms of a franchise agreement entered into by and between the franchise
and Keystone-<the—ExistinsFranchise-Aereement). Our franchise operations are regulated by
the Federal Trade Commission (the “FT'C”) and, where applicable, state franchise operations
commissions. We are required to maintain an updated Uniform Franchise Offering Circular
according to FTC regulations, as well as the regulations of each state in which we operate our
franchise model. A copy of the Uniform Franchise Offering Circular is attached to this Offering
Statement as Exhibit §. We are currently authorized to conduct franchise operations in
Pennsylvania, North Carolina, Virginia and Maryland. (We have not entered Maryland at this
time and we do not envision doing so in the near future.) Each franchise operates as an
independently owned and operated insurance agency. Under the Uniform Franchise Offering
Circular and the Franchise Agreement, each insurance carrier with which we enter into a
Keystone Carrier Contract controls the powers of appointment and licensing under such
contracts. This means that not every franchise obtains the authority to sell insurance products
and services from all of the insurance carriers with whom we have negotiated a Keystone Carrier
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Contract. We choose the carriers with whom we enter into Keystone Carrier Contracts at our
sole discretion.

Due to our unique aggregation strategy, our success requires that, over a reasonable pertod of
time, all of our franchises must have the majority of their written premiums placed with the
insurance carriers with whom we have negotiated Keystone Carrier Contracts. Our goals for the
percentages of premiums franchises place with the insurance carriers with whom we have
negotiated Keystone Carrier Contracts, and our timelines for achieving these percentages, vary
from state to state (although for those existing franchises who invest and shareholders who
accept the Revised Franchise Agreement, the time periods and percentages will be uniform
regardless of the state in which they are domiciled) and are determined based upon our length of
time in the state, our breadth of presence in the state and the franchises’ volumes of written
premiums at the time of contracting with us.

Subject to the restrictions described above, each franchise may choose to place its insurance
business and premiums with other insurance carriers and sell the insurance products of those
other insurance carriers, without any restrictions imposed by us, and without requiring our
approval, so long as any such insurance carrier does not have a Keystone Carrier Contract with
us. In the event that any such insurance carrier has or enters into a Keystone Carrier Contract
with us, the franchise must terminate its agreement with that carrier and operate under the
Keystone Carrier Contract we negotiate with that carrier. While each Keystone Carrier Contract
is unique, a sample copy of a Keystone Carrier Contract is attached as Exhibit 9(a).

Fees from franchises. In exchange for our services, we receive various fees from our franchises.
These fees include the following:

. a one-time initial franchise licensing fee, ranging from $5,000 to $20,000,
depending upon the state and our presence and maturity in that state;

. a monthly fee based upon the franchise’s aggregate gross written premiums as of
the prior year’s end, which is calculated by us annually each May;

. an aggregate profit sharing fee of 2%, based upon the contingent commissions we
receive from insurance carriers;

. an individual franchise “Profit Improvement Program” fee, if applicable, which is
based upon successive years of non-profitability of a franchise’s results with an
insurance carrier, and which ranges from 0% to 40%;

. an individual profit sharing distribution fee, based upon the franchise’s premium
volumes and adjusted loss ratio with each insurance carrier with whom we have a
Keystone Carrier Contract, which ranges from 0% to +5%:15%;_

. a growth bonus distribution fee, which is based upon a franchise’s growth ranking
as compared to the results of all other franchises with a particular insurance carrier
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(5% for the top third of franchises, 10% for the second third and 15% for the
bottom third experiencing the lowest growth rate with the carrier);

. 15% on other bonuses we negotiate, which are not primarily based on profit or
growth; and
. fees relating to discounted products or services we negotiate for our franchises. In

certain circumstances, we may receive a royalty on the products or services
purchased by our franchises from these providers. These royalties are paid by the
provider and are not the responsibility of the franchise. We do not require
franchises to purchase any products or services from these designated providers.

Those franchises that purchase shares in this if Sk ¥
Agreements, will be required to terminate their Existing Franchlse Agreements w1th us and to
enter into the &&nehrse—&%eement—atﬁehed—herete—&s—g*kﬁbrkq—{eheJRewsed Franchise

Upon explratron these franchlses will enter 1nto the franchise agreement in place at that time or
terminate their relationship with us.

Payments from Insurance Carriers. We also receive revenues directly from insurance carriers
with whom we have negotiated Keystone Carrier Contracts. In certain circumstances, we receive
expense reimbursement fees from these carriers. We negotiate these fees for our exclusive
benefit. These fees may represent a percentage of the premiums written by our franchises or a
Iump-sum payment, and are paid to us in consideration for the extensive marketing, growth,
profitability and relationship management services we provide the carriers through our franchise
network.

In addition, insurance carriers sometimes reward us with non-monetary compensation for

meeting or exceeding certain performance objectives. WeAlthough we have the right under our.
franchise agreements to retain any such non-monetary compensation from insurance carriers with

whom we have negouated Keystone Carrier Contracts—Hewe%FﬁMQa&
distributed the case where any such
non- monetary compensatlon has been glven by a carrier solely due to the efforts of a particular
franchise, we_are req , {0 distribute that non-monetary
compensation to the franch1se

Payments from Keystone Risk Managers. We derive revenues from the profits generated by
Keystone Risk Managers. Keystone Risk Managers’ revenues are determined from the sales,
marketing and risk management services it provides to its own clients and to those of our
franchises. These revenues represent a commission or a split of commissions that are negotiated
directly between Keystone Risk Managers and its chents and our franchlses that utilize the
services of Keystone Risk Managers_based on t It g ved. For the year ended
December 31, 2004, Keystone Risk Managers earned $108, 000 from the provision of its services
to our franchises.
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Payments from KIG Financial Services. We derive revenues from the profits generated by KIG
Financial Services. In the years 2002-2007, the KIG Financial Services’ profits and losses will
be shared equally with Duncan Financial Group. Beginning in 2008, Duncan Financial Group’s
share of the profit/loss split with KIG Financial Services will decrease 10% annually, with
Keystone receiving the remaining portion of the profits/losses of KIG Financial Services, until
2011, at which time Duncan Financial Group’s share of KIG Financial Services’ profits/losses
will be 10%. Duncan Financial Group’s share will remain at 10% per annum thereafter, with
Keystone receiving 90% of the operating profits and losses of KIG Financial Services.

KIG Financial Services derives its revenues from expense reimbursement fees from the insurance
carriers with whom it has entered into a Keystone Carrier Contract, from the profits generated by
its subsidiary Keystone Benefits Services, from a 15% fee it charges on any bonuses it receives,
and from splits on commissions generated by the sales of its products and services made by our
franchlses in certain mrcumstancesw

] 1 kK involved. For the year ended December 31, 2004, KIG
F1nanc1al Serwces eamed $9O 335 from the sale of products and services to our franchises.

Revenues from Keystone Benefits Services. We derive revenues (through KIG Financial
Services) from the expense override fees Keystone Benefits Services negotiates with the
insurance carriers with whom it has a Keystone Carrier Contract. These fees are based upon the
aggregate production generated by our franchises and upon Keystone Benefits Services meeting
or exceeding certain performance standards set by the insurance carrier. In addition, Keystone
Benefits Services retains a percentage of any bonus or contingency it receives.

Currently, we are in the process of converting our original shareholder stockholder agencies into
franchises. All of the stockholder agencies who were our shareholders of record as of June 22,
2005 have terminated their existing services agreements with us and wiH-steshave signed the
Revised Franchise Agreement entered into by all franchises that purchase shares in this Offering.—
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(¢)  Describe the industry in which the Company is selling or expects to sell its products
or services and, where applicable, any recognized trends within that industry. Describe
that part of the industry and the geographic area in which the business competes or will
compete. Indicate whether competition is or is expected to be by price, service, or other
basis. Indicate the current or anticipated prices or price ranges for the Company’s
products or services, or the formula for determining prices, and how these prices compare
with those of the competitors’ products or services, including a description of any
variations in price or service features. Name the principal competitors that the Company
has or expects to have in its area of competition. Indicate the relative size and financial and
market strengths of the Company’s competitors in the area of competition in which the
Company is or will be operating. State why the Company believes it can effectively
compete with these and other companies in its area of competition.

Since we commenced operations in 1983, we have observed an-explostona significant increase in

the number of insurance agency aggregators nationally. While we believe that our business
model is unique, due to the fact that our shares are held exclusively by our franchises, their
principals and employees, entities controlled by their principals and our employees, there are
many entities competing with us in the aggregation of independent insurance agencies. These
competitors use a variety of business platforms, including outright purchases of independent
agencies, clustering independent agencies, and master general agent arrangements. In
Pennsylvania, North Carolina and Virginia, we compete or will compete with several nationally
known aggregators such as BB&T (Branch Banking & Trust Company), Wachovia Bank, NA,
Brown & Brown, Inc., Strategic Independent Agents Alliance (SIAA) and The Iroquois Group.
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Florida, Alabama, Indiana and Washington. D .C. The company is the largest business lender in
the Carolinas and is the largest mortgage lender in North Carolina and West Virginia.

. Wachovia Corporation is a diversified financial services

company that provides a broad range of banking, asset management, wealth management, and
corporate and investment banking products and services. They are one of the largest providers of
financial services in the United States, operating as Wachovia Bank in 15 states from
Connecticut to Florida and west to Texas. and serving retail brokerage clients under the name
Wachovia Securities nationwide as well as in five Latin American countries. They also serve

investment banking clients in selected industries nationwide, and provide global services through
40 offices around the world. Total assets are $532 billion.

Brown & Brown, Inc.: Headquartered in Daytona Beach and Tampa. with origins dating

back to 1939, Brown & Brown, Inc. was inco orated under the laws of the state of Florida in

well as direct writers, ca_g_tlvesi groducers and life and financial service agents s who become
independent stratelc art101ants mthelr master agency network, The v offer commission and_

7 ognd comgnses more tan 1;800 mdgenden
agencies.

mllhon, annual revenues are in excess of §23 rrulhon.

Trends

Over the past 25 years, the independent insurance agency system has undergone significant
consolidation at both the agency and insurance carrier level. Each year, the number of insurance
carriers conducting purely independent operations continues to decline. This trend is due to the
highly competitive insurance marketplace and the necessity of having economies of scale,
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product breadth and increasing efficiencies. This trend creates more strain on insurance carriers’
distribution systems, with independent insurance agencies often losing out as they are able to
represent fewer and fewer insurance carriers and forced to compete against larger agencies and
alternative distribution strategies, thereby reducing the opportunities they can provide to their
clients and thus reducing their profits. This trend, along with other economic factors, has
contributed to the need for independent insurance agencies to look for ways to improve their
efficiencies, create economies of scale and secure a broad stream of products and services to
provide their clients in order to remain independently owned and operated. The industry is
therefore ripe for a variety of aggregation strategies, and we believe it is likely that insurance
agency aggregation will continue to expand through the industry, resulting in larger entities all
vying for clients and insurance carrier attention.

Competition

We compete with other insurance aggregators in attracting and obtaining independent insurance
agencies to participate in our franchise model. During the last four years in particular, the
concept of insurance aggregation has rapidly expanded, with a variety of business models coming
into existence and competing with us. This trend creates an environment in which more
aggregators are competing for a pool of independent insurance agencies that is slowly
diminishing as aggregation occurs nationwide. This concept of diminishing numbers of
independent agencies may impact our growth jn the long run, but is not likely to be a factor that
will materially impact our planned growth in the fereseeablenear future, however, because the
Independent Insurance Agents and Brokers of America has reported that there are currently
39,000 independent insurance agencies in the U.S. What is not known is how many of these
agencies are already part of a franchise or other aggregated network.

We belies , )
have been very successful w&h—e&z—b&smes&meée% OUr NSt
strategies, with a 99.99% retention of #aae—h}sesw over the past Q—Qﬁ years Whlle we
have declined to use our first right to purchase the shares of shareholder agencies in the past, we
have only actually disengaged from one franchise over our 22-phas23 years of operations. We
compete on the bases of business reputation, ownership participation in Keystone, scope of
services, allowing our participants to remain independently owned and operated, and our historic
ability to implement the ideas and strategies of our agency participants. We believe that these
factors promote an environment in which our franchises can be more successful than any one of

them could be on its own, due in part to the fact that our franchises are the owners of our stock.

Note: Because this Offering Statement focuses primarily on details concerning the
Company rather than the industry in which the Company operates or will operate,
potential investors may wish to conduct their own separate investigation of the Company’s
industry to obtain broader insight in assessing the Company’s prospects.

(d)  Describe specifically the marketing strategies the Company is employing or will
employ in penetratlng its markets or in developmg a new market:. MM
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We market our franchise opportunities through several avenues. We rely most heavily upon
referrals from existing franchises, but we augment that word-of-mouth advertising with print
marketing, ads and targeted mailings. Each of our franchises acquires a limited license to use our
trademarks to help them to market their own services, which also results in them marketing our
services as well.

We seek existing independent insurance agencies that have demonstrated successful business
operations over a substantial period of time, have favorable business reputations, strong ethics
and share our philosophy of remaining independent while achieving greater opportunities
through partnership with similar, quality peers.

We employ a number of other strategies to increase our market share. Our senior management
team was built by attracting talented and experienced people in the industry. Our five senior
officers all have significant experience in the industry, with experience in running successful
insurance companies and agencies, and, in some cases, having worked in the insurance agency
aggregation business. Two senior management executives with significant experience in the
industry are working with independent agencies to encourage them to participate in our franchise
system. Our senior officers are actively engaged in marketing our franchise opportunities and
services, as well as the services of our subsidiaries.

We also maintain a web site located at http://keystoneinsgroup.com, which explains our business
to prospective franchises and the public. The secured section of our web site provides extensive
educational, communication and marketing resources for our franchises.

(e) State the backlog of written firm orders for products and/or services as of a recent
date and compare it with the backlog of a year ago from that date.

We do not have a backlog of written firm orders for our services; our business model does not
produce such backlogs.

® State the number of the Company’s present employees and the number of employees
it anticipates it will have within the next 12 months. Also, indicate the number by type of
employee the Company will use, whether or not any of them are subject to collective
bargaining agreements, and the expiration dates of any collective bargaining agreements.
If the Company’s employees are on strike, or have been in the past three years, or are
threatening to strike, describe the dispute. Indicate any supplemental benefits or incentive
arrangements the Company has or will have with its employees.
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We currently have 19 full-time and two part-time employees. Five of the full-time employees are
senior officers, including our President and Chief Executive Officer. Seven are middle
managers, and seven are administrative employees. The two part-time employees are
administrative personnel. None of our employees are subject to a collective bargaining
agreement. Upon the completlon of this Offermg, we intend to hire fiye additional full time
employees_and A 3 . ee to execute our expansion strategy. We also
intend to develop an 1ncent1ve plan upon the completion of the Offering to incentivize our middle

managers. Qur employee benefit plan includes:,
A

E B P

=

(g)  Describe generally the principal properties that the Company owns, indicating also
what properties it leases and a summary of the terms under those leases, including the
amount of payments, expiration dates and the terms of any renewal options. Indicate what
properties the Company intends to acquire in the immediate future, the cost of such
acquisitions and the sources of financing it expects to use in obtaining these properties,
whether by purchase, lease or otherwise.

Our corporate headquarters is situated on 14.5 acres of land that we own located at 1995 Point

Township Drive in Northumberland, Pennsylvania. Our office facility consists of 7,333 square
feet of operating space. We purchased the property in November 2002 by securing a

35



conventional mortgage in the principal amount of $495,000. A second mortgage in the principal
amount of $100,000 was secured to fund building renovations and modifications. These
outstanding mortgage balances as of January 31, 2005 were $468,369.80 and $89,728.58,
respectively.

Our franchises independently either own or rent their own office spaces. We have no current
plans to acquire any real property.

(h)  Indicate the extent to which the Company’s operations depends or are expected to
depend upon patents, copyrights, trade secrets, know-how or other proprietary
information and the steps undertaken to secure and protect this intellectual property,
including the use of any confidentiality agreements, covenants-not-to-compete and the like.
Summarize the principal terms and expiration dates of any significant license agreements.
Indicate the amounts expended by the Company for research and development during the
last fiscal year, the amount expected to be spent this year and what percentage of revenues
research and development expenditures were for the last fiscal year.

We own the following four Federal trademark registrations:

. Mark: KEYSTONE INSURERS GROUP
Registration No.: 2,392,852
Registration Date: October 10, 2000
Services: Insurance agencies and insurance brokerage services
(Insurance Class 036).

o Mark: KEYSTONE INSURERS GROUP AND DESIGN
Registration No.: 2,391,074
Registration Date: October 3, 2000
Services: Insurance agencies and insurance brokerages services
(Insurance Class 036).

. Mark: KEYSTONE INSURERS GROUP
Registration No.: 2,540,964
Registration Date: February 19, 2002
Services: Franchising, namely, offering technical assistance in the establishment
and operation of insurance agencies and brokerages
(Insurance Class 035).

. Mark: KEYSTONE INSURERS GROUP AND DESIGN
Registration No.: 2,540,977
Registration Date: February 19, 2002
Services: Franchising, namely, offering technical assistance in the establishment

and operation of insurance agencies and brokerages
(Insurance Class 035).

We own the following pending Federal trademark application:
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. Mark: KIG
Registration No.: n/a
Registration Date: n/a
Application No.: 78/580,534
Filing Date: March 4, 2005
Services: Franchising, namely, offering technical assistance in the establishment
and operation of insurance agencies and brokerages and offering assistance in
marketing of financial services products, namely life insurance and annuities
(International Class 035); and insurance agencies and insurance brokerage
services; and financial services, namely services related to life insurance and
annuities (International Class 036).

Keystone received a non-final Action from the trademark office regarding trademark application
number 78/580,534. This Action is a letter from the examining attorney requesting additional
information and/or making an initial refusal. However, Keystone has not yet responded to this
Action and no final determination as to the registrability of the mark has been made.

We license a limited right to use our trademarks to our franchises. Our franchise agreements and
our operating manual contain specifications regarding the proper use of our trademarks. All
licenses are non-exclusive.

We are not currently involved in any pending or threatened litigation regarding our trademarks.
However, we have identified a company that is using a mark in connection with its insurance and
financial services business that we believe is infringing one of our trademarks. We have
contacted this company regarding this matter, and although we are currently negotiating to settle
this matter, we have not threatened to sue the company. However, we reserve the right to do so
to protect our rights in our trademark if our negotiations are unsuccessful.

We do not own any issued patents or copyright registrations.

We protect our confidential information by having all of our senior officers sign non-
piracy/confidentiality agreements with us that require that these employees keep our sensitive
information confidential. We generally do not disclose confidential information to any
employees other than our senior officers. Upon termination from Keystone, employees must
account for and return all confidential materials they have in their possession.

@) If the Company’s business, products, or properties are subject to material regulation
by federal, state or local governmental agencies, indicate the nature and extent of
regulations and its effects or potential effects upon the Company.

Our business is dependent upon the health of the insurance agency business and the insurance
industry as a whole. The insurance industry and insurance agents are subject to complex and
broad regulation and supervision by state insurance authorities, primarily. State insurance
authorities supervise the licensing of insurance agents and brokers and regulate the handling and
investment of insurance customer funds. In order to continue to derive revenues from our
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franchises, we must depend upon the franchises to comply with all applicable statutes and
regulations in the conduct of their businesses.

The insurance industry has recently experienced a significant amount of scrutiny of some of its
compensation practices from regulatory bodies, including state Attorneys General and the
departments of insurance for various states. It is possible that the investigations and law suits
undertaken by these authorities may lead to new and expanded regulations regarding
compensation arrangements between insurance carriers and agents and brokers, particularly with
respect to the payment of contingent commissions and overrides-, which constituted 35% of our
revenues in 2004, These investigations and lawsuits have focused primarily on commercial
insurance contracts to date, although new investigations and suits are being filed. We cannot
now predict the outcome of these investigations and lawsuits at this time, although legislators
and industry associations are currently calling for enhanced disclosures to insurance consumers
of all compensation arrangements. These heightened disclosure requirements, if they become
mandatory, would add additional expenses to our franchlses busmessesMMg,

) nd ides. Any new regulations
regardm g compensatlon atrangements could require reformatlon of our compensation and fee
schedules.

(j)  State the names of any subsidiaries of the Company, their business purposes and
ownership, and indicate which are included in the financial Statements attached hereto. If
not included, or if included but not consolidated, please explain.

A full description of each of our sub31d1ar1es is set forth in Subsectlon (b) of this Item 3,
beginning on page 21. The e are ; ;

(k) Summarize the material events in the development of the Company during the past
five years, or for whatever less period the Company has been in existence. Discuss any
pending or anticipated mergers, acquisitions, spin-offs or recapitalizations. If the
Company has recently undergone a stock split, stock dividend or recapitalization in
anticipation of this offering, describe (and adjust historical per share figures elsewhere in
this Offering Statement accordingly).
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ecng our shre and shareholders in aticipa this Ofng.

. In May 2005, our board of directors approved a stock split to reduce the price of
our stock to $10,000 per share, which is the price at which shares of our stock are
being offered for sale in this Offering. Based on the valuation of our shares at
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$47,893 per share as of December 31, 2004, as determined by Reagan &
AssoctatesConsulting, Inc,, an Atlanta, Georgia-based consulting firm specializing
in the insurance industry, our board of directors authorized the issuance in
exchange for each share of stock outstanding: (a) four shares of stock; plus (b) a
warrant to purchase a share for $2,107 (the “Split Warrant”). As a result, all
shares of the Company currently are priced at $10,000 per share. The Split
Warrant is exercisable by the holder at any time_within 10 vears after jts issuance;

provided, however, that the Company may redeem it for $7,893 at any time after
the fifth anniversary of the date of its issuance. A copy of the Split Warrant is
attached hereto as Exhibit 9(c).

Our board of directors also approved termination of the Services Agreement that
had been in place between us and our stockholder agencies (who are our existing
shareholders) since 2000. Under such Services Agreement, Keystone had
provided certain defined services to the stockholder agencies and the stockholder
agencies agreed to abide and be bound by the Keystone operations policies and
procedures as adopted and amended from time to time by our board of directors.
In connection with the termination of the Services Agreement, our board of
directors approved our stockholder agencies becoming franchises of Keystone
with equal rights as those granted to the other franchises which purchase shares in
the Offering. The stockholder agencies will enter into the Revised Franchise
Agreement by on or about Nevember—30—2005Fcbruary 28, 2006 and their
relationship with the Company will be governed by the terms of such agreement.

Our existing franchises that purchase shares in this Offering will be required to

terminate their Existing Franchise Agreements with us,if they are governed by the
Existing Franchise Agreement, and enter into the Revised Franchise Agreements.

Going forward, all new franchises will enter into the Revised Franchise
Agreement or the franchise agreement then in effect as a condition of their
becoming a franchise. Our existing franchises that do not purchase shares in this
Offering will continue to operate under the terms of the—Existing—Franchise-
Agreementstheir existing franchise agreement until such agreements expire
according to their terms. Upon expiration, these franchises will enter into the
franchise agreement being offered at that time if they wish to remain with us or
terminate their relationship with us.

Our board of directors approved the provisions of an Amended and Restated
Shareholders Agreement dated June 22, 2005 (the “Shareholders Agreement”),
that governs our relationship with our existing and future shareholders. The
Shareholders Agreement includes certain rights of first refusal in connection with
the transfer of shares, eliminates blanket pre-emptive rights, and sets certain
ownership limitations on all shareholders and on all senior officers as a group,
among other provisions. Under the Shareholders Agreement, shareholders will
not have any right to purchase any stock unless the sale is a part of a major
offering of 150 shares or more. In addition, all shareholders must be active
participants in Keystone. If a shareholder ceases to be an active participant in
Keystone, including due to death, retirement, disengaging as a franchise,
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permanent disability or otherwise, mandatory redemption provisions require that
such shareholder’s shares be re-purchased by Keystone or the other shareholders.
All stock certificates will bear a legend notifying the shareholders of these
restrictions.  While the Company intends to strictly enforce the transfer
restrictions and redemption rights set forth in the Shareholders Agreement, such
provisions, and other provisions of the agreement, may be revised or modified by
our board of directors or our shareholders from time to time upon the approval of
at least 80% of the members of the board of directors or the holders of a majority
of our voting shares. A copy of our Shareholders Agreement is attached hereto as
Exhibit 3.

. Our board of directors amended and restated our By-Laws to authorize, among
other things, an increase in the number of directors from 9 to 12 (the “Amended
and Restated By-Laws”). The three new directors will be selected from among
the new shareholders/franchises of Keystone following the Offering. This will
permit the new shareholders/franchises to be a part of and participate in the
Company’s management following the Offering. A copy of our Amended and
Restated By-Laws is attached hereto as Exhibit 2.

o As an incentive to our stockholders to approve the Offering, give up their blanket
pre-emptive rights, terminate their services agreement with us and accept the
Revised Franchise Agreement, our board of directors approved the issuance to our
existing shareholders of up to 20% of the issued and outstanding shares of the
Company upon completion of this Offering. As a result, following the Offering,
the Company intends to issue warrants to the existing shareholders entitling them
to receive in the aggregate up to 20% of the Company’s shares then issued and
outstanding. Such warrants would be exercisable at any time within 5 years of the
date of issuance. The exercise price would be $10,000 per share. The final
determination of the percentage of shares represented by such warrants will be
made by our board of directors, and will depend in part on the number of shares
sold in this Offering.

Our shareholders approved and ratified the above-mentioned actions, among others, at the annual
shareholders meeting held on June 22, 2005.

ITEM 4.

(a)  If the Company was not profitable during its last fiscal year, list below in
chronological order the events which in management’s opinion must or should occur or the
milestones which in management’s opinion the Company must or should reach in order for
the Company to become profitable, and indicate the expected manner of occurrences or the
expected method by which the Company will achieve the milestones.

Not applicable. The Company was profitable during its last fiscal year.
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(b)  State the probable consequences to the Company of delays in achieving each of the
events or milestones within the above time schedule, and particularly the effect of any
delays upon the Company’s liquidity in view of the Company’s then anticipated level of
operating costs.

Not applicable.

OFFERING PRICE FACTORS

ITEM S. What were net, after-tax earnings for the last fiscal year?

Total: $160,577 ($3,277 per share before the stock split; this translates to $819.25 per share
after the 4-for-1 stock split)

ITEM 6. If the Company had profits, show offering price as a multiple of earnings.
Adjust to reflect for any stock splits or recapitalizations, and use conversion or exercise
price in lieu of offering price, if applicable.

Offering Price Per Share: $10.000
Net After-Tax Earnings Last Year Per Share (price/earnings multiple):
$10,000/ $819.25 = 12.21

ITEM 7.

(a)  What is the net tangible book value of the Company? (If deficit, show in
parenthesis.) For this purpose, net tangible book value means total assets (exclusive of
copyrights, patents, goodwill, research and development costs and similar intangible items)
minus total liabilities.

$727,303 ($14,843 per share before the stock split; $3,710 per share after the 4-for-1 stock split).

If the net tangible book value per share is substantially less than this offering (or exercise
or conversion) price per share, explain the reasons for the variation.

The pet tangible book value per share represents only a portion of the astaatl-value of the stock of
the Companys; as established by the independent consulting firm of Reagan &
Asseer&tesmw an Atlanta Georgla -based consultmg firm specxahzmg 1n the
insurance industry._This valual .
ML@;R;@M&Q_Q The d1fference between the &Mg@gbook value
per share and the_$10.000 offering price per share is the value of the “earnings capacity” or the
“intangible value” of the Company. This value has been established through the use of the
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discounted cash flow method. To see a summary of the methodology, assumptions and
calculations that support the value established, you may review a copy of the appraisal performed

by Reagan &AsseetatesConsulting, Inc., a copy of which is enfiHe-in-the-prineipal-office-of
Keystone-and-is-avaable-ferreviewuponrequestattached hereto as Exhibit 14,

(b)  State the dates on which the Company sold or otherwise issued securities during the
last 12 months, the amount of such securities sold, the number of persons to whom they
were sold, and relationship of such persons to the Company at the time of sale, the price at
which they were sold and, if not sold for cash, a concise description of the consideration.
(Exclude bank debt.)

ITEM 8.

(@) What percentage of the outstanding shares of the Company will the investors in this
offering have? (Assume exercise of outstanding options, warrants or rights and conversion
of convertible securities, if the respective exercise or conversion prices are at or less than
the offering price. Also assume exercise of any options, warrants or rights and conversions
of any convertible securities offered in this offering.)

If the maximum is sold: 67.11%
If the minimum is sold: 32.97.%28.99 %

The percentages do not include the warrants which will be issued to the existing shareholders
upon the completion of this Offering. Our board of directors has authorized the issuance to the
existing shareholders of warrants exercisable for up to 20% of the shares of common stock issued
and outstanding upon the completion of the Offering. The board authorized the issuance of such
warrants in exchange for the shareholders’ agreement to waive their blanket pre-emptive rights,
terminate the services agreement and enter into franchise agreements with us. The final
determination of the number of shares represented by the warrants will be made by our board of
directors, and will depend in part on the number of shares sold in this Offering. Assuming that
warrants exercisable for the maximum number of shares (20%) are issued to the existing
shareholders and exercised by them upon the completion of the Offering, the percentage of the
outstanding shares of the Company investors in this Offering will have would be as follows:

If the maximum is sold: 55.93%

44



If the minimum is sold: 3165%24.15%

(b)  What post-offering value is management implicitly attributing to the entire
Company by establishing the price per security set forth on the cover page (or exercise or
conversion price if common stock is not offered)? (Total outstanding shares after offering
times offering price, or exercise or conversion price if common stock is not offered.)

If the maximum is sold: $7.346.757
If the minimum is sold: $3-846.757% 3,346,757

The $10,000 price per share for Keystone’s common stock reflects the Company’s decision to set
the share price at a number that was low enough to make purchase possible for investors and also
easy to calculate. The price was derived from the independent valuation of the Company by
Reagan &=AsseetatesConsulting, Inc., an Atlanta, Georgia-based consulting firm specializing in
the insurance industry in May 2005, which valued the Company’s shares at $47,893 per share as
of December 31, 2004. Given that there were 49 shares issued and outstanding at that time, the
value bemg attnbuted to the Company was $2 346 757 A copy of the appraas-al—pe#efmeé—by-

On June 22, 2005, the board of directors and shareholders of the Company authorized and
approved a stock split and issued, in exchange for each existing share of common stock (valued
at $47,893), four shares of common stock (each valued at $10,000) and a warrant to purchase a
share of common stock (exercisable at $2,107). Pursuant to the stock split, each share of
common stock was valued at $10,000, the same price as the shares being offered in this Offering.

The post-offering valuation of the Company has been calculated by adding to the proceeds of the
Offering ($5,000,000 maximum and $—1499—999L,Q0__QM mmlmum) the pre offermg valuation

je value of the warrants 2 b A ccordmgly, the post- offermg
valuatlon of the Company if the maximum amount of shares if sold is $7,346,757 and the post-
offering valuation of the Company if the minimum amount of shares if sold is

Note: After reviewing the above, potential investors should consider whether or not the
offering price (or exercise or conversion price, if applicable) for the securities is
appropriate at the present stage of the Company’s development.

USE OF PROCEEDS
ITEM 9.

(@)  The following table sets forth the use of the proceeds from this Offering:
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If Minimum Sold If Maximum Sold

Total Proceeds $4-506-0001.000.000 $5.000.000

Less: Offering Expenses
Commissions & Finders Fees*

Legal & Accounting $200.000 $260:H06 225,000
$225.000

Copying & Mailing $10.000 $10.000

Other (Specify):

Informational Meetings $15.000 $15.000

Net Proceeds from Offering: $3:275:000—————
$4-775.000————750,000 $4,750,000

* Assuming waiver of dealer sale requirement in North Carolina is approved. If not, the offering
may be withdrawn in North Carolina or the cost of dealers commissions will reduce the amount

of working capital. The cost of using a dealer to conduct the Offering in North Carolina is
approximately $50.000.
Use of Net Proceeds:
Expansions $356.009250,000 $850.000
Automation study $200:066100.000 $200.000
& development
Expansion of profit $75.000 $150.000
& growth
Franchise consulting service $25.000 $75.000
division
Recruitment and training ~ $460.060 $500:600 250,000
$950.000
of P&C salespeople
Targeted acquisitions & $0 $2-506.000—2,400,000
internal growth*
Working capital $525.000 - $500.060 gl
$50,000 $125.000 -
Total Use of Net Proceeds ~ $1:275-000 $4.775.000 750.000
$4,750,000
100% 100%
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(b)  If there is no minimum amount of proceeds that must be raised before the Company
may use the proceeds of this Offering, describe the order of priority in which the proceeds
set forth above in the column “If Maximum Sold’’ will be used.

Not applicable. A minimum proceed of $4;560;6661,000,000 must be raised before the
Company may use the proceeds of this Offering. Upon the minimum proceeds being raised, the
Company may continue the Offering until the maximum proceeds of $5,000,000 is raised or
close the Offering prior to the maximum proceeds being raised.

Note: After reviewing the portion of the offering allocated to the payment of offering
expenses, and to the immediate payment to management and promoters of any fees,
reimbursements, past salaries or similar payments, a potential investor should consider
whether the remaining portion of his investment, which would be that part available for
future development of the Company’s business and operations, would be adequate.

ITEM 10.

(@) If material amounts of funds from sources other than this offering are to be used in
conjunction with the proceeds from this offering, state the amounts and sources of such
other funds, and whether funds are firm or contingent. If contingent, explain.

No material amounts of funds from sources other than this Offering are to be used in conjunction
with the proceeds from this Offering.

(b)  If any material part of the proceeds is to be used to discharge indebtedness, describe
the terms of such indebtedness, including interest rates. If the indebtedness to be
discharged was incurred within the current or previous fiscal year, describe the use of
proceeds of such indebtedness.

We will not use any material part of the proceeds from the proposed offering to discharge
indebtedness. The proceeds of this Offering will be used to pay legal and accounting fees
incurred in connection with this Offering.

(c)  If any material amount of proceeds is to be used to acquire assets, other than in the

ordinary course of business, briefly describe and state the cost of the assets and other
material terms of the acquisitions. If the assets are to be acquired from officers, directors,
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employees or principal stockholders of the Company or their associates, give the names of
the persons from whom the assets are to be acquired and set forth the cost to the Company,
the method followed in determining the cost, and any profit to such persons.

purchase . of a consohdated agency management system technology platform for the benefit of our
franchises will be performed, but the purchase of the technology platform, if it occurs, will not
involve use of proceeds from this Offering.

(d) If any amount of the proceeds is to be used to reimburse any officer, director,
employee or stockholder for services already rendered, assets previously transferred, or
monies loaned or advanced, or otherwise, explain:

We will not use any of the proceeds to reimburse any officer, director, employee or shareholder
for any reason.

ITEM 11.

Indicate whether the Company is having or anticipates having within the next 12 months
any cash flow or liquidity problems and whether or not it is in default or in breach of any
note, loan, lease or other indebtedness or financing arrangement requiring the Company to
make payments. Indicate if a significant amount of the Company’s trade payables have not
been paid within the stated trade term. State whether the Company is subject to any
unsatisfied judgments, liens or settlement obligations and the amounts thereof. Indicate the
Company’s plans to resolve any such problems.

We do not anticipate having within the next 12 months any cash flow or liquidity problems.
However, because of the industry allegations put forth by the Attorney General of New York
questioning the industry’s use of profit sharing, overrides and incentive compensation, we have
procured a line of credit in the amount of $1 million with Westfield Bank in Westfield Center,
Ohio, to protect our cash flows in the event that our compensation agreements need to be re-
negotiated. We have not drawn down on the line and do not have any current plans to do so.

We are not in default or breach of any debt instrument or obligation. We do not have any trade
payables that have not been paid within their stated terms. Further, we are not subject to any

unsatisfied judgments, liens or settlements.

ITEM 12.
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Indicate whether proceeds from this offering will satisfy the Company’s cash requirements
for the next 12 months, and whether it will be necessary to raise additional funds. State the
source of additional funds, if known.

Our current level of operations does not require us to obtain any proceeds in this Offering.
However, our proposed expansion plans, technology strategies, development of a recruiting,
training and sales management program for sales personnel, consultation services and expansion
of underwriting profit and growth resources could all be affected if we only raise the minimum
we have set for this Offering. If we do not raise sufficient capital to fund these plans, we will be
forced to scale back our proposed expansion and other plans accordingly. In such case, we may
attempt to raise more funds in a separate offering 12 months after this Offering, if there is
sufficient interest among our franchises. If we raise enough proceeds in this Offering to fund
some of our plans, we would prioritize our spending by focusing first on expansion into new
states, then on enhancing our technology platform for the benefit of our franchises, then on
developing a recruitment and training program for our franchises-,_and lastly on targeted

CAPITALIZATION
ITEM 13.

Indicate the capitalization of the Company as of the most recent balance sheet date
(adjusted to reflect any subsequent stock splits, stock dividends, recapitalizations or
refinancings) and as adjusted to reflect the sale of the minimum and maximum amount of
securities in this offering and the use of the net proceeds therefrom:

Amount Outstanding
As Adjusted-as-of+-

F31/05- _As of: Minimum Maximum

Use-of Proeeeds___7/31/05
Debt:
Short-term debt (average interest rate 6.14%) $186.918  $186.918 $—6-186.918
Long-term debt (average interest rate 6.05%) $578.234 $578.234 $—06-578.234
Total debt $765.152 _ $765.152 $—68-765,152
Stockholders equity (deficit):
Preferred stock — par or stated value (by
class of preferred in order of preferences)

$ $ $

$ $ $

$ $ $
Common stock — par or stated value $——245 433-$— 370§ 870
$—0
Additional paid in capital $-2417067-$-_917255 $ 1917,130

$5.916.630 $—0———
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Retained earnings (deficit) $— 102,633 $ $—102.633 $—O—-—
3102633

Total stockholders equity (deficit) $—2520.133- % 1,020,133 $ 2,020,133
$6.020.133—$—9
Total Capitalization $_2520433-1.020.133 $-_2.,020.133

$6.020,133—$%—6

Number of preferred shares authorized to be outstanding:

Number of Par Value

Class of Preferred Shares Authorized Per Share
$
$
$

Number of common shares authorized:_5.000__ shares.
Par or stated value per share, if any: $__1.25 per shares.
Number of common shares reserved to meet conversion requirements or for the issuance upon

exercise of options, warrants or rights: 4949, Number of shares of warrants outstanding: 49,

DESCRIPTION OF SECURITIES

ITEM 14.
The securities being offered hereby are:

[X] Common Stock

[ ] Preferred or Preference Stock

[ ] Notes or Debentures

[ ] Units of two or more types of securities composed of:

ITEM 15.
These securities have:

Yes No

[X] [ ] Cumulative voting rights

[ ] [X] Other special voting rights

[ x] [3 ] Preemptive rights to purchase in new issues of shares
[1 [X] Preference as to dividends or interest

[ 1 [X] Preference upon liquidation

[ 1 []Other special rights or preferences (specify):
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Explain: Our M%mwm grant our common stock

cumulatlve votmg rights—,

ﬁw Our Amended and Restated Shareholders Agreement

which each shareholder is required to sign, grants all shareholders the right to purchase shares in
any new issuance of at least 150 shares or more that we undertake. This is done to allow
shareholders to prevent dilution of their holdings upon the issuance of significant additional
shares of our stock. The shares are subject to mandatory redemption if a shareholder ceases to be
an active participant in Keystone, mcludmg due to death, retirement, dlsengagmg as a franchlse
permanent d1sab111ty or otherwise. C

ITEM 16. Are the securities convertible? [ ] Yes [X] No

ITEM 17.

(a) If securities are notes or other types of debt securities:
Not applicable; the securities are not debt securities.
1 What is the interest rate? %

(2)  What is the maturity date?

A3) Is there a mandatory sinking fund? [ ] Yes [ ] No

4 Is there a trust indenture? [ ] Yes [ ] No

(5)  Are the securities callable or subject to redemption? [ ] Yes [ ] No

(6)  Are the securities collateralized by real or personal property? [ ] Yes [ ] No

(7)  If these securities are subordinated in right of payment of interest or
principal, explain the terms of such subordination.
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How much currently outstanding indebtedness of the Company is senior to the
securities in right of payment of interest or principal? $

How much indebtedness shares in right of payment on an equivalent (pari passu)
basis? $

How much indebtedness is junior (subordinated) to the securities? $

(b)  If notes or other types of debt securities are being offered and the Company had
earnings during its last fiscal year, show the ratio of earnings to fixed charges on an actual
and pro forma basis for that fiscal year. “Earnings’” means pretax income from continuing
operations plus fixed charges and capitalized interest. “Fixed charges” means interest
(including capitalized interest), amortization of debt discount, premium and expense,
preferred stock dividend requirements of majority owned subsidiary, and such portion of
rental expense as can be demonstrated to be representative of the interest factor in the
particular case. The pro forma ratio of earnings to fixed charges should include
incremental interest expense as a result of the offering of the notes or other debt securities.

Not applicable; the securities are not debt securities.

ITEM 18.

If securities are Preference or Preferred stock:

Not applicable; the securities are not preference or preferred stock.
Are unpaid dividends cumulative? [ ] Yes [ ] No

Are securities callable? [ ] Yes [ ] No

ITEM 19.

If securities are capital stock of any type, indicate restrictions on dividends under loan or
other financing arrangements or otherwise:

There are no restrictions on dividends to be paid on the securmes being offered in the proposed
Offermg, except such restnctlons as are requ1red by state < ,

However we do not mtend to declare or pay any d1v1dends on our common stock for the
foreseeable future.

ITEM 20.
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Current amount of assets available for payment of dividends (if deficit must be first made
up, show deficit in parenthesis): $

PLAN OF DISTRIBUTION

ITEM 21. The selling agents (that is, the persons selling the securities as agent for the
Company for a commission or other compensation) in this offering are:

We do not have any selling agents. See Item 24 below for the names, addresses and telephone
numbers of the officers of Keystone who will actively market our shares in those states. None of
these officers will be compensated beyond their regular salaries for their selling efforts. We are
currently seeking a waiver of the requirement under North Carolina Securities Act that our shares
be offered and sold through a “dealer” in North Carolina. If the waiver is granted, our shares will
be marketed by certain of our officers in that state. If the waiver is not granted, we will retain a
“dealer” to offer and sell our shares or withdraw our offering in North Carolina.

ITEM 22. Describe any compensation to selling agents or finders, including cash,
securities, contracts or other consideration, in addition to the cash commission set forth as
a percent of the offering price on the cover page of this Offering Statement. Also indicate
whether the Company will indemnify the selling agents or finders against liabilities under
the securities laws. (“Finders” are persons who for compensation act as intermediaries in
obtaining selling agents or otherwise making introductions in furtherance of this offering.)

Please see the response to Item 2221 with respect to the sale of our shares in North Carolina. We
will update our response to this Item 2322 and relevant parts of this Offering Statement
depending on the result of our request for a waiver of the requirement to use a “dealer” in North
Carolina.

ITEM 23. Describe any material relationships between any of the selling agents or finders
and the Company or its management.

None.

Note: After reviewing the amount of compensation to the selling agents or finders for
selling the securities, and the nature of any relationship between the selling agents or
finders and the Company, a potential investor should assess the extent to which it may be
inappropriate to rely upon any recommendation by the selling agents or finders to buy the
securities.

ITEM 24. If this offering is not being made through selling agents, the names of persons at
the Company through which this offering is being made:
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Name: David E. Boedker, President and Chief Executive Officer

Address:_1995 Point Township Road. Northumberland, PA 17857
Telephone No.: (570) 473-4302

Name:_Michael J. Azar, Chief Operating Officer and Chief Financial Officer

Address:_1995 Point Township Road. Northumberland. PA 17857
Telephone No.: (570) 473-4302

Name:_Colin R. Buzzard, Senior Vice President of Marketing and Franchise Relations
Address:_1995 Point Township Road. Northumberland, PA 17857

Telephone No.: (570) 473-4302

Name:_George C. Wynne, Senior Executive of Corporate Development

Address:_1995 Point Township Road. Northumberland, PA 17857
Telephone No.: (570) 473-4302

Name:_Joseph Joyce. Vice President, Property Casualty & Programs

Address:_1995 Point Township Road. Northumberland, PA 17857
Telephone No.: (570) 473-4302

Name:_Jacqueline L. Powell, Pennsylvania State Manager
Address:_1995 Point Township Road. Northumberland., PA 17857

Telephone No.: (570) 473-4302

Name:_James Trotter, North Carolina State Manager
Address:_ 1995 Point Township Road, Northumberland. PA 17857
Telephone No.: (570) 473-4302

ITEM 25. If this offering is limited to a special group, such as employees of the Company,
or is limited to a certain number of individuals (as required to qualify under Subchapter S
of the Internal Revenue Code) or is subject to any other limitations, describe the limitations
and any restrictions on resale that apply:

The proposed Offering is limited to our franchises, principals of our franchises, entities
controlled by our franchises or their principals (including entities created for tax and estate
planning purposes), and employees of Keystone and its subsidiaries. Certain employees of
franchises may be eligible to participate in the Offering at the board of director’s sole discretion.
Each purchasing shareholder will enter into the Amended and Restated Shareholders Agreement
that will restrict any shareholder from owning beneficially more than 9.99% of the issued and
outstanding voting stock of Keystone. In addition, our senior officers are limited to owning, as a

group, no more than 20% of our issued and outstandmg votmg stock. Mw

The Amended and Restated Shareholders Agreement also restricts resale rights by giving to the
remaining principals of a franchise, Keystone or the other shareholders a right of first refusal
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before any sales to third parties may be made. In addition, all shareholders must be active
participants in Keystone. If a shareholder ceases to be an active participant in Keystone,
including due to death, retirement, disengaging as a franchise, permanent disability or otherwise,
mandatory redemption provisions require that such shareholder’s shares be re- purchased by
Keystone or the other shareholders. : : : e

MMQQAMTM Company 1ntends to stnctly enforce the transfer o

restrictions and redemption rights set forth in the Amended and Restated Shareholders
Agreement; however, such provisions, and other provisions of the agreement, may be revised or
modified by our shareholders upon the approval of holders of at least 50% of the outstanding
voting shares of the Company and by our board of directors from time to time upon the approval
of at least 80% of the members of the board of directors.

Will the certificates bear a legend notifying holders of such restrictions? [X] Yes [ ] No
ITEM 26.

(a) Name, address and telephone number of independent bank or savings and loan
association or other similar depository institution acting as escrow agent if proceeds are
escrowed until minimum proceeds are raised:

The proceeds of this Offering will be escrowed at the following bank until the minimum
proceeds of $+5566:8061,000,000 shares are subscribed: Westfield Bank, Two Park Circle, P.O.
Box 5002, Westfield Center, Ohio 44251-5002. Telephone: 413-568-1911.

(b)  Date at which funds will be returned by escrow agent if minimum proceeds are not
raised:

Our target completion date for ) ] asers
final regulatory approval We reserve the 11 ght to extend or curta11 the Offering at our discretion_

Will interest on proceeds during escrow period be paid to investors? [X] Yes [ ] No

ITEM 27.

Explain the nature of any resale restrictions on presently outstanding shares, and when
those restrictions will terminate, if this can be determined:

55



The Amended and Restated Shareholders Agreement, approved at the Annual Shareholders
Meeting held June 22, 2005, which each current shareholder of Keystone has executed, contains
the rights of first refusal and redemption rights described in above in Item 25.

Note: Equity investors should be aware that unless the Company is able to complete a
further public offering or the Company is able to be sold for cash or merged with a public
company that their investment in the Company may be illiquid indefinitely.

DIVIDENDS, DISTRIBUTIONS AND REDEMPTIONS

ITEM 28.

If the Company has within the last five years paid dividends, made distributions upon its
stock or redeemed any securities, explain how much and when:

We have not paid any dividends on our securities in the last five years, and we do not anticipate
paying dividends on our stock in the foreseeable future.

OFFICERS AND KEY PERSONNEL OF THE COMPANY
ITEM 29.
Chief Executive Officer:

Title:_President and Chief Executive Officer

Name: David E. Boedker, Sr. Age:__43

Office Street Address:_1995 Point Township Drive, Northumberland, PA 17857
Telephone No.: (570) 473-4302

Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. Boedker has served as the President and Chief Executive Officer of Keystone since January
-1—999—%61%—1—984—%9—1—998—4%%%1922_2;_@_@ Executive Director MMM

the Companyw Mr Boedker is also Pres1dent of Keystone RlSk Managers, §mgg ,!gly
2001, KIG Financial Serv1ces,miggﬁ, Keystone Benef1ts Services mgm;;&_

and Keystone Capltal Investors_si

serves as the Cha1rman of the board of dlrectors of Keystone Cap1ta1 Investors since Mﬂ;
2004 and the board of managers of KIG Financial Services since 2082-July 2002, and maintains
management authority of these companies. Mr. Boedker has served as an-officesVice-President
and member of the board of directors of Assomated Insurance Management Inc. in Danvxlle
Pennsylvama since 1986 [1 e roles, He e deve .
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Also a Director of the Company [ ] Yes [X] No

Indicate amount of time to be spent on Company matters if less than full time:
Mr. Boedker works full-time for the Company.

ITEM 30-31.

Chief Operating Officer and Chief Financial Officer:

Title: Chief Operating Officer and Chief Financial Officer

Name:_Michael J. Azar Age: 48

Office Street Address:_1995 Point Township Drive. Northumberland., PA 17857
Telephone No.:_(570) 473-4302

Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. Azar has served as the Chief Operating Officer and Chief Financial Ofﬁcer of Keystone
since February 2000. He has also served as our Treasurer since 2004. :

&e_o_;;;l_s_r Mr ' Azar also serves as the Chlef OperatmgOfﬁcer Chlef FmanmalOfﬁcer ., Secretary

and Treasurer of Keystone Capital Investors;-as-w v J=
as a member of the board of directors of that company W
Mr. Azar has served as Secretary and Treasurer and a member of the board of managers of KIG
Financial Services since July 2002. From Qctober 1987 to $4999;Japuary 2000, Mr. Azar was the
Chief Operating Officer and Chief Financial Officer of Bowers, Schumann & Welch, Inc.,

located in Bethlehem Pennsylvama and Washmgton New Jersey. _He manages the accounting

Also a Director of the Company [ ] Yes [X] No

Indicate amount of time to be spent on Company matters if less than full time:
Mr. Azar works full-time for the Company.

ITEM 32.
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Other Key Personnel:
(A)  Senior Vice President, Marketing and Franchise Relations:

Name:_Colin R. Buzzard Age: 60
Title:_Senior Vice President of Marketing and Franchise Relations

Office Street Address:_1995 Point Township Drive: Northumberland, PA 17587
Telephone No.:_(570) 473-4302

Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. Buzzard has served as our Senior Vlce President of Marketmg and Franchlse Relatrons since
January 2000. Erem]n these

July 1999 to January 2000, he served as the marketmg manager of Donegal Insurance Group in
Marietta, Pennsylvania. From May 1995 to_July 1999, Mr. Buzzard served as the Vice President
of Marketing of W.R. Berkley in Erie, Pennsylvania. From August 1973 to 995 June 1994, he
held various marketing, management and underwriting positions with Aetna Life & Casualty in
Fairfax, Virginia, Pittsburgh, Pennsylvania, Hartford, Connecticut, Charlotte, North Carolina,
Lubbock, Texas and Wheeling, West Virginia.

Also a Director of the Company? [ ] Yes [X] No

Indicate amount of time to be spent on Company matters if less than full time:
Mr. Buzzard works for full-time for the Company.

(B) Vice President, Property Casualty and Programs:

Name:_Joseph P. Joyce, CPCU Age:__ 45

Title:_Vice President, Property Casualty and Programs

Office Street Address:_1995 Point Township Drive: Northumberland, PA 17857
Telephone No.:_(570) 473-4302

Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. Joyce has served as the Vice President of Property Casualty & Programs of Keystone since
February 2000. at 2
addition, Mr. Joyce has been a member of the board of drrectors of Keystone Cap1tal Investors
and Keystone National Insurance Company since 2064-Dece
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Chairman of the Agency Management Committee of Keystone National Insurance Company_and.

C 3 . From April 1999 to February 2000, Mr. Joyce was the Vice
Pre31dent of Commercial Underwntmg for W.R. Berkley, an insurance company located in
Richmond, Virginia. From June 1982 to_April 1999, Mr. Joyce held various marketing,
management and underwriting positions with Ohio Casualty in Philadelphia, Pennsylvania,
Glendale, California, North Hollywood, California and Long Beach, California, including
serving as that company’s Branch Manager of the Harrisburg, Pennsylvania office and Agency
Operations Manager for Pennsylvania and Connecticut.

Also a Director of the Company? [ ] Yes [X] No

Indicate amount of time to be spent on Company matters if less than full time:
Mr. Joyce works for full-time for the Company.
(C) Senior Executive of Corporate Development:

Name:_George C. Wynne Age:_ 56

Title:_Senior Executive of Corporate Development

Office Street Address:_1995 Point Township Drive; Northumberland, PA 17857
Telephone No.:_(570) 473-4302

Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. Wynne Jomed Keystone as Semor Executive of Corporate Development inJ anuary 2005 -

2994—,@;@& he served as the V1ceCha1rman and Chlef ExecutlveOfflcer of W R.
Berkley Corp. in Richmond, Virginia. From March 1995 to 2083;April 1999, Mr. Wynne was
the Pres1dent and Chief Executlve Officer of W.R. Berkley —Ferm—4-99«l—to—l-994—,ﬂ;e_ha~s,

&__’; he served as the Semor Vice Pre51dent Agency Division of Erie Insurance Cornpany in

Erie, Pennsylvania—Eemm-1985+t0-1990;:- Mr—Wynne-served-as-the, as Vice President and Branch
Manager of Indiana for Erie Insurance Companys; and from197te-31984+-he_also held various

positions in claims and sales management with Erie Insurance Company.

Also a Director of the Company? [ ] Yes [X] No

Indicate amount of time to be spent on Company matters if less than full time:
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Mr. Wynne works for full-time for the Company.

DIRECTORS OF THE COMPANY
ITEM 33.
Number of Directors:

12 authorized, currently 9 positions are filled. We expect to fill the remaining three positions
following the completion of the Offering from the pool of new shareholders.

If Directors are not elected annually, or are elected under a voting trust or other
arrangement, explain:

Directors are elected annually at the annual shareholders meeting. The members of our board of
directors serve on staggered terms, so that three (3) directors are up for election each year. Once
we fill the remaining three (3) vacancies on the board of directors, four (4) directors will be up
for election each year.

ITEM 34.
Information concerning outside or other Directors (i.e. those not described above):

Name: Michael C. Kilmer Age:_ 52

Title: Chairman

Office Street Address:_Kilmer Insurance Agency. Inc., Homet Crossroad, P.O. Box 337:
Wyalusing. PA 18853

Telephone No.: (570) 746-1007

Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. Kilmer has served as a director of Keystone since Mmo and as its Chalrman since

MMM@Q He has also served as the PremdentM@@l;gam of the |
Kllmer Insurance Agency located in Wyalusmg, Pennsylvama smce %M

Smce 2004 Mr Kllmer isa meber of the board of d1rectors of K Keystone CapltalInvestorsand
Chalrman of the board of directors of Keystone Natlonal Insurance Company, and oversees the

. He has served on the board of
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Name: Robert E. Naginey Age:_ 56

Title: Director

Office Street Address:_Pfeiffer-Naginey Insurance Agency, Inc.. 205 Front Street, P.O. Box 72
Northumberiand, PA 17857

Telephone No.: (570) 473-3563

Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. Nagmey has served as the Secretary and as a director of Keystone smce 4—983@@;2_&*

Name:_Carl DeYulis Age:_48

Title:_Director

Office Street Address: Ebensburg Insurance Agency, Inc.. 129 E. High Street, P.O. Box 90
Ebensburg, PA 15931

Telephone No.: (814) 472-9557

Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. DeYulis has served as a director of Keystone from mw% to 1999 and was reelected in
May 2002.1 d O ds DANY
directors, He has also served as presrdent of the Ebensburg Insurance Agency, Inc in Ebensburg,

Name: John M. Duncan. Jr. Age:_44

Title: Director

Office Street Address:_Duncan Insurance Agency, Inc., 370 Maus Drive, North Huntingdon,
PA 15642

Telephone No.: (724) 863-3420

Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:
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Mr. Duncan has served as a director of Keystone since WADMLM&LQ&

e has also served as

Name: William C. Jones Age:_45

Title:_Director

Office Street Address:_Central Insurers Group, 1360 North Atherton Street; State College, PA
16803

Telephone No.: (814) 234-6667

Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. Jones served as a director of Keystone from 1994 to 1999, and was re- elected in 2002. In_
a e He has

Name:_Thomas J. Parkins Age:_39
Title: Director

Office Street Address:_Dinnin & Parkins Associates, 300 Allegheny River Blvd., Oakmont, PA
15139

Telephone No.: (412) 828-5122

Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. Parkins served as a Director of Keystone from WQMJ@ through 1999, and was
reelected in 2003 2 . anv. He has also
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Name:_Thomas E. Troutman Age:_53

Title:_Director

Office Street Address:_Deibler. Straub & Troutman, Inc.. 2 W. Main Street, P.O. Box B:

Elizabethville, PA 17023-0077

Telephone No.: (717) 362-8600
Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. Troutman has served as a drrector of Keystone since 1992. : e, he ;
eme ; DANY ectors. He has also served as the pres1dent of
Delbler Straub & Troutman Inc an 1nsurance agency located in El1zabethv1lle Pennsylvania,

Mr. Troutman has also served on the board of d1rectors of Keystone Capltal Investors and

Keystone Natlonal Insurance Company smce %%w

Name:_Todd N. Roadman Age:_47

Title:_Director

Office Street Address:_Reed, Wertz & Roadman, Inc., 702 West Pitt Street, P.O. Box 640:

Bedford, PA 15522

Telephone No.: (814) 623-1111
Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Name:_Robert W. Seltzer Age: 57

Title:_Director

Office Street Address: Seltzer Insurance Agency, Inc., Country Club Hill, Route 61. P.O. Box

219: Orwigsburg, PA 17961
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Telephone No.: (570) 366-0551
Name of employers, titles and dates of positions held during past five years with an
indication of job responsibilities:

Mr. Seltzer has served as a director of Keystone since W&ﬁ@}ﬁl&&_ﬁg&

He has also served

ITEM 35.

(a) Have any of the Officers or Directors ever worked for or managed a company
(including a separate subsidiary or division of a larger enterprise) in the same business as
the Company?

[X] Yes [ ] No

Explain: All of our directors and officers have worked for or managed companies in the
insurance industry prior to joining Keystone. All of our directors are principals in Keystone
stockholder agencies which will enter into the Revised Franchise Agreements and become
franchises of Keystone by on or about Nevernber30-2005-February 28, 2006,

(b) If any of the Officers, Directors or other key personnel have ever worked for or
managed a company in the same business or industry as the Company or in a related
business or industry, describe what precautions, if any, (including the obtaining of releases
or consents from prior employers) have been taken to preclude claims by prior employers
for conversion or theft of trade secrets, know-how or other proprietary information.

All franchise principals are required to sign a confidentiality agreement as part of their Franchise
Agreements. All directors are franchise principals. All senior officers must sign non-
piracy/confidentiality agreements. Regarding prior employers, all agency principals and all
officers have notified their former employers of their positions with Keystone or their agencies.
We do not have a formal policy regarding confidential information from prior employers, but we
make reasonable efforts to not solicit or use any such information in our directors’, officers’ or
franchise principals’ possession.

(c)  If the Company has never conducted operations or is otherwise in the development
stage, indicate whether any of the Officers or Directors has ever managed any other
company in the start-up or development stage and describe the circumstances, including
relevant dates.
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Not applicable; Keystone has been operating since 1983.

(d) If any of the Company’s key personnel are not employees but are consultants or
other independent contractors, state the details of their engagement by the Company.

Not applicable; all of Keystone’s key personnel are full-time employees.

(e)  If the Company has key man life insurance policies on any of its Officers, Directors
or key personnel, explain, including the names of the persons insured, the amount of
insurance, whether the insurance proceeds are payable to the Company and whether there
are arrangements that require the proceeds to be used to redeem securities or pay benefits
to the estate of the insured person or a surviving spouse.

Keystone has purchased key man life insurance policies on the lives of our President and Chief
Executive Officer, as well as our other senior officers named above in Items 30-32. The policy
on the President and Chief Executive Officer is in the amount of $1,000,000, and the policies on
the other senior officers are in the amount of $250,000 each. The proceeds from these policies
are payable directly to Keystone in the event of the covered person’s death. There are no
arrangements to pay out any amounts of these policies to any other party.

ITEM 36.

If a petition under the Bankruptcy Act or any State insolvency law was filed by or against
the Company or its Officers, Directors or other key personnel, or a receiver, fiscal agent or
similar officer was appointed by a court for the business or property of any such persons,
or any partnership in which any of such persons was a general partner at or within the
past five years, or any corporation or business association of which any such person was an
executive officer at or within the past five years, set forth below the name of such persons,
and the nature and date of such actions.

No such actions have been filed against Keystone or its Officers, Directors or other key personnel
within the past five years.

Note: After reviewing the information concerning the background of the Company’s
Officers, Directors and other key personnel, potential investors should consider whether or
not these persons have adequate background and experience to develop and operate this
Company and te make it successful. In this regard, the experience and ability of
management are often considered the most significant factors in the success of a business.

PRINCIPAL SHAREHOLDERS

ITEM 37.

Principal owners of the Company (those who beneficially own directly or indirectly 10% or
more of the common and preferred stock presently outstanding) starting with the largest
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common stockholder. Include separately all common stock issuable upon conversion of
convertible securities (identifying them by asterisk) and show average price per share as if
conversion has occurred. Indicate by footnote if the price paid was for a consideration
other than cash and the nature of any such consideration.

Not applicable; there are no shareholders who own, directly or indirectly, 10% or more of our
outstanding securities.

ITEM 38.

Number of shares beneficially owned by Officers and Directors as a group:

After offering:

a) Assuming minimum securities sold: 136/3462@ shares (—39—3—1%—0f g%m_g@tg_g&

Through the Solicitation of Interest procedure we undertook in December 2004, our officers and
directors indicated that they intend to participate in this Offering. However, we do not know
how many shares each anticipates purchasing, so determining the percentage of shares owned by
them as a group after the Offering is not possible at this time. If close to the maximum shares are
sold in the Offering, it is likely that the percentage owned by officers and directors after the
Offering will be lower than if we raise only the minimum amount.

MANAGEMENT RELATIONSHIPS, TRANSACTIONS AND REMUNERATION

ITEM 39.

(@) If any of the Officers, Directors, key personnel or principal stockholders are related
by blood or marriage, please describe.

David E. Boedker, Sr., our President and Chief Executive Officer, is a 50% owner with his
brother in Associated Insurance Management, Inc., a Keystone franchise and shareholder of
Keystone.

(b)  If the Company has made loans to or is doing business with any of its Officers,
Directors, key personnel or 10% stockholders, or any of their relatives (or any entity
controlled directly or indirectly by any such persons) within the last two years, or proposes
to do so within the future, explain. (This includes sales or lease of goods, property or
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services to or from the Company, employment or stock purchase contracts, etc.) State the
principal terms of any significant loans, agreements, leases, financing or other
arrangements.

(¢)  If any of the Company’s Officers, Directors, key personnel or 10% stockholders has
guaranteed or co-signed any of the Company’s bank debt or other obligations, including
any indebtedness to be retired from the proceeds of this offering, explain and state the
amounts involved.

Not applicable; none of our officers, directors, key personnel or shareholders has guaranteed or
co-signed any debt instrument for Keystone.

ITEM 40.

(a)  List all remuneration by the Company to Officers, Directors and key personnel for
the last fiscal year:

Salary Incentive/Bonus
President, CEQ 3135145 $79.295
C0O0. CFO 3138568 30
Yice President $110.808 30
Others:
Total-officercompensation:, $510492 $79.295
Directors as a group
(Number of persons: 43 ) $0
$0
MNamber-of-persons=933y - $9 - $0

(b)  If remuneration is expected to change or has been unpaid in prior years, explain:

Our board of directors recently approved a new compensation package for our senior officers
(which includes one new senior officer position in 2005).| The total anticipated W-2 earnings for
2005 is expected to be $705,000 in salaries and up to $240,000 in incentives, including stock and
cash bonuses that are tied to the Company’s profit and performance.
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Upon the freezing of our phantom stock plan in May of this year, our board of directors
authorized the distribution to each of the participant, David Boedker, Michael Azar, Joseph Joyce
and Colin Buzzard, the cash value of their awards. Each participant was entitled to receive
$32,886 under the plan. Subsequently, the Company and the participants agreed to a cash
disbursement of $2,886 and the right to receive the cash value of 3 shares of common stock upon
the participants’ separation of employment from the Company. The shares were valued at
$10,000 per share, the same price as the shares offered in this Offering. We have already accrued
the $120,000 payable to the plan participants as a liability on our financial statements.

(¢)  If any employment agreements exist or are contemplated, describe:

All of our senior officers have an employment agreement with Keystone. Each of these
agreements sets forth the employee S dutles term of service, benefrts and pay —Inr-additioneach

based upon the Company s profit and operat1onal performance agamst its targets Bonuses may
be paid in the form of cash or stock option awards. Additional option awards may be issued to
the officers based on an increase in the value of the Company as determined by an independent
third party. The stock used for senior officer bonuses may be either voting or non-voting
common stock, depending on whether the officers as a group have reached the 20% limitation on
their aggregate ownership of our votmg stock set forth in the Amended and Restated
Shareholders Agreement C . ¢ . c ene

ptions held by : ediately exe e Sample copies of the
employment agreements are attached as Exhlblt 9(b) to thrs Offermg Statement.

ITEM 41.
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(a)  Number of shares subject to issuance under presently outstanding stock purchase
agreements, stock options, warrants or rights: 49 shares (6:487.0 % if maximum sold in the
offering and 12-416.6 % if the minimum is sold of total shares to be outstanding after the
completion of the offering if all securities sold, assuming exercise of options and conversion
of convertible securities). Indicate which have been approved by shareholders. State the
expiration dates, exercise prices and other basic terms for these securities:

The shares described above are all available for purchase under warrants issued to our current
shareholders in connection with the stock split, which was approved by the shareholders on June
22,2005. The stock split was effected to reduce the price of our stock to $10,000 per share,
which is the price at which shares of our stock are being offered for sale in this Offering. Based
on the valuation of our shares at $47,893 per share as of December 31, 2004, as determined by
Reagan &-AsseeiatesConsulting, Inc., an Atlanta, Georgia-based consulting firm specializing in
the insurance industry, our board of directors authorized the issuance in exchange for each share
of stock outstanding: () four shares of stock; plus (b) a warrant to purchase a share for $2,107
(the “Split Warrant™). As a result, all shares of the Company currently are priced at $10,000 per
share. The Split Warrant is exercisable at any time_within 10 vears after its issuance; provided,
however, that the Company may redeem it for $7,893 at any time after the fifth anniversary of the
date of the Split Warrant’s issuance. A copy of the Split Warrant is attached hereto as Exhibit
9(c).

Also, our board of directors approved the issuance to our existing shareholders upon the
completion of this Offering warrants exercisable for up to 20% of the issued and outstanding
shares of the Company in consideration for their approving this Offering, giving up their blanket
pre-emptive rights, terminating their services agreement with us and accepting the Revised
Franchise Agreement. Such warrants would be issued following the Offering and be exercisable
at any time within 5 years of the date of issuance. The exercise price would be $10,000 per
share, the same price per share of common stock as offered in this Offering. The final
determination of the percentage of shares subject to such warrants will be made by our board of
directors, and will depend in part on the number of shares sold in this Offering. Sample copies of
the employment agreements are attached as Exhibit 9(b) to this Offering Statement.

(b)  Number of common shares subject to issuance under existing stock purchase or
option plans but not yet covered by outstanding purchase agreements, options or warrants:_
0 shares.

(c) Describe the extent to which future stock purchase agreements, stock options,
warrants or rights must be approved by shareholders.
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ITEM 42.

If the business is highly dependent on the services of certain key personnel, describe any
arrangements to assure that these persons will remain with the Company and not compete
upon any termination:

Each of our Key Personnel identified in Items 29-32 above has an employment agreement with
Keystone. Each of these agreements sets forth the employee’s duties, term of service, benefits
and pay. In addition, each agreement contains a confidentiality clause, non-disclosure and non-
solicitation covenant. Each agreement has a term of five (5) years commencing January 1, 2005
and automatically renews for successive 5-year terms unless terminated. A defined bonus
structure is included in each agreement, with all bonuses to be earned based upon the Company’s
profit and operational performance against its targets. Bonuses may be paid in the form of cash
or stock option awards. Additional stock option awards may be issued to the officers based on an
increase in the value of the Company as determined by an independent third party. The stock
used for senior officer bonuses may be either voting or non-voting common stock, depending on
whether the officers as a group have reached the 20% limitation on their aggregate ownership of
our voting stock set forth in the Amended and Restated Shareholders Agreement.

Note: After reviewing the above, potential investors should consider whether or not the
compensation to management and other key personnel directly or indirectly, is reasonable
in view of the present stage of the Company’s development.

LITIGATION

ITEM 43

Describe any past, pending or threatened litigation or administrative action which has had
or may have a material effect upon the Company’s business, financial condition, or
operations, including any litigation or action involving the Company’s Officers, Directors
or other key personnel. State the names of the principal parties, the nature and current
status of the matters, and amounts involved. Give an evaluation by management or counsel,
to the extent feasible, of the merits of the proceedings or litigation and the potential impact
on the Company’s business, financial condition, or operations.

There is no past, pending or threatened litigation that has had or may have a material effect upon
our business, financial condition or operations.

FEDERAL TAX ASPECTS

ITEM 44.
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If the Company is an S corporation under the Internal Revenue Code of 1986, and it is
anticipated that any significant tax benefits will be available to investors in this offering,
indicate the nature and amount of such anticipated tax benefits and the material risks of
their disallowance. Also, state the name, address and telephone number of any tax advisor
that has passed upon these tax benefits. Attach any opinion or description of the tax
consequences of an investment in the securities by the tax advisor.

Not applicable; we are not a Subchapter S corporation.

Name of Tax Advisor: Raymond E. Cebular, CPA
Address:_Terrace Professional Plaza, P.O. Box 101; Olyphant, PA 18447
Telephone No.: (570) 489-2499

Note: Potential investors are encouraged to have their own personal tax consultant contact
the tax advisor to review details of the tax benefits and the extent that the benefits would be
available and advantageous to the particular investor.

MISCELLANEOUS FACTORS
ITEM 45.

Describe any other material factors, either adverse or favorable, that will or could affect
the Company or its business (for example, discuss any defaults under major contracts, any
breach of bylaw provisions, etc.) or which are necessary to make any other information in
this Offering Statement not misleading or incomplete.
All such matters have been set forth in this Offering Statement.

FINANCIAL STATEMENTS
ITEM 4e.

Provide the financial statements required by Part F/S of this Offering Statement section of
Form 1-A.

Keystone has attached the following financial statements to the end of this Offering Statement,
following Item 50:

o Consolidated Financial Statements audited for the years ended December 31,
2004, 2003 and 2002.

. Consolidated Financial Statement-comptedStatements unaudited for the 7-month
period ended July 31, 2005
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF CERTAIN RELEVANT
FACTORS

ITEM 47.

If the Company’s financial statements show losses from operations, explain the causes
underlying these losses and what steps the Company has taken or is taking to address these
causes.

Not applicable; Keystone has not experienced losses from operations in the past two years.

ITEM 48.

Describe any trends in the Company’s historical operating results. Indicate any changes
now occurring in the underlying economics of the industry or the Company’s business
which, in the opinion of Management, will have a significant impact (either favorable or
adverse) upon the Company’s results of operations within the next 12 months,

and give a rough estimate of the probable extent of the impact, if possible.

From 1983 through 1999, we operated as a co-operative, acting as a pass-through mechanism
with no direct profit motive. In 2000, we recapitalized and changed our operating platform to
that of franchisor, becoming a for-profit entity. Since 2000, we have met or exceeded our

projected operating results of our five year plan drafted in 2000;-eulminating-at-the-end-of 2004~
wth-a1-7%-E : ra-a-fhve-year-pershare-appreciation

While we are optimistic these favorable results will continue, it should be noted that the industry
realized a hardening market for the past 36 months which have positively impacted the
Company’s performance. Today, we see a softening in the market and industry analysts predict
this trend will continue. While no specific impact numbers have been projected, these analysts
have indicated that the trend will not be as severe as the softening market trend that occurred in
the 1990s.

Further, the actions and allegations made by some states’ Attorneys General in late 2004 as to the
appropriateness of agents’ incentive and profit sharing arrangements could have a negative
impact on the operating performance of the Company. To our knowledge, these activities are not
at this time being actively pursued in any of the states in which we operate. In addition, at this
time we have not received any indication from any insurance carriers we work with that due to
these industry regulations they intend to change their compensation to us or our franchises.

While we believe that we will continue to perform according to our stated plans, it is possible
that these industry issues, which are beyond our control, could negatively impact our future
performance. However, in the next 12 months we do no anticipate these industry issues will
materially affect the Company’s performance.
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ITEM 49.

If the Company sells a product or products and has had significant sales during its last
fiscal year, state the existing gross margin (net sales less cost of such sales as presented in
accordance with generally accepted accounting principles) as a percentage of sales for the
last fiscal year: ___ %. What is the anticipated gross margin for next year of operations?
If this is expected to change, explain. Also, if reasonably current gross margin figures are
available for the industry, indicate these figures and the source or sources from which they
are obtained.

Not applicable; Keystone does not sell products.

ITEM 50.

Foreign sales as a percent of total sales for last fiscal year: 0%.
Domestic government sales as a percent of total domestic sales for last fiscal year: 0 %.

We have no foreign operations or sales. We operate only in Pennsylvania and North Carolina

and Virginia at present. We do not have any government sales and do not anticipate having any
in the next 12 months.
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PART III

Tab

10.

EXHIBITS
Index

Description

Articles of Incorporation, as amended

Amended and Restated By-Laws

Amended and Restated Shareholders Agreement

Form of Subscription Agreement

Form of Secured Promissory Note

Form of Impoundment Agreement_(Escrow Agreement)

Form of Revised Franchise Agreement

Uniform Franchise Offering Circular

Material Contracts

(@)

(b)

©)

Keystone Carrier Contract with St. Paul Fire and Marine Insurance Company, The
Travelers Indemnity Company and their member insurance companies (being a
sample Keystone Carrier Contract)

Management Employment Agreements

(i) David E. Boedker, Sr. (President and CEO)

(i)  Michael Azar (CFO and COO) {beinsrepresentative-of-othersentor-

Form of Split Warrant

Materials Relating to Solicitation of Interest
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Consent of Accountant

Opinion of Counsel

Sample Common Stock Certificate
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SIGNATURES

The issuer has duly caused this offering statement to be signed on its behalf by the undersigned,
thereunto duly authorized, in Northumberland, Pennsylvania, on October __, 2005.

KEYSTONE INSURERS GROUP, INC.
By:

Name: David E. Boedker, Sr.
Title: President and Chief Executive Officer

This offering statement has been signed by the following persons in the capacities and on the
dates indicated.

President and Chief Executive Officer

David E. Boedker, Sr.

Chief Financial Officer

Michael Azar

Chairman, Director
Michael Kilmer

Director
John Duncan, Jr.

Director
William Jones

Director
Robert Naginey

Director
Thomas Parkins

Director
Todd Roadman

Director
Robert Seltzer, Jr.

Director
Thomas Troutman

Director
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Carl DeYulis
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