Received SEC

[T L

120250

Vot e DO 20549
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549-4561 - H 0 A i.

v phsl1

February 16, 2012
John W. Kauffman
Duane Morris LLP Act: 195Y
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_ Rule: 1447
Re:  Donegal Group Inc. ’ Public
Incoming letter dated December 28, 2011 Availability: L -kl

Dear Mr. Kauffman:

This is in response to your letters dated December 28, 2011, January 18, 2012,
January 26, 2012 and February 2, 2012 concerning the shareholder proposal submitted to
DGI by Gregory M. Shepard. We also have received letters on the proponent’s behalf
dated January 13, 2012, January 24, 2012 and January 31, 2012. Copies of all of the
correspondence on which this response is based will be made available on our website at
http://www.sec.gov/divisions/corpfin/cf-noaction/14a-8.shtml. For your reference, a
brief discussion of the Division’s informal procedures regarding shareholder proposals is
also available at the same website address.

Sincerely,

Ted Yu
Senior Special Counsel

Enclosure
cc: J. Victor Peterson

Lathrop & Gage LLP
VPeterson@LathropGage.com



February 16, 2012

Response of the Office of Chief Counsel
Division of Corporation Finance

Re:  Donegal Group Inc.
Incoming letter dated December 28, 2011

The first proposal requests that the board appoint a committee to explore strategic
alternatives to maximize shareholder value, including consideration of a merger of
Donegal Mutual Insurance Company with another mutual insurer followed by the sale or
merger of DGJ; instruct the committee to retain an investment banking firm to advise the
committee about strategic alternatives; and authorize the solicitation and evaluation of
offers for the merger of Donegal Mutual Insurance Company followed by the sale or
merger of DGI.

The second and third proposals request that the board immediately engage the
services of an investment banking firm to evaluate alternatives that could enhance
shareholder value including, but not limited to, a merger or outright sale of DGI and
further requests that the board take all other steps necessary to seck a sale or merger of
DGI on terms that will maximize share value for shareholders.

- There appears to be some basis for your view that DGI may exclude the first
proposal under rule 14a-8(i)(7), as relating to DGI’s ordinary business operations. In this
regard, we note that the first proposal appears to relate to both extraordinary transactions
and non-extraordinary transactions. Proposals concerning the exploration of strategic
alternatives for maximizing shareholder value which relate to both extraordinary and
non-extraordinary transactions are generally excludable under rule 14a-8(i)(7).
Accordingly, we will not recommend enforcement action to the Commission if DGI
omits the first proposal from its proxy materials in reliance on rule 14a-8(i)(7). In
reaching this position, we have not found it necessary to address the alternative bases for
omission of the first proposal upon which DGI relies.

There appears to be some basis for your view that DGI may exclude the second
and third proposals under rule 14a-8(e)(2) because DGI received them after the deadline
for submitting proposals. Accordingly, we will not recommend enforcement action to the
Commission if DGI omits the second and third proposals from its proxy materials in
reliance on rule 14a-8(e)(2). In reaching this position, we have not found it necessary to
address the alternative basis for omission of the second and third proposals upon which
DGI relies.

Sincerely,

Karen Ubell
Attorney-Adviser



, DIVISION OF CORPORATION FINANCE
INFORMAL PROCEDURES REGARDING SHAREHOLDER PROPOSALS

The Division of Corporation Finance believes that its responsibility with respect to
matters arising under Rule 14a-8 {17 CFR 240.14a-8], as with other matters under the proxy
rules, is to aid those who must comply with the rule by offering informal advice and suggestions

_ and to determine, initially, whether or not it may be appropriate in a particular matter to_
~ recommmend enforcement action to the Commission. In connection with a shareholder proposal
under Rule 14a-8; the Division’s.staff considers the information furnished to it by the Company
in support of its intention to exclude the proposals from the Company s proxy materials, as well
as any mformatxon furmshed by the proponent or-the proponent’s reprwentatwe

. Although Rule 14a-8(k) does not require any communications from shareholders to the
Commission’s staff, the staff will always consider information concerning alleged violations of
the statutes administered by the Commission, including argument as to whether or not activities
proposed to be taken would be violative of the statute or rule involved. The receipt by the staff
of such information, however, should not be construed as changing the staff’s informal
procedures and proxy review into a formal or adversary procedure.

It is important to note that the staff’s and: Commission’s no-action responses to -
Rule 14a-8(j) submissions reflect only informal views. The determinationsreached in these no-
action letters do not and cannot adjudicate the merits of a company’s position with respect to the
proposal. Only a court such as a U.S. District Court can decide whether'a company is obligated
- to include shareholder proposals in its proxy materials. Accordingly a discretionary
determination not to recommend or take Commission enforcement action, does not preclude a
proponent, or any shareholder of a-company, from pursuing any rights he or she may have against
the company in court, should the management omit the proposal from the company’s proxy
material.
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VIA E-MAIL (shareholderproposals@sec.gov) : oyl

Securities and Exchange Commission MEXICO CITY
Division of Corporation Finance ' ALLIANCE W

 Office of Chief Counsel

100 F Street, N.E. B

Washington, D.C. 20549

Re: Donegal Group Inc. ('DGI")
" Securities Exchange Act of 1934; Rule 14a-8
Omission of Stockholder Proposal (the "Original Proposal”)
Submitted by Gregory M. Shepard (the "Proponent”) .
Original No-Action Letter Request Dated December 28, 2011 (the "Original Request” )
Additional No-Action Letter Request Dated January 18, 2012 (the "Additional Requests")

Ladies and Gentlemen:

We have received a copy of the January 31, 2012 letter J. Victor Peterson sent to the
Staff of the Division of Corporation Finance (the "Staff”). We believe that Mr. Peterson
mischaracterizes, on the Proponent’s behalf, the events that occurred in December 2011 prior
to DGI's submission of the Original Request in an attempt to remedy the substantive defects
. of the Proponent's Original Proposal and his revised proposals.

DGI acted in a conciliatory manner and attempted to meet the Proponent half-way in
an effort to resolve the issues DGI had identified regarding the Original Proposal in lieu of
filing a no-action request. To that end, David H. Pittinsky, special counsel to the DGI board
of directors, sent a letter dated December 15, 2011 on DGI's behalf to the Proponent in which

DUANE MORRIS wLe .
~ 30SOUTH 17 STREET PHILADELFHIA, PA 19103-4196 PHONE: 215.979.1000 FAX:215.979.1020
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DGI prowded the Proponent an opportumty to cure the substantive deficiencies in the
Original Proposal, i.e., to provide more complete disclosure by the Proponent in light of
statements the Proponent made in his supporting statement that DGI believes to be false and
rmsleadmg As we stated in our January 26, 2012 letter to the Staff, Rule 14a-8 does not

impose any time periods with respect to the reasonable settlement DGI sought concermng
substantive deﬁuenc:les in the Original Proposal.

However, the Proponent rejected DGI's reasonable proposal to compromise
communicated by another attorney for the Proponent, J. Mark McKinzie, to Mr. Pittinsky by
telephone on December 23, 2011. As a result, DGI submitted the Original Request on
December 28, 2011 and, in response to the delivery of additional proposals on behalf of the
Proponent, the Additional Requests. Further, DGI does not agree with Mr. Peterson's
assertion that the Proponent's revised proposals cure the substantive deficiencies of the
Original Proposal, in light of the Staff's guidance under Staff Legal Bulletin No. 14 (July 13,
2001) that DGI has no obligation to acknowledge or accept the revised proposals.

Although the Proponent is seeking to avail himself of certain rights under the SEC
rules regarding stockholder proposals, we note that the Rroponent, as a beneficial owner of
more than 10% of DGI's Class A common stock, did not comply with SEC rules under Section
16(a) of the Securities Exchange Act of 1934 by failing with respect to approximately 145
separate transactions to report on a timely basis his purchases of DGI stock, many of which
the Proponent reported as much as three to twelve months after the date of the transactions.

In accordance with Section C of Staff Legal Bulletin No. 14D (Nov. 7, 2008) ("SLB
14D"), DGI is emailing this letter to the Commission at shareholderproposals@sec.gov.
Because DGI is submitting this request electronically pursuant to SLB 14D, DGI is not
enclosing the additional six copies Rule 14a-8(j) requires. Also, in accordance with Rule 14a-
8(j), DGI is simultaneously e-mailing this letter to Mr. Peterson and will deliver it to the
Proponent by overnight delivery. On behalf of DGI, we confirm that DGI will promptly
forward to the Proponent any Staff response to this letter that the Staff transmits to us only.
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If you have any questions or require additional information, please contact me by
telephone at (215) 979-1227 or by e-mail at jwkauffman@duanemorris.com.

cc: . Donald H. Nikolaus
Frederick W. Dreher, Esq.
Gregory M. Shepard
J. Mark McKinzie, Esq.
J. Victor Peterson, Esq.
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LATHROP & GAG

VIC PETERSON 100 N. RIVERSIDE PLAZA, SUITE 2100
DIRECT LINE: 312.920.3337 CHICAGO, ILLINOIS 60606
EMAIL: VPETERSON@LATHROPGAGE.COM PHONE: 312.920.3300
WWW.LATHROPGAGE.COM Fax: 312.920.3301

January 31, 2012

VIA E-MAIL (shareholderprop

Securities and Exchange Commission
Division of Corporation Finance
Office of Chief Counsel

100 F Street, N.E.

Washington, D.C. 20549

Re:  Donegal Group Ine. (“DGI”)
Securities Exchange Act of 1934 (the “Exchange Act”); Rule 14a-8
Omission of Stockholder Proposal
Submitted by Gregory M. Shepard (the “Proponent™)
DGI No-Action Letter Request dated December 28, 2011 (“DGI’s No-Action chuest”)

Ladies and Gentlemen:

On behalf of the Proponent, we are writing in response to the letter to the Staff of the
Division of Corporation Finance (the “Staff”) dated January 26, 2012, from John W. Kauffman
(“Mr. Kauffman”) of Duane Morris LLP on behalf of DGI.

~ To be clear, DGI itself invited the Proponent to submit revisions to attempt to “reach
agreement.” DGI did this in the letter dated December 15, 2011, from Ballard Spahr LLP, one of
DGTI’s law firms. The Proponent timely submitted his proposal on November 7, 2011. The
deadline for shareholder proposals was November 21, 2011. The Proponent did not hear from
DGI until after the deadline and then, when the Proponent did hear from DGI, DGI requested
revisions! Thirteen days later, on December 28, 2011, a different law firm, Duane Morris, filed
on DGI’s behalf a No-Action Request with the Staff before the Proponent could submit
revisions. Following the Proponent’s review of DGI’s No-Action Request, twelve days later, on
January 9, 2012, the Proponent submitted revisions to DGI which addressed and resolved each
and every one of DGI’s objections. In all of its correspondence with the Staff, DGI has never
disputed that the revisions render DGI’s objections moot. DGI, having invited revisions which
were timely made by the Proponent, now takes the position it does not have to consider them.
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We also remind the Staff that the Proponent is DGI’s largest individual stockholder by a
wide margin. The Proponent desires to put to a vote an issue of common importance to all of the
stockholders, and DGI’s management is simply stonewalling and engaging in corporate
~ brinksmanship to frustrate corporate democracy.

It appears that the Staff’s rationale, in clarifying its position in Section D of Staff Legal
Bulletin 14F (October 18, 2011) (“SLB 14F”) that proposal revisions are not additional
proposals, was to prevent companies from summarily rejecting proposal revisions as additional
proposals. Instead, the Staff’s position encourages companies to consider revised proposals on
their merits so that the parties may resolve issues themselves to the extent possible. It would
contravene this regulatory rationale if the Staff were to permit DGI to invite the Proponent to
revise the original proposal after the proposal deadline, and then to reject the revised proposal as
untimely under Rule 14a-8(¢), and as an additional proposal in violation of the one-proposal rule
under Rule 14a-8(c). '

We acknowledge that SLB 14F states in Section D.2 that a company may consider
revisions after the deadline but is not required to do so. However, the Staff’s discussion and
examples in Sections D.1 and D.2 of SLB 14F do not contemplate the current case, where the
company itself requested the revisions after the deadline, only to summarily reject them
afterwards as tardy. We submit that it is manifestly unfair for a company not to objectto a
timely proposal until after the proposal deadline, and then to refuse to accept its requested
revisions, on grounds that it is untimely, when the company itself invited the revisions.

It is also unfair for a company to make substantive objections to a proposal after the
deadline and then to reject, on the basis of a violation of the one-proposal rule, revisions which
directly correspond to each of the objections.

The Proponent respectfully requests the Staff to decline DGI’s request that the Staff not
recommend enforcement action to the Commission if DGI excludes Proponent’s proposal, as
revised.

In accordance with Section C of Staff Legal Bulletin No. 14D (November 7, 2008), on
behalf of the Proponent, we are emailing this letter to the Staff at sharcholderproposals@sec.gov.
Because we are submitting this letter electronically, we are not enclosing the additional six
copies Rule 14a-8(j) requires. We are also sending copies of this letter to Mr. Kauffman and
David H. Pittinsky of Ballard Spahr LLP, both of whom represent DGI, via email and to DGI via
overnight delivery. On behalf of the Proponent, we confirm that the Proponent will promptly
forward to DGI any Staff response to DGI’s No-Action Request and the correspondence related
thereto that the Staff may transmit only to us.
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If 'wé:eari beof Turthier assxstance m thxs matter, please coritact me by telephone at (312)

920-3337 or by e-mail at Vpelerso

Sincesely,

Ce: GregbryM‘ Shepard, N(Ia;mall
J Ma'koKmm,Rtl ‘Benngﬁ&b‘gluﬁ; LLP, viaiemail

David: mnsky Bal Spahr LLP viaemail
Donald H. leolaus, Doxegal Group Inc., via email
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VIA E-MAIL (shareholderproposals@sec.gov) LASVEGAS

o : CHERRY HILL

: BOCA RATON,
Securities and Exchange Commission : LAKE TAHOE

Division of Corporation Finance MEXICO CITY
Office of Chief Counsel A A N L,
100 F Street, N.E. '

Washington, D.C. 20549

Re: Donegal Group Inc. ("DGI")
Securities Exchange Act of 1934; Rule 14a-8
Omission of Stockholder Proposal (the "Original Proposal”)
Submitted by Gregory M. Shepard (the "Proponent”) -
Original No-Action Letter Request Dated December 28, 2011 (the "Original Request")
Additional No-Action Letter Request Dated January 18, 2012 (the "Additional
Request") :

Ladies and Gentlemen:

On December 28, 2011, we filed the Original Request with the staff of the Division of
Corporation Finance (the "Staff") of the Securities and Exchange Commission (the
"Commission”) on behalf of DGI. The Original Request sought, and, by this letter, continues
to seek, Staff concurrence that DGI may exclude the Original Proposal for the reasons set
forth in the Original Request. On January 18, 2012, we submitted the Additional Request that
sought, and by this letter, continues to seek, Staff concurrence that DGI may exclude the
Proponent's revised proposals for the reasons set forth in the Additional Request.

We have received a copy of a letter dated January 24, 2012 that J. Victor Peterson
submitted to the Staff. Mr. Peterson argues that DGI did not timely object to procedural or
eligibility deficiencies in the Original Proposal under Rule 14a-8(f) or allow the Proponent

DUANE MORRIS LLP
30 SOUTH 17™ STREST . PHILADELPHIA, PA 19103-4196 . ? PHONE: 215.979.1000 - FAX: 215.979.1020
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sufficient time to correct a procedural or eligibility deficiency under Rule 14a-8(f) before
filing a no-action request. We believe Mr. Peterson misapplies Rule 14a-8(f) because DGI's

Original Request contains only substantive objections and DGI at no time raised or objected

to any procedural or eligibility deficiencies in connection with the Original Proposal.

In the Original Request, DGI raised only substantive objections under Rule 14a-8(i)(7),
Rule 14a-8(i)(6) and Rule 14a-8(i)(3). Therefore, DGI was not subject to the process and
timeline outlined in Rule 142-8(f) that relates to procedural or eligibility deficiencies as
opposed to substantive objections. DGI, in full compliance with Rule 14a-8(j), submitted the
Original Request to the Staff at least 80 days prior to the date DGI intends to file its definitive
proxy materials for DGI's 2012 annual meeting of stockholders. Mr. Peterson's January 24,
2012 letter therefore lacks any legal merit, and we request that the Staff reject Mr. Peterson’s

misapplication of Rule 14a-8(f)

In accordance w1th Section C of Staff Legal Bulletin No. 14D (Nov. 7, 2008) ("SLB
14D"), DGI is emailing this letter to the Commission at shareholderproposals@sec.gov.
Because DGI is submitting this request electronically pursuant to SLB 14D, DGI is not
enclosing the additional six copies Rule 14a-8(j) requires. Also, in accordance with Rule 14a-
8(j), DGI is simultaneously e-mailing this letter and its exhibits to Mr. Peterson and will
deliver it to the Proponent by overnight delivery. On behalf of DGI, we confirm that DGI
will promptly forward to the Proponent any Staff response to this letter that the Staff
transmits to us only.

If you have any questions or require additional information, pleése contact me by
telephone at (215) 979-1227 or by e-mail at jwkauffman@duanemorris.com.

cc:  Donald H. Nikolaus
Frederick W. Dreher, Esqg.
Gregory M. Shepard
]. Mark McKinzie, Esq.
* J. Victor Peterson, Esq.
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January 24, 2012

VIA E-MAIL (shareholderproposals@sec.gov)

Securities and Exchange Commission
Division of Corporation Finance
Office of Chief Counsel

100 F Street, N.E.

Washington, D.C. 20549

Re:  Donegal Group Inc. (“DGI”)
Securities Exchange Act of 1934 (the “Exchange Act™); Rule 14a-8
Omission of Stockholder Proposal
Submitted by Gregory M. Shepard (the “Proponent™)
DGI No-Action Letter Request dated December 28, 2011 (“DGI’s No-Action Request™)

Ladies and Gentlemen:

On behalf of the Proponent, we are writing in response to the letter to the Staff of the
Division of Corporation Finance (the “Staff”) dated January 18, 2012, from John W. Kauffman
(“Mr. Kauffman™) of Duane Morris LLP on behalf of DGI.

In accordance with Section C of Staff Legal Bulletin No. 14D (November 7, 2008), on
behalf of the Proponent, we are emailing this letter to the Staff at hareholdemromsals@sec gov.
Because we are submitting this letter electronically, we are not enclosing the additional six
copies Rule 14a-8(j) requires. We are also sending copies of this letter to Mr. Kauffman and
David H. Pittinsky of Ballard Spahr LLP, both of whom represent DG, via email and to DGI via
overnight delivery. On behalf of the Proponent, we confirm that the Proponent will promptly
forward to DGI any Staff response to DGI’s No-Action Request and the correspondence related
thereto that the Staff may transmit only to us.

DGI’s sharp tactics to deprive the Proponent of his shareholder proposal rights is
manifestly “on parade” here. Fitst, DGI failed to respond to the Proponent’s original proposal
within the required 14-day period. Second, DGI failed to give the Proponent 14 days to respond
to DGI’s objections, but instead dictated a truncated eight-day period over the holidays. Third,
DGI raced to file its no-action request with the Staff on December 28, 2011, in an attempt to -
“close the window” on any revisions by the Proponent. On January 9, 2012, the Proponent .
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provided solutions to each and every one of DGI’s objections in its revision letter. Now, DGI
asks the Staff not to consider the revisions because of tardiness, when DGI itself was the cause.
DGI even filed its no action request before the 14-day period expired for the Proponent’s
response to DGI’s objection letter! It is unfair for DGI to request the Staff to not cons1der the
revisions when they cut short the required response periods.

Rule 14a-8(f)(1) requlrés that “Within 14 calendar days of receiving your proposal, the
company must notify you in writing of any procedural or eligibility deficiencies, as well as of the
time frame for your response.” Staff Legal Bulletin No. 14 (July 13, 2001) (“SLB No. 14”) also
references this 14-day deadline for deficiency notices in Section C.6 (“What must a company do
in order to exclude a proposal that fails to comply with the eligibility or procedural requirements
of the rule?”), which states: “[R]ule 14a-8(f) provides that a company may exclude a proposal
from its proxy materials due to eligibility or procedural defects if...within 14 calendar days of
receiving the proposal, it provides the shareholder with written notice of the defect(s), including
the time frame for responding....” Thus, to be timely, a deficiency notice must be sent within 14
days after receipt of a shareholder proposal and, conversely, a shareholder proposal may not be
‘excluded if a deficiency notice is not sent in a timely manner.

The Proponent submitted its Original Proposal in a letter dated November 7, 2011.
DGI’s no-action request, dated December 28, 2011, stated that “DGI received the [Original]
Proposal on November 14, 2011.” DGI did not notify the Proponent of any alleged deficiencies
until December 15, 2011, when David H. Pittinsky of Ballard Spahr LLP wrote to the Proponent
on behalf of DGI rejecting the Original Proposal. That is, DGI waited over a month to send a
deficiency notice to the Proponent, instead of responding within 14 days, as required. Because
DGI did not notify the Proponent of any alleged deficiencies in a timely manner, DGI may not
exclude the Proponent’s proposal.

In addition, Section G.3 of SLB 14 instructs companies, “when drafting a letter to notify
a shareholder of perceived eligibility or procedural defects...[to] explicitly state that the
shareholder must respond to the company’s notice within 14 calendar days of receiving the
notice of defect(s)....” Similarly, Section C.6.b of SLB 14 states:

Should companies instruct shareholders to respond to the notice of defect(s)
by a specified date rather than indicating that shareholders have 14 calendar
. days after receiving the notice to respond?

No. Rule 14a-8(t) provides that shareholders must respond within 14 calendar
days of receiving notice of the alleged eligibility or procedural defect(s). If the
company provides a specific date by which the shareholder must submit his or her
response. it is possible that the deadline set by the company will be shorter than
the 14-day period required by rule 14a-8(f). For example. events could delay the
shareholder's receipt of the notice. As such, if a company sets a specific date for
the shareholder to respond and that date does not result in the shareholder having
14 calendar days after receiving the notice to respond, we do not believe that the
company may rely on rule 14a-8(f) to exclude the proposal.
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In the December 15, 2011, letter identified above, DGI gave the Proponent only until December
23,2011, to reach agreement with DGI on the supporting statement for the Original Proposal,
despite the fact that this was during the holiday season and further despite the fact that Rule 14a-
8(f)(1) gives a proponent of a rejected proposal 14 days in which to respond: “Your response
must be postmarked, or transmitted electronically, no later than 14 days from the date you
received the company's notification.” The deadline imposed by DGI for the Proponent’s
response was only eight days after DGI notified the Proponent, not the required 14 days. For this
reason as well, we respectfully submit that DGI should not be allowed to exclude the
Proponent’s proposal.

Moreover, the “Response Proposal,” which the Proponent sent to DGI on January 9,
2012, and to the Staff on January 13, 2012, did not substantively change the Original Proposal.
Instead, the Response Proposal merely omits language to which DGI objected and clarifies that
the proposed resolution is for an extraordinary corporate event, not one relating to DGI’s
ordinary business operations. For this reason (i.e., because the Response Proposal is not
substantively different from the Original Proposal and thus is not a new or second proposal), we
respectfully request the Staff to reject DGI’s request to allow DGI to omit the Response Proposal
under Rule 14a-8(c).

We also respectfully submit that DGI should be estopped from excluding the Response
Proposal as untimely under Rule 14a-8(¢c), when on December 15, 2011, DGI itself — after DGI’s
announced November 21, 2011 deadline for shareholder proposals — invited the Proponent to
attempt to reach agreement with DGI’s attorneys on a revised proposal. As a matter of equity, it
would be unfair for DGI to be allowed to whipsaw the Proponent by inviting the Response
Proposal yet then rejecting it, because it is allegedly untimely (even though DGI has not met its
own deadlines and the Proponent provided the Response Proposal expeditiously and in good
faith). DGI submitted its no-action request on December 28, 2011, which is less than the
required 14 days after DGI’s deficiency notice on December 15, 2011. Such a result would
contravene the intent of shareholder proposal regulation under Rule 14a-8, which is to foster
corporate democracy and not to exclude appropriate proposals from shareholder consideration.

DGI should not be permitted to prevail based on a technicality when it in fact failed to
comply with the required response times. DGI’s initial rejection, on December 15, 2011, of the
Proponent’s Original Proposal, which was sent on November 7, 2011, and received on
November 14, 2011, was itself untimely, because the rejection was not sent within 14 days after
DGI received the Original Proposal, as required by Rule 14a-8(f)(1). DGI failed to allow the
Proponent 14 days after DGI sent its deficiency notice on December 15, 2011, and in fact DGI
submitted its no-action request with the Staff before the required 14-day response period expired.
For these reasons, in addition to the other reasons set forth in this letter and in our letter dated
January 13, 2012, the Staff should reject DGI’s arguments and should deny DGI’s no-action
request. The Proponent’s Revised Proposal, as set forth in Proponent’s letter to the Staff on
January 13, 2012, should be included in DGI’s proxy statement for a vote by the shareholders.

For the Staff’s convenience, (1) the letter dated November 7, 2011, from the Proponent to
DGl is attached as Exhibit A, (2) the letter dated December 15, 2011, from David Pittinsky of



~Sccumxcs and Exchange Commission

Sineerely,

LATHROP & GAGE LLP

J. Victor Peterson

Cc:  Gregory M. Shepard, via email
1. Mark McKinzie, Riley Bennett & Egloff, LLP, via:email
John W, Kauffman, Duane Morris LLP, via émail
Pavid H. Pittinsky, Ballatd Spahr LLP; via.email
Donald H. Nikolaus, Donegal Group Inc., via email



EXHIBIT A
Bxhibit 7.8:
Gregory M. Shepard

*+ FISMA & OMB Memorandum M-07-16 ***
November 7, 2011
Certified Mail
Retury Receipt Requested
Mr. Donald H. Nikolaus
President and CRO
Donegal Group Inc,

1195 River Road
Marietta, PA 17547-0302

¥ Ms. Sheri O. Smith
Corporate Secretary
Donegal Group Inc.
1195 River Road
Marietin, PA 17547-0302
Re: Shareholder Proposal and Supporting Statement
Dear Mr, Nikolaus and Ms. Smith:

Enclosed is a shareholder proposal and supporting statement for inclusion in the proxy statement for the
snnual sharsholders® meeting of Donegal Group Inc, (the “Company”) to be held in April 2012.

Please know it is my intent to present the attached shareholder proposal at the Company’s ammual
sharuboldus'meeﬁng.

Ennlosedmacopyofa Schedule 13D to be:filed with the Securitie anhan Commmon

BshmofthecommonmckoftheCompmy Ast

ired by )
Securities Act of 1934, I()hvacmwuﬂyhehewesmmammwmofwms&womlm’
than the previous year, end (if) intend to hold these shares through the date of tho Company®s annual
shareholders® meeting.




SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT

Shareholder Proposal:

Gregory M. Shepard, “** FISMA & OMB Memorandum M-07-16 *** who individually is the beneficial
owner of 3,602,900 Class A shares and 397,100 Class B shares of common stock of the Company, submits
the following proposal:

Resolved, that the sharcholders of Donegal Group Inc. ("DGI) hereby request that the Board of

mmbﬁm&wmmthmmmwycMumdﬁ)mmmm
investment banking finm to solicit and evaluate offers for the mergor of DMIC followed by the sale or
merger of DGL.

Supporting Statement:

For many years, Ihavcmvmdinpubllclyuadadmtsidmmofmmmlmmoewmpmps. I-‘m-
cxample, in the past I owned 20% of Méridizn Insiarance Group, Inc; (“MIGTY).and was the catal; ;
mmmmmmyﬁxsmmmmmmmmmsmmmammm
Insurance Company, followed by:State Auto Mutoal’s purchase of MIGP:
efforts helped to dsliver the shares® true valus to MIGI's publicly traded. ‘Tdnts.vdthalas%
pramium over the valuation of those shares prior to State Anto Mutual’s purchase.

D(ﬂ,asnpublicomnpmy hasseveralndvantagescompnredthhbmngammnlcmnpany- the ability
se capilaly additional flexibility tb restructure; and the ability to provide incentives to menagement,

' agents, Howevet, DG] hssnot boen successful in delivering a positive return for its
‘sharsholders, DOI's Class:A and Class B stock prices today are respectively 33% and 5% lower than five
years ago.

As the owner of approximately 29.5% and 28.9% of the publicly traded Class A and Class B shares, [
belleve the Company’s shares trade at a discount of more thean 200% to their realizable velve if combined
with another mutual insurer. Examples of sich realization of value include the Nationwide-ALLIED, State

DGL it isniy focus for the € )61 ¢ "
,mmmMMofmmmmmomecmemm
‘improvemests can ymieash realizetion of DGI’s shiares’ tre valuaias will 2 merger of DMIC with another
‘mutual insurer; followed by the purchase of DGP's priblic shares.

A Ifoﬂ:crsharcholdmnlsobeliwothatﬂ:evnlueofDGIunotnﬂecwdincwreutsharepnm,ﬂmnﬁw
oard and méiagsnésit of DGI'have an obligation to take steps to realizs the shares’ true value. The board
d mundgemneint of DAY can best do this by taking the thres steps contained in the aforesaid resolution,
pﬁdedbymudvlewfmm&pendmtmvmbmku




SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20459

SCHEDULE 13D
Under the Securitics Exchange Act of 1934
(Amendment No.3 )*

DONEGAL GROUP INC,
(Neame of Issuer)

Class A Common Stock
Class B Common Stock
(Title of Class of Securities)
Class A: 257701201
Class B: 257701300
(CUSIP Number of Class of Sscuritics)
Gregory M. Shepard
*** FISMA & OMB Memorandum M-07-16 ***
{(Name, address and telephone mumber of persons
authorized to receive notices and communications
on behalf of person(s) filing statement)
November 7, 2011
(Date of Event which Requires Filing of this Statement)

1f the filing person has previously filed & statement on Schedule 13G to report the acquisition which is the subject of this
Schedule 13D, and is filing this schedule because of Rule 13d-I(b)X(3) or (4), check the following box [ 1.
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Class A CUSIP No. 257701201 and Class B CUSIP No. 257701300

1. NAMEOF REPORTING PERSON :
$.S. OR LR 8. IDENTIFICATION NOS. OF REPORTING PERSON

Gregory M. Shepard
2. CHECK THE APFROPRIATE BOX IF A MEMBER OF A GROUP

@]
®[1]

3. SECUSE ONLY
4. SOURCE OF FUNDS
PF

5. CHECK BOX IF DISCLOSURE OF LEGAL FROCEEDINGS IS REQUIRED PURSUANT TO ITEMS 2(6) OR 2(c)
[x]

6. CITIZENSHIP OR PLACE OF ORGANIZATION

United States of America
7. SOLE VOTING POWER
NUMBER OF SHARES
BENEFICIALLY Class A 3,602,900; Class B 397,100
OWNED BY EACH
REPORTING PERSON 8. SHARED VOTING POWER
WITH

-0-
9.  SOLEDISPOSITIVE POWER
Class A 3,602,900; Class B 397,100
10.  SHARED DISPOSITIVE POWER
-0-
11.  AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
Class A 3,602,900; Class B 397,100
12 CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (11) EXCLUDES CERTAIN SHARES
[1
13.  PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (11)
Class A 18.04%; Class B 7.12% '
14 TYPE OF REPORTING PERSON
IN




SCHEDULE 13D
ITEM 1. SEGURITY AND ISSUER.

The Schedule 13D filed with the Securities‘and Exchange Commisslon on July 12, 2010 (the “initial 13D")
by the Filing Person with respect {o the Class A Shares and Class B Shares of Donegal Group Inc., a
Delaware corporation (the “Issuer”®), is hereby amended to fumish the additional information set forth
herein. Al capitalized terms contained hereln but not otherwise defined shall have the meanings ascribed
to such terms in the Initial 13D, '

TEM 3, SOURCE AND AMOUNT OF FUNDS OR OTHER CONSIDERATION.
{TEM 8 OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:

The Filing Person owns 3,602,000 Class A Shares and 397,100 Cless B Shares purchased. for
$51,924,632 and $6,639,668, respectively (including commissions). The source of funding for the
purchase of these Shares was personal funds.

[TEM 4 OF THE INITIAL 13D 1S HEREBY AMENDED TO ADD THE FOLLOWING:

On November 7, 20114, the Flling Person submitted the following proposal io be presented and voted
upon st the Issuer's 2012 Annual Meeting of Shareholders:

Resolved, that the shareholders of Donegal Group Inc. ("DGI") hereby request that the Board of Directors
(1) appoint a commities of Independent, non-management directors who are authorized and directed to
work with Donegal Mutual Insurance Company ("DMIC") to explore strategic atternatives to maximize
shareholder value, Including consideration of a merger of DMIC with enother mutual Insurer followed by
the sale or merger of DG, (2) Instruct such committee to retaln a leading investment banking fim to
advise the committee with respect to such strategic alternatives and (3) authorize the committee and
Investment banking firm to soliclt and evaluste offers for the merger of DMIC followed by the sale or
merger of DGI. T

A copy of the proposa! and supporting statement are attached hereto as Exhibk 7.8.

The Fliing Person intends to review his Investment in the Issuer on a continuing basls. Depending on
various factors including, without limitation, the issuer’s financlal position, results and strategic direction,
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price levels of the Class A and Class B Shares, the Issuer's response to the actions suggested by the
Fiiing Person, actlions taken by management and the Board of Directors of the Issuer, other investment
opportunities avallable to the Flling Person and capital avallability and applicable regulatory and legal
constraints, conditions in the securities and capital markets, and general economic and Industry
conditions, the Filing Person may, from time to time and at any time, in the future take such actions with
respect to his Investment in the Issuer as he deems appropriate including, but not limited to:
communicating with menegement, the Board, other stockholders, Industry participants and other
interested or relevant parfies (Including financing sources and financial advisors) about the Issuer or
proposing a potential or other transaction involving the Issuer and about various other matters, including
the operations, business, strategic plans, assets and capital structure of the Issuer or ane or more of the
other items described In subparagraphs (a)-(J) of ttem 4 of Schedule 13D; requesting or proposing one or
more nominees {o the Board of Directors of the Issuer; purchasing additional securities of the issuer in
the open market or otherwise; entering into financial nstruments or other agreements that increase or
decrease the Filing Person's economic exposure with respect to his investment in the Issuer; and/or
engaging In any hedging or similar h’ansactlons with respect 1o such holdings. The Filing Person reserves
the right fo change his current plans and Intentions with respect to any and all matters referred o in item
4 of Schedule 13D based on any of the foregoing factors or otherwise or to sell or distribute some or all of
his respective hoidings In the Issuer, at any time and from time to time, in the open market, i private
transactions or otherwise. '

ITEM 5. INTEREST IN SECURITIES OF THE ISSUER.

ITEMS 5 (a) AND 5 (b) OF THE INITIAL 13D ARE HEREBY AMENDED AND RESTATED IN THEIR
ENTIRETY AS FOLLOWS:

a) As of the close of business on November 7, 2011, the Filing Person may be deemed to
beneficlally own, in the aggregate, 3,602,800 Class A Shares and 397,100 Class B Shares,
representing approximately 18.04% and 7.12%, respectively, of the Issuer’s outstanding Class A
Shares and Class B Shares (based upon the 19,975,609 Class A Shares and 5,578,775 Class B
Shares stated to be outstanding as of October 31, 2011 by the Issuer In the Issuer’s Form 10-Q,
filad with the Securities and Exchange Commission on November 4, 2011).

b) The Filing Person has sole voting power and sole dispositive power with respect to 3,602,800
Class A Shares and 397,100 Class B Shares. The Flling Person has voting power In the
aggregate equal to approximately 8.99%.

ITEM 5 (c) OF THE INITIAL 13D 18 HEREBY AMENDED TO ADD THE FOLLOWING:
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6) The foliowing table sets forth all purchases with respect to Class A Shares and Class B Shares
effected during the past sixty (60) days by the Filing Person. All such transactions were effected
in the open market, and the table includes commissions paid.

Purchese BofClassA

Price Shares Amount .
Per
| Date Share Purchased  _ Pald |
layoz/11 1318 400 5,277.00 |

Sale  #0fClassB

Price Shares Amount |

Per ¥
Date Share Sold  Recelved
111/07/11 A 16.00 ; .360 5,756.20

ITEM7. MATERIAL TO BE FILED AS EXHIBITS,

7.8 Proposal and Supporting Statement

SIGNATURE

After reasonable inquiry and to the best of his knowledge and bellef, the undersigned certfies that
the Information set forth In this statement s true, complete and correct.

DATED: November 9, 2011

Gregory M. Shepard
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Exhibit index

7.8 Proposal and Supporting Statement
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Ba‘lla'rd Spal!il: EXHIBIT B

———— i ——mmeTE

1735 Macket Street, srst Floor David H, Pittingky
Philadelphia, PA 19103-7559 - Direct: 215.864.8117
TEL 215.665.8500 Fax:  215.864.3999
#ax 315.864.8999 . pittinaky@baliardspahr.com
www.ballardspahr.com

December 15, 2011

Yia Email Federal Express

J. Mark McKinzie, Esquire Gregory Shepard

Riley Bennett & Egloff, LLP

Fourth Floor . *** FISMA & OMB Memorandum M-07-16 ***

141 E. Washington Street
Indianapolis, Indiana 46204

Dear Messrs. McKinzie and Shepard:

Mr. Shepard’s shareholder proposal and supporting statement for inclusion in the
Donegal Group Inc. (“DGI”) proxy statement for the 2012 DGI annual shareholders’
meeting and his Schedule 13D attaching both documents have been forwarded to me by DGI
for a response. DGI is not unmindful of Mr. Shepard’s large stake in its common stock.
However, DGI cannot permit him to publish a materially false and misleading supporting
statement to its shareholders. For this reason, DGI has requested that you and I seek to agree
upon an accurate supporting statement no later than December 23, 2011. If we can reach
agreement, DGI will include Mr. Shepard’s shareholder proposal and the agreed upon
supporting statement in its annual proxy statement and will permit them to exceed the 500
word limit,

We are particularly concerned with Mr. Shepard’s supporting statement that he was
“the catalyst who provided the opportunity for State Auto Mutual Insurance Company’s
merger with Meridian Mutual Insurance Company, followed by State Auto Mutual’s

purchase of MIGI’s publicly traded shares.” Given our knowledge of Mr. Shepard’s

DMEAST #14353329 v3

MnhleumpBMleuanVmiLuMpblekuy Philadelphis | Phoenix | SaltLakeCity | SsaDiego
Washingtoa, DC | Winington | www.ballasdspabr.com



J. Mark McKinzie, Esquire

Gregory Shepard
December 15, 2011

Page 2

activities leading up to the Meridian-State Auto merger, Mr. Shcpard’s supporting statement
and Schedule 13D are materially misleading and omit material facts. As just three examples,
Mr. Shepard has omitted the material facts that: (i) during his activities, the SEC entered a
Cease and Desist Order against Mr. Shepard, with his consent, for purchasing Meridian
Insurance Group, Inc. (“MIGI”) stock on the open market dﬁring his “Dutch auction” tender
offer for MIGI stock; (ii) the Indiana Securities Commissioner entered a final order
prohibiting Mr. Shepard from proceeding with his MIGI tender offer because of his
inadequate disclosures; and (iii) although Mr. Shepard describes himself as a “catalyst” in
the Meridian-State Auto merger, he filed a lawsuit seeking to enjoin the m'erger on the
* ground that State Auto’s offer was inadequate even though it exceeded by $5 per share Mr.
Shepard’s own tender offer for the same MIGI stock.

Given the foregoing, DGI cannot publish Mr. Shepard’s shareholder proposal and
supporting statement without including all the material facts concerning Mr. Shepard’s role
in the Meridian-State Auto merger and modifying his claim to be a “catalyst” in such
merger. Moreover, there may be additional material facts concerning Mr. Shepard’s role in
the affairs of State Auto fqllowing the Meridian-State Auto merger, 21* Century Insurance

Group and Illinois Healthcare Insurance Company, which are material to Mr. Shepard’s

supporting statement.

DMEAST #14353329 v3



J. Mark McKinzie, Esquire

Gregory Shepard
December 15, 2011
Page 3

Plemletmeknowprmnpﬂyifyouarewﬂﬁpgtotryandrcachammona
supporting statement that accurately states all the material facts.

DHP/gpa .



RILEY BENNETT EXHIBIT C v
: . MARK MCKINZIE
& EGLOFF, Lip Diee Fa: (17) 955.7156
" e a— mmckinzie@rhelaw.com

E-mail:

ATTORNEYS AT LAW
Answers, Advice and Advocacy
January 9, 2012

Mr. John W. Kauffman

DUANE MORRIS LLP

30 South 17th Street
Philadelphia, Pennsylvania 19103

Re: Donegal Group Inc.
Stockholder Proposal submitted by Gregory M. Shepard

Dear Mr. Kauffma_n

In response to your letter of December 28, 2011 to the Securities and Exchange
Commission, please find enclosed a revised Shareholder Proposal and Supporting
Statement. You will note:

. The revised Proposal parallels the proposal that was at issue in First
Franklin, which you admit the SEC found to be not excludable;

J In the Revised Proposal, references to Donegal Mutual have been deleted,
rendering your comments in that regard moot; and

. In the Supporting Statement, references with regard to the Meridian-
State Auto transaction have also been deleted, rendering your comments
in that regard moot, as well.

On behalf of my client, Gregory M. Shepard, we ask that you immediately
withdraw the no-action letter request of December 28, 2011 and confirm the same to
us, in writing, no later than the end of the day on Wednesday, January 11, 2012 or by
5:00 p.m. Eastern Standard Time. You may contact me by telephone at my direct dial
number of (317) 955-7116 or by e-mail at mmckinzie@rbelaw.com.

Sincerely,

. RILEY BENN"'; 8 EGLOFF, LLP

" J, Mark McKinzie
Enclosure
cc:  David H, Pittinsky (via e-mail only)

pittinsky@ballardspahr.com
JMM/2988.501 /mcl/rim/00410951

FOURTH FLOOR # 141 B, WASHINGTON STREET ¢ INDIANAPOLIS, INDIANA 46204
TBLEPHONE: (317) 636-3000 ¢ FACSIMIL: (317) 636-8027 & WEBSITE: RBELAW.COM



SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT

Shareholder Proposal: ,

Gregory M. Shepard, *** FISMA & OMB Memorandum M-07-16 *** who individually is the
beneficial owner of 3,602,900 Class A shares and 397,100 Class B shares of common stock of Donegal
Group Inc. (“DGI"or the “Company™), submits the following proposal:

RESOLVED: That the shareholders of DGI, assembled at the annual meeting in person and by
proxy, hereby request that the Board of Directors immediately engage the services of an Investment
Banking firm to evaluate alternatives that could enhance shareholder value including, but not limited to, a
merger or outright sale of DGI, and the shareholders further request that the Board take all other steps
necessary to actively seek a sale or merger of DGI on terms that will maximize share value for
shareholders.

Supporting Statement:

DGI has not been successful in delivering a positive return for its shareholders. On December 30,
2011, DGI’s Class A and Class B stock prices were, respectively, 28% and 3% lower than five years
earlier. (On December 29, 2006, DGI’s Class A stock price was $19.59 per share and DGI’s Class B stock
price was $18.00 per share.)

As the owner of approximately 18.0% and 7.1 %, respectively, of the Class A and Class B shares
of DGl, I believe the Company’s shares trade at a substantial discount to their realizable value if combined
with another mutual insurer, Examples of such realization of value include the following transactions:
Nationwide-ALLIED (74% premium over pre-announcement share price), State Auto-Meridian (135%
premium over the share price immediately before American Union’s tender offer (State Auto outbid
American Union)), and recently announced Nationwide-Harleysville (137% premium over share price one
day preceding announcement).

The proposed Nationwide Mutual merger with Pennsylvania-domiciled Harleysville Mutual
followed by the purchase of Harleysville Group’s publicly traded shares has not yet closed. Eventually the
terms of the transaction and even the acquirer could change, as there were two (2) other competing bidders
in addition to Nationwide as disclosed in Harleysville Group’s Proxy Statement of December 23, 2011, one
of whom was Liberty Mutual. As a committed investor in DGI, it is my focus for the Company to enhance
value for its investors. Based upon the aforesaid examples (and especially the most recent example with
Harleysville), it is my opinion that no amount of rate increases, fortuitous avoidance of catastrophic storms,
or other operational improvements can unleash realization of DGI’s shares’ value as will a merger or sale
of the Company to another mutual insurer.

If other shareholders also believe that the value of DGI is not reflected in current share prices, then
the Board of Directors of DGI should take steps to realize the shares® value. The Board of Directors of DGI
can best do this by following the steps contained in the aforesaid resolution, guided by the advice of an
independent investment banker, and taking advantage of the present market for insurance company
consolidation.



- LATHROP & GAGEw»

EXHIBIT D
VIC PETERSON 100 N. RIVERSIDE PLAZA, SUITE 2100
DIRECT LINE: 312.920.3337 CHICAGO, ILLINOIS 60606
EMAIL: VPETERSON@LATHROPGAGE.COM PHONE: 312.920.3300

WWW.LATHROPGAGE.COM Fax: 312.920.3301

January 13, 2012

VIA E-MAIL (shareholderproposals@sec.gov)

Securities and Exchange Commission
Division of Corporation Finance
Office of Chief Counsel

100 F Street, N.E.

Washington, D.C. 20549

Re: . Donegal Group Inc. (“DGI™)
Securities Exchange Act of 1934 (the “Exchange Act™); Rule 14a-8
Omission of Stockholder Proposal
Submitted by Gregory M. Shepard (the “Proponent™)

Ladies and Gentlemen:

On behalf of the Proponent, we respectfully request that the Staff of the Division of
Corporation Finance (the “Staff”) decline to grant the no-action relief requested by DGI in its
letter to the Staff dated December 28, 2011 (the “DGI Letter”), and that the Staff instead concur
with the Proponent’s conclusions that DGI may not properly omit the Proponent’s revised
stockholder proposal and supporting statement attached as Exhibit A to this letter (the “Revised
Proposal™) from the proxy materials DGI will distribute in connection with its 2012 annual
meeting of stockholders (the “2012 Proxy Materials™).

In accordance with Section C of Staff Legal Bulletin No. 14D (Nov. 7, 2008) (“SLB
14D”), the Proponent is emailing this letter and the exhibits to this letter to the Commission at
shareholderproposals@sec.gov. Because the Proponent is submitting this request electronically,
pursuant to SLB 14D, the Proponent is not enclosing the additional six copies Rule 14a-8(k)
requires. Also, in accordance with Rule 14a-8(k), the Proponent is simultaneously e-mailing this
letter and its exhibits to John W. Kauffman of Duane Morris LLP, which is DGI’s counsel, and
will deliver it by overnight delivery to DGI’s attention, c/o Donald H. Nikolaus, President,
Donegal Group Inc., 1195 River Road, Marietta, PA 17547, as requested in the DGI Letter.
These deliveries inform DGI of this letter to the Staff in response to the DGI Letter. On behalf
of the Proponent, we confirm that the Proponent will promptly forward to DGI any Staff
response to this letter or DGI’s no-action request that the Staff transmits to us only.




Securities and Exchange Commission
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On November 7, 2011, the Proponent submitted a shareholder proposal and supporting
statement (the “Original Proposal™) to DGI. On December 15, 2011, David H. Pittinsky of
Ballard Spahr LLP, which is also DGI’s counsel, sent a letter to J. Mark McKinzie of Riley
Bennett & Egloff, LLP, the Proponent’s counsel, and to the Proponent declining to include the
Original Proposal in the 2012 Proxy Materials unless an agreement on its language could be
reached by December 23, 2011. No such agreement was reached in the brief timeframe offered
unilaterally by DGI, and Duane Morris sent the DGI Letter to the Staff on December 28, 2011, as
mentioned above.

On January 9, 2012, the Proponent sent to Duane Morris and Ballard Spahr a stockholder
proposal and supporting statement that is substantially similar to the Revised Proposal. The
Revised Proposal eliminates the language that DGI found objectionable. The Proponent
requested that DGI withdraw its no-action letter with the SEC. DGI has failed to respond to the
Proponent’s request to withdraw DGI’s no-action request.

This letter responds to the DGI Letter to the Staff and requests the Staff not to grant
DGI’s no-action request. For the convenience of the Staff, a redline comparison of the Revised
Proposal against the Original Proposal is attached as Exhibit B to this letter.

As DGI admits on page 7 of the DGI Letter, in its response to a request for a no-action
letter from First Franklin Corporation (available February 22, 2006), “the Staff found that a
proposal to engage the services of an investment banking firm to evaluate alternatives to enhance
stockholder value and to take all necessary steps to seek actively a sale or merger was not
properly excludable.” For the convenience of the Staff, a copy of the request by First Franklin
Corporation for a no-action letter and the Staff’s response are attached as Exhibit C to this letter.

Please note that the Revised Proposal has been phrased to match the language utilized in
First Franklin Corporation and that, as a result, all of DGI’s objections to the Original Proposal
are moot, as discussed below. In particular, the Revised Proposal states:

“RESOLVED: That the shareholders of DGI, assembled at the annual meeting in
person and by proxy, hereby request that the Board of Directors immediately
engage the services of an Investment Banking firm to evaluate alternatives that
could enhance shareholder value including, but not limited to, a merger or
outright sale of DGI, and the shareholders further request that the Board take all
other steps necessary to actively seek a sale or merger of DGI on terms that will
maximize share value for shareholders.”

The First Franklin proposal stated the following:

“RESOLVED: That the shareholders of First Franklin, assembled at the annual
meeting in person and by proxy, hereby request that the Board of Directors
immediately engage the services of an Investment Banking firm to evaluate
alternatives that could enhance shareholder value including, but not limited to, a
merger or outright sale of First Franklin, and the shareholders further request that
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the Board take all other steps necessary to actively seek a sale or merger of First
Franklin on terms that will maximize share value for shareholders.”

The only difference between the Revised Proposal and the First Franklin proposal on which it is
based is the name of the company. The Revised Proposal, just like the proposal to First
Franklin, requests the Board of Directors to consider a merger or sale of DGI, whichis a
proposal that relates to an extraordinary transaction and that, therefore, may not properly be
excluded by DGI from its 2012 Proxy Materials on the basis of Rule 14a-8(i)(7), which permits
excluding proposals relating to ordinary business operations.

The DGI Letter also argues that the Original Proposal may be excluded on the basis of
Rule 14a-8(i)(6), because DGI lacks the power or authority to implement the proposal to the
extent that it relates to Donegal Mutual Insurance Company (“DMIC”), which the DGI Letter
asserts DGI does not control. Whatever the merits of this objection with respect to the Original
Proposal, however, it does not apply to the Revised Proposal, which omits all references to
DMIC.

Similarly, the DGI Letter’s objections to the Original Proposal on the basis of Rule 14a-
8(i)(3) do not apply to the Revised Proposal. DGI alleges that the Original Proposal may be
excluded on the grounds that it violates the proxy rules, and in particular Rule 14a-9. The
Revised Proposal does not include any of the statements in the Original Proposal to which DGI
objected. All of the statements in the Supporting Statement accompanying the Revised Proposal
are fact-based, or are otherwise fair commentary of the Proponent.

For the reasons stated above, DGI has failed to satisfy its burden of showing that the
Revised Proposal may be excluded from the 2012 Proxy Materials. Accordingly, the Proponent
respectfully requests that the Staff decline to grant DGI’s no-action request.

If we can be of further assistance in this matter, please contact me by telephone at (312)
920-3337 or by e-mail at vpeterson@lathropgage.com.

Sincerely,

LATHROP & GAGE LLP

J. Victor Peterson

Cc: Gregory M. Shepard
J. Mark McKinzie, Riley Bennett & Egloff, LLP
John W. Kauffman, Duane Morris LLP, via Federal Express
David H. Pittinsky, Ballard Spahr LLP, via Federal Express
Donald H. Nikolaus, Donegal Group Inc., via Federal Express



Exhibit A
SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT

Shareholder Proposal:

Gregory M. Shepard, ** FISMA & OMB Memorandum M-07-16 ** who individually is the beneficial
owner of 3,602,900 Class A shares and 397,100 Class B shares of common stock of Donegal Group Inc.
(“DGI” or the “Company”), submits the following proposal:

RESOLVED: That the shareholders of DGI, assembled at the annual meeting in person and by proxy,
hereby request that the Board of Directors immediately engage the services of an Investment Banking firm
to evaluate alternatives that could enhance shareholder value including, but not limited to, a merger or
outright sale of DGI, and the shareholders firrther request that the Board take all other steps necessary to
wgivelywekasaleormagetofDGIontumsthatwmmmdmizesharcvahlcﬁ)rshareholden.

Supporting Statement:

DGI has not been successful in delivering a positive return for its sharcholders. On December 30, 2011,
DGP’s Class A and Class B stock prices were, respectively, 28% and 3% lower than five years earlier. (On
December 29, 2006, DGI’s Class A stock price was $19.59 per share and DGI's Class B stock price was
$18.00 per ghare.)

As the owner of approximately 18.0% and 7.1%, respectively, of the Class A and Class B shares of
DG, I believe the Company’s shares trade at a substantial discount to their realizable value if combined
with another mutual insurer. Examples of such realization of value include the following transactions:
Nationwide-ALLIED (74% premium over pre-announcement share price), State Auto-Meridian (135%
premium over the share price immediately before American Union’s tender offer (State Anto outbid
American Union)), and recently announced Nationwide-Harleysville (137% premium over share price five
days preceding announcement).

The proposed Nationwide Mutual merger with Pennsylvania-domiciled Harleysville Mutual followed by
the purchase of Harleysville Group’s publicly traded shares has not yet closed. Eventually the terms of the
transaction and even the acquirer could change, as there were two (2) other competing bidders in addition
to Nationwide as disclosed in Harleysville Group’s Proxy Statement of December 23, 2011, one of whom
was Liberty Mutual. As a committed investor in DGI, it is my focus for the Company to enhance value for
its investors. Based upon the aforesaid examples (an especially the most recent example with Harleysville),
it is my opinion that no amount of rate increases, fortuitous avoidance of catastrophic storms, or other
operational improvements can unleash realization of DGI’s shares’ value as will a merger or sale of the
Company to another mutual insurer.

If other shareholders also believe that the value of DGI is not reflected in current share prices, then the
Board of Directors of DGI should take steps to realize the shares’ value. The Board of Directors of DGI can
best do this by following the steps contained in the aforesaid resolution, guided by the advice of an
independent investment banker, and taking advantage of the present market for insurance company
consolidation.



Exhibit B
SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT

Shareholder Proposal:

Gregory M. Shepard, *** FISMA & OMB Memorandum M-07-16 *** who mdmdually is the beneﬁclal
ownerof360290001assAsharcsand397 IOOClassBsharesofcommonstockof !
j  Subinits thefel'lowmg HOPOsE

_:__DGlhasnotbeensuccessﬁﬂmdehvcrmgapomuverctmnforlts
2011, PGT’ sChssAmdelassleockpnmtadey—a»wwb'
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Washington, D.C. 20549

Re:  Donegal Group Inc. ("DGI")
Securities Exchange Act of 1934; Rule 14a-8
Omission of Stockholder Proposal (the "Original Proposal")
Submitted by Gregory M. Shepard (the "Proponent”)
Original No-Action Letter Request Dated December 28, 2011 (the "Original Request”)

Ladies and Gentlemen:

On December 28, 2011, we filed the Original Request with the staff of the Division of
Corporation Finance (the "Staff") of the Securities and Exchange Commission (the
"Commission”) on behalf of DGI. The Original Request sought, and, by this letter, continues
to seek, Staff concurrence that DGI may exclude the Original Proposal for the reasons set
forth in the Original Request.

We file this supplemental no-action request under Commission Rule 14a-8(j) in
tesponse to three letters DGI has received, all of which have been submitted on behalf of the
Proponent. Theletters are as follows:

) A letter from the Proponent dated November 7, 2011 that DGI received on
November 14, 2011 (the "First Letter"), The First Letter included the Original
Proposal. We attach a copy of the First Letter as Appendix A to our letter.
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J A letter from J. Mark McKinzie ("Mr. McKinzie") dated January 9, 2012 that DGI
received on January 9, 2012 (the "Second Letter"). The Second Letter contained
arevised and substantially different stockholder proposal (the "Second
Proposal”). We attach a copy of the Second Letter as Appendix B to our letter.

. A letter from J. Victor Peterson ("Mr. Peterson”) dated January 13, 2012 that DGI
received on January 16, 2012 (the "Third Letter"). The Third Letter included a
stockholder proposal identical to the Second Proposal (the "Third Proposal"
and, together with the Second Proposal, the "Revised Proposals”). We attach a
copy of the Third Letter as Appendix C to our letter. :

It appears that the Proponent has not complied with Staff Legal Bulletin No. 14 (July
13, 2001) ("SLB No. 14"). SLB No. 14 requires that a proponent furnish all correspondence
relating to a no-action request to the Staff, There is no information available to us that
indicates the Proponent did so with respect to the Second Letter.

SLB No. 14 further provides that a company such as DGI has no obligation to
acknowledge or accept the Revised Proposals. By this letter, on DGI's behalf, we advise the
Staff that DGI neither accepts nor acknowledges the Revised Proposals.

We further note that, even if the Proponent had timely filed the Revised Proposals, the
Revised Proposals do not adequately cure the deficiencies DGI asserted in the Original
Request.

Accordingly, we request, on behalf of DG, that the Staff continue its review of the
Original Request and grant DGI no-action relief to exclude the Original Proposal from DGI's
2012 annual proxy materials.

We further request that the Staff grant no-action relief to DGI and concur with DGI's
conclusions that DGI may, as provided in SLB No. 14, properly omit the Revised Proposals
and their respective supporting statements from the proxy materials DGI will distribute in
connection with its 2012 annual meeting of stockholders for the following reasons:

o Rule 14a-8(¢e)(2) permits the exclusion of the Revised Proposals because the
Proponent submitted the Revised Proposals after the deadline for submitting
stockholder proposals; and

° Rule 14a-8(c) permits the exclusion of the Revised Proposals because the
Revised Proposals constitute a second proposal and a third proposal in



Securities and Exchange Commission |
Page 3
January 18, 2012

violation of the rule that a stockholder may submit only one proposal in
connection with a particular stockholder meeting.

In accordance with Section C of Staff Legal Bulletin No. 14D (November 7, 2008), on
behalf of DGI, we are emailing this letter and the exhibits to this letter to the Commission at
shareholderproposals@sec.gov. Because we are submitting this request electronically, we are
. not enclosing the additional six copies Rule 14a-8(j) requires. We are also sending copies of
this letter and the exhibits to Mr. McKinzie and Mr. Peterson via e-mail and to the Proponent
by overnight delivery. On behalf of DG, we confirm that DGI will promptly forward to the
Proponent any Staff response to the Original Request and to this no-action request that the
Staff transmits only to us.

L DGI may omit the Revised Proposals because the Proponent did not timely submit the Revised
Proposals under Rule 14a-8(e).

The Proponent submitted the Second Proposal to DGI's counsel on January 9, 2012 and
the Proponent submitted the Third Proposal on January 13, 2012, Under Rule 142-8(e), the
latest date by which a DGI stockholder could have submitted a stockholder proposal for
inclusion in DGI's 2012 annual proxy materials was November 21, 2011, as DGI stated in its
definitive proxy materials in connection with DGI's 2011 annual meeting of stockholders.
Therefore, DGI may properly exclude the Revised Proposals from DGI's 2012 annual proxy
materials because they are not timely under Rule 14a-8(e). See Avalon Holdings Corporation
(available January 23, 2003) in which the Staff granted no-action relief under Rule 14a-8(e)(2)
because the company received a revised proposal after the deadline for submitting
stockholder proposals. See also, International Business Machines Corporation (available
February 2, 2005) in which the Staff granted no-action relief under Rule 142-8(e)(2) because
the company received a revised proposal after the deadline for submitting stockholder
proposals.

IL DGI may omit the Revised Proposals because the Revised Proposals exceed the one annual
stockholder proposal limitation under Rule 14a-8(c).

The Proponent submitted the Original Proposal on November 14, 2011; the Original
Proposal is the subject of the Original Request. The Proponent has not expressly withdrawn
the Original Proposal, but, in our opinion, the Proponent no longer evidences any interest in
pursuing the Original Proposal because the Proponent has submitted the Revised Proposals
together with their respective supporting statements. The Revised Proposals and their
respective supporting statements each differ materially from the Original Proposal and its
supporting statement. Under Rule 14a-8(c) "each shareholder may submit no more than one
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proposal to a company for a particular shareholders' meeting" (emphasis supplied). The
Revised Proposals differ materially from the Original Proposal and therefore constitute the
submission by the same stockholder of more than one proposal with respect to a particular
annual meeting of stockholders.

Based upon the foregoing analysis, DGI may properly exclude the Revised Proposals
from DGI's 2012 proxy materials pursuant to Rule 14a-8(e)(2) and Rule 14a-8(c).

If you have any questions or require additional information, please contact me by
telephone at (215) 979-1227 or by e-mail at jwkauffman@duanemorris.com.

Sincerely,

cc:  Donald H. Nikolaus
Frederick W. Dreher, Esq.
Gregory M. Shepard
J. Mark McKinzie, Esq.
J. Victor Peterson, Esq.



APPENDIX A

BExhibit 7.8;
Gregory M. Shepard
** FISMA & OMB Memorandum M-07-16 ***

November 7, 2011

Certified Mai

Returs Rectipt Requested
M, Donald H. Nikolans
President and CEO
Danegal Group Inc,

1195 River Road

Murletis, PA 175470902

Marlotts, PA 17547-0302
Re: Sharcholder Proposal aud Supporting Statement
Mr. Nikolans and Ms, Suith:

Enclosed is a shareliolder proposal and supportig statsment for inchusion in the proxy statement for the
emmual sharcholdors® meéting of Dovegal Group Joc: (s *Compeny™) to bo hold in Apeil 2012,

Pleass knovw it is my iotent to present the atiached shareholder proposal at the Company’s annual
shareholders’ meeting.

Wagmaamnnmummmsmmmpcmmm :
November 9, 2011 indicating that I .am. the beneficial owner 0£3 602,90091&1&511&7&! 0d/397,100 Class
B'shares.of thié comimon stock of the Compeny. As required by Ruls 14a-8;
WM«MI@WMWWM;WWM&WW&W
mmmmm@mdmmmmwmmwmmmsmﬂ
sharcholders’ mesting,

Sincerely,

w7l
Gregoty M. Shepard



SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT
Shareholder Proposal:

Gregory M., Shepard,*** FISMA & OMB Memorandum M-07-16 ***who individually is the bencficial
owner 0f'3,602,900 Class A shares and 397,100 Clasy B shares of common stock of the Company, submits
the following proposal:

Rmmumommwumgﬂompmc‘mmwmtmmmu
Directors (1) appoint & commiitiee of fudep and
directed to wark with Dézsiegal Mitual Insurance Compe :

followed by the sale or merger of DG, (2) instruct such codimTtes 1 Wapiding  banking
mnwmmmmmammmmmmmmmmmm
mmw;&mhmlummmmmwamcmmwmmu
merger of DGL

Supporting Statement: N
) Fu'mmlhnveinvmdinpublhlymdedmmofmmul imurum compavies. For

»wmmmvmaﬁmmmmsmmmwm
Del.uapdmcmy bas seyoral advantages compeared with being 8 mutnal compeny: the ability
1 f s addi "ﬁ_&xﬁﬂkyﬁﬂsﬁnchna,mdhubﬂtybwwﬁemuﬁvamm

v ageuts. - "DGT has not been successful in delivering s positive retom for its
sharahol&u. M’;MAM%BMMWMWSS%MS%MMﬁW

T TN e

'”i'_QJ%M”%de%mAMMBMI

,WMﬁwwmmmmsmmm

lhobdlﬂﬂhattheuhpof?ﬂﬁlnﬂwﬂectdhwmahmmmmm

: "‘bymudﬁmmindepmwmmm

Bt



SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20459

SCHEDULBE 13D
Under the Securities Exchenge Act of 1934
(Amecodment No3 )*

DONEGAL GROUP INC,
(Name of Issoer)

Class A Common Stock
Class B Common Stoek
(Title of Class of Securities)
Class A:; 257701201
Class B: 257701300
(CUSIP Number of Class of Seonritics)
' Gregory M. Shepard

*** FISMA & OMB Memorandum M-07-16 ***

(Wame, address and telephone number of persons

snthorized to receive notices and communieations.

on hehalf of person(s) filing statement)
November 7, 2011

(Dato of Event which Requices Filing of this Statement)

I tho filing person bas previously filod a statement on Schedule 13G to report the acquisition which is the suhject of this
Schedulo 13D, and is filing this schedule because of Rule 13d-1(b)X(3) or (4), check the following box [ 1.
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Class A CUSIP No. 257701201 and Class B CUSIP No. 257701300

1.  NAMBOF REPORTING PERSON
§.8. OR LR 8. IDENTIFICATION NOS. OF REPORTING PERSON
Gregory M. Shepard
2. CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP
@1}
_ . ® )
3.  SECUSEONLY
4.  SOURCEOFFUNDS . »
PF
5. CHECK BOX IF DISCLOSURE OF LEGAL PROCEEDINGS IS REQUIRED PURSUANT TO ITEMS %(d) OR 2(¢) o
. X
6. CITIZENSHIP OR PLACE OF ORGANIZATION
United States of America-
7.  SOLEVOTING POWER
NUMBER OF SHARES
BENEFICIALLY Class A 3,602,900; Class B397,100
OWNED BY EACH :
REPORTING PERSON 8.  SHARED VOTING POWER
WITH )

11,

12..

13,

14,

£
S. SOLE DISPOSITIVE POWER
Clsss A 3,603,900; Class B 397,100
10. SHARED DISPOSITIVE POWER
£0-
AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
Class A 3,602,900; Class B 397,100
CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (11) EXCLUDES CERTAIN SHARES
[1
PERCENT OF CLASS REPRESENTED BY AMOUNT INROW (11)
Class A 18.04%; Cinss B 7.12%
.TYPB OF REPORTING FERSON
N

L Ve,



SCHEDULE '13D
TEMA1. SECURITY AND ISSUER.

The Scheduls 13D filed with the Securities'and Exchange Commiasion on July 12, 2010 (the *Initlal 13D%)
by the Fliing Person with respect to the Class A Shares and Class B Shares of Donegal Group inc., a
Delaware corporation (the "lssuer”), Is hereby amended to furnish the additional information set forth
hereln. Al capitalized terms contained herein but not otheswise defined shali have the meanings ascribed
to such tarms in the Initial 13D.

ITEM 3. SOURCE AND AMOUNT OF FUNDS OR OTHER CONSIDERATION.
ITEM 3 OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:

The Filing Person owns 3,602800 Class A Shares and 397,100 Class B Sheres purchased for
$51,824,532 and $6,639,668, respectively (including commissions). The source of funding for the
purchase of these Shares was personal funds.

ITEM 4 OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:

On November 7, 2011, the Fliing Person submitted the following pro_posal {o be presented and voted
upon at the Issuer's 2012 Annua) Mesting of Shareholders:

Resolved, thet the sharsholders of Donega! Group Inc. ("'DGI") hereby request that the Board of Directors
(1) appoint 8 commiites of independent, non-management directors who are authorized and directed to
work with Donegal Mutual insurance Company (*DMIC”) to explore strateglc altemnatives to maximize
sharehokier vaiue, including consideration of @ merger of DMIC with another mutusl insurer foowed by
the sale or merger of DGI, (2) Instruct such committee to retain a leading investment banking firm to
advise the committee with respect to such strategic alternatives and (8) authorize the commiites and
investment banking firm to solicit and evaluate oﬂbrsforthe.margarof DMIC followed by the sale or
merger of DGI.

A copy of the proposal and supporting statement are attached hereto as Exhiblt 7.8,

The Fliing Person Intends to review his Invesiment In the issuer on a continuing basls, Depending on
various factors including, without iimitation, the Issuer’s financlal position, results and strategic direction,

Pagoe 3 of 6
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prioelavelsofttmICIassAand Class B Shares, the Issuer’s response to the actions suggested by the
Fling Person, actlons taken by management and the Board of Directors of the Issuer, other lnvestment
opportunities available to the Fiing Person end capltal avalisblity and applicable regulatory and legel
constraints, conditions In the securltles and capital marksts, and geners! economic and Industry
conditions, the Fillng Person may, from time to time and at any time, In the future take such actions with

respect 10 his Investment In the Issuer as he deems appropriate Inchuding, but not limited to:

communicating with manegement, the Board, other stockholders, Industry participants and other
interested or relevant parties (Including financing sources and financial advisors) about the Issuer or
proposing a potential or other transaction Involving the lssuer and about various other matters, including
the operations, business, strategic plans, assets and capital structure of the issuer or one or more of the
other ltems described In subparagraphs (a)-(J) of item 4 of Scheduls 13D; requesting or proposing one or
more nominees to the Board of Directors of the Issuer; purchasing additional securities of the lssuer In
the open market or ctherwise; entering into financial struments or cther agreements that Increase or
decreas the Filing Person's economic exposure with respect to his Investment in the ssuer; andfor
engaging In any hedging or simRar transactions with respect to such holdings. The Fikng Person reserves
the right to change his current plans and Intentions with respect o any and all matters referred to In ltem
4 of Schedule 13D based on any of the foregoing factors or otherwise or to sell or distribute soms or afl of
his respective holdings in the issuer, at any ime and from time to tims, In the open market, In private
transactions or otherwise, '

ITEM 5. INTEREST IN SECURITIES OF THE ISSUER.

ITEMS 5 (a) AND 5 (b) OF THE INITIAL 18D ARE HEREBY AMENDED AND RESTATED IN THERR
ENTIRETY AS FOLLOWS:

8) As of-the close of business on November 7, 2011, the Filng Person may be deemed to
" beneficially own, in the aggregate, 3,602,900 Class A Shares and 397,100 Class B Shares,
representing approximately 18.04% and 7.12%, respectively, of the lssuer's outstanding Class A
Shares and Ciass B Shares (based upon the 19,975,809 Class A Shares and 5,678,775 Class B
Shares stated to be outstanding as of October 31, 2011 by the Issuer In the [ssuer's Form 10-Q,

filed with the Securitles and Exchangs Commission on November 4, 2011).

b) The Filing Person has sole voting power and sole dispositive power with respect to 3,802,800
Class A Shares and 387,100 Class B Shares. The Fling Person has voting power In the
aggregate equal to approximately 8.98%.

ITEM 8 (c) OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:

Page 4 of 6
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c) The following table sats forth all purchases with respect to Class A Shiwes and Class B Shares
effacted during the past sixty (80) days by the Flllng Person. All such transactions were effecied
in the open maerket, and the ?able includes commisslons peid.

Price Shares Amount

Per
| o7/ 1318 400 _S5,277.00 |

Sole  #ofClassB

Price Shares Amount

Per
Date Shave Sold Recelved
111/0711 16.00 360 5,756.20

ITEM7. MATERIAL TO BE FILED AS EXHIBITS.

7.8 Proposal and Supporting Statement

SIGNATURE

After reasonable inquiry and to the best of his knowledge and bellef, the undersigned certifles thet
the information set forth In this statement is true, complete and correct.

DATED: November 9, 2011

~ Gregory M. Shepard

Pags 5 of6
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Bxhibit 7.8:

Gregory M. Shepard
*+ FISMA & OMB Memorandum M-07-16 ***

November 7, 2011

Cartified Mall
Return Recelpt Reguested

Mr. Donald H, Nikolaus
Presidest and CEQ
Donegal Group Inc,

1195 River Road
Marietts, PA 17547-0302

Ms. Sheri O, Smith
Corporate Sccretary
Donegal Group Ino.

1195 River Road
Merietta, PA 17547-0302

Re: Sharcholder Proposal and Supporting Statement
Doar Mr. Nikolas and Ms. Smith:

me&nmm sind gupperting staternent for inolusion in the proxy stetement for the
holdeirs® moeting of Donogal Groep Inc, (the “Compeny”) to be held in April 2012,

rmmai-mymmmmmmmmmmum Company’s annual
shareholders’ meeting.

Bndmedincowof ‘?SMbISDtobeﬂledwnhﬂmSemﬁﬁeslnGMm Commission.on

ber 9, 2011 fndicating that  am tha beneficia] muza,suz,eoocusum-ndsw.wocm
Secmﬁam:oﬂ%&l(i)mmmlym mm-motummmmgw
mmpmm,mmuuamhoummwmmamwam
sharcholders’ moeting.

Sincerely,

PENERR 3
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SHAREHOLDER FROPOSAL AND SUPPORTING STATEMENT
Shareholder Proposal:

Grogory M. Shepard,”™ FISMA & OMB Memorandum M-07-16 "*mmvm]y is the benoficie]
owner of 3,602,900 Class A shares and 397,100 Class B shares of common atock of the Company, submits
ths following proposal:

WMM:MMMMMIG@MCWMMM&WGI
Dirm;(t)appohta_'_ﬂ_"_'__; 5 0f indepéndent; ; dmm mherludnl

alne, ook mﬂdunhnotamupr, Mmmmm
mmmdby&cnbwmuwmmmmd: cmiites 1o retain a leading: investment banking
firm to sdvise the committcs with respect to such strateglc alternatives and (3) authorize the committes mnd
mmmmm&mwnmmwmmmrmmmofmmwmmw
morger of DGL

.Supporting Statement:

mmmxmmhp&wwmmammmmm For
wmmphhﬁqm med ) Tnstsran 'emp,mc-mmmdmmmnynm

mmmmﬂ m ' : :
mmmmammmwmmm spmdmo.

; io.company; has s¢ mtages compared with being'a mutual company: the ability
to raise capital; additional jphure; atid s ability to provide inceotives to menagement,
d agenty, “Howevst; DOT has 1ot been: soccesstul fn dolivering a positive rotum forits -
y MAmmBmmwmmmsa%mmmwmﬂw

""',"-ws%mdm%mmhcumdwmusAmdMBlhares,l

x_ﬂnnzoo%mthmmhubhmﬂmbhed

mpmvmtammlushmdhdnnofmram mvdueaswnlamgerofbmcwiﬂlmth«
mntual insurer,. fnllowedhythe",'_’f 8t ofBGl‘spuhhcsbuu.
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RILEY BENNETT . -
& EGLOFF, LLP e

Direct Fax: (317) 955-7156
B soni samckinsiciobel
ATTORNEYS AT Law

Answers, Advice and Advocacy .
Janmuary 9, 2012

.VIA E-m A.'ND U.S. MAIL

W] luanemorris.com
Mr. John W. Kauffman

DUANE MORRIS LLP

30 South 17th Street
Philadelphia, Pennsylvania 19103

Re: Donegal Group Inc.
 Stockholder Proposal submitted by Gregory M. Shepard

Dear Mr. Kauffman:

In response to your letter of December 28, 2011 to the Securities and Exchange

Commission, please find enclosed. a revised Shareholdcr Proposal and Supportmg
Statement. You will note:”

. The revised Proposal parallels the proposal that was at issue in First
Frankiin, which you admit the SEC found to be not excludable;

. In the Revised Proposal, references to Donegal Mutual have been deleted,
rendering your comments in that regard moot; and

. In the Supporting Statement, references with regard to the Meridian-

State Auto transaction have also been deleted, rendering your comments
in that regard moot, as well.

On behalf of my client, Gregory M. Shepard, we ask that you immediately
withdraw the no-action letter request of December 28, 2011 and confirm the same to
us, in writing, no later than the end of the: day onWednesday January 11, 2012 or by
5:00 p.m. Eastern Standard Time. You may contact mé: by telephone at my direct dial
number of (317} 955-7116 or by e-mail at mmekinzie@rbelaw.cox

Sincerely,

J. Mark McK.i:tizic
Enclosure

cc:  David H. Pittinsky (via e-mail only)

: pittinsky@ballardspahr.com
JMM /2988.501 /mel/rlm /00410951

' FOURTH FLOOR ¢ 141 E. WASHINGTON STREET ¢ INDIANAPOLIS, INDIANA 46204
TELEPHONE: (317) 636-8000 & FACSIMILE: (317) 636-8027 # WEBSITE: REELAW.COM



SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT
Sharebolder Proposal:

Gregory M. Shepard, ** FISMA & OMB Memorandum M-07-16 *** who individually is the
beneficial owner of 3,602,900 Class A shares and 397,100 Class B shares of common stock of Donegal
Group Inc. (“DGI"or the “Company™), submits the following proposal:

proxy; hereby request that the Board of Dir .
‘Banking firm 10 evaluate alternatives that cox C : : t-Him
‘merger or-outright sals of DG, and the sharchio) ﬁmrmmmmmaumm
Tieoessary to actively seek a saleor of DGL:oh térmis that-will maximize share vatus for
shareholders.

RESOLVED: That the sharcholders of DGI assembled atthe annual meetmg mperson andby

Supporting Statement:

DGI has not been successful in delivering a positive return for its shareholders. On December 30,
2011, DGPs Class A and Class B stock prices were, respectively, 28% and 3% lower than five years
earlier. (On December 29, 2006, DGI’s Class A stock price was $19.59 per share and DGI's Class B stock
price was $18.00 per share.)

As the owner of approximately 18.0% and 7.1 %, respectively, of the Class A and Class B shares
of DG, 1 believe the Company’s shares trade at a substantial discount to their realizable value if combined
with another mutual insurer. Emnples of such realization of value include the following transactions:
Nationwide-ALLIED (74% premivum over pre-announcement share price), State Auto-Meridian (135%
presnium over the share price immediately before American Union’s tender offer (State Auto outbid
American Union)), and recently announced Nationwide-Harleysville (137% premium over share price one
day preceding announcement).

The proposed Naﬁenwxde;Mntualmemer vmh Peansylvania-domiciled Harleysville Mutual
followed by the purchase of Harleys ille Group’s publicly. traded shares has not yet closed. Eventually the
terms:of the transaction and even the ace wuldchmge. as: them were two (2) othér competing bidders.
in addition to Nationwide as disclosed in Harleysville Group’s Proxy. Statemiént of December 23,2011, one.
of whom was Liberty Mutual. As a committed investor in DGI,/itis 10y focus for the Company to enhance
value for its investors. Basedupontheaﬁxesud examples (and especially the most recent exxample with
Harleysville), it is my opinion that no amount of rate increases, fortuitous avoidance of catastrophic storms,
or other operational improvements can unleash realization of DGI’s shares’ value as will a merger or sale
of the Company to another mutual insurer. .

If other shareholders also believe that the value of DGI is not reflected in current share prices, then
the Board of Directors of DGI should take steps to realize the shares’ value. The Board of Directors of DGI
can best do this by following the steps contained in the aforesaid resolution, gnided by the advice of an

independent investment banker, and taking advantage of the present market for insurance company
consolidation. .



APPENDIX C

LATHROP & GAGEus

VIC PETERSON 100 N. RIVERSIDE PLAZA, SuITE 2100
DIReCT LINE: 312,920,3337 CHICAGO, ILLINOIS 60606

EMAIL: VPETERSON® LATHROPGAGE.COM PHONE: 312.920.3300
WWW_LATHROPGAGE.COM Fax: 312.920.3301

January 13, 2012

VIA E-MAIL (sharehol osals@sec.gov

Securities and Exchange Commission
Division of Corporation Finance
Office of Chief Counsel

100 F Street, N.E.

Washington, D.C. 20549

Re:  Donegal Group Inc. (“DGI™)
Securities Exchange Act of 1934 (the “Exchange Act™); Rule 14a-8
Omission of Stockholder Proposal
Submitted by Gregory M. Shepard (the “Proponent™)

Ladies and Gentlemen:

On behalf of the Proponent, we respectfully request that the Staff of the Division of
Corporation Finance (the “Staff”) decline to:grant the na-actlen relief requested by DGI in its
letter to the Staff dated December 28, 2011 (the “DGI'L ), and that the ‘Staff instead concur
with the Proponent’s conclusions that DGI may rot prepcrly omit the Proponent”s: rcmsed
stockholder proposal and sug statement attached as Bxhibit A'to this letter (the “Revised
Proposal™) from the proxy materials DGI will distribute in connection with its 2012 anhual

' mésting of stockholders. (the: “9012 Proxy Materials™).

‘In accordance with Séction C of Staff Legal Bulletin No. 14D (Nov. 7, 2008) (“SLB
14D”) thc Pmponcnt is emmhng this letter and the exhibits to this letter to the Commission at
« 'o’v. Becausc thc Pmponent ;s submxtung thxs rcquest ectremcally,

Donegal Gmup Inc ' 3

Thiese deliverics inform, D, I-of thls lettertgtheStaﬁ' in mpanse t6.the DGI Lettcr Onbehalf
of the Proponent, we confirm that the Proponent. will promptly forwerd to DGlL-any: Staff
response to this letter or DGI’s no-action request that the Staff transmits to us only.

DM2V2042353.1
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On November 7, 2011, the Proponent submitted a shareholder proposal and supporting
statement (the “Original Proposal”) to DGI. On December 15, 2011, David H. Pittinsky of
Ballard Spahr LLP, which is also DGI’s counsel,;sentaletterto J. Mal:kMdezw of Riley:
Bennett & Egloff, LLP, the Proponent’s counsel,-afid t6 the Proponent. ing
Original Proposal in the 2012 Proxy Materials: unless an agreement on' 1ts languag could be:
reached by December 23, 2011. No such agreenieit was feached in the brief timefratne offere
unilaterally by DGI, and Duane Morris scnttheDGILetterto the Staff on December 28, 2011, as
mentioned above.

On January 9, 2012, the Proponent sent to Duane Morris and Ballard Spahr a stockholder
proposal and supporting statement that is substantially similar to the Revised Proposal. The
Revised Proposal eliminates the language that DGI found objectionable. The Proponent
requested that DGI withdraw its no-action letter with the SEC. DGI has failed to respond to the
Proponent’s request to withdraw DGI’s no-action request.

This letter responds to the DGI Letter to the Staff and requests the Staff not to grant
DGI’s no-action request. For the convenience of the Staff, a redline comparison of the Revwed
Proposal against the Original Proposal is attached as Exhibit B to this letter.

As DGI admits on page 7 of the DGI Letter, in its response to a request for a no-action
letter from First Franklin Corporation (available February 22, 2006), “the Staff found that a
proposal to engage the services of an inivestment banking firm to evaluate alternatives to enhance
stockholder value and to take all necessary steps to seek actively a sale or merger was not
properly excludable.” For the convenience of the Staff, a copy of the request by First Franklin
Corporation for a no-action letter and the Staff’s response are attached as Exhibit C to this letter.

Please note that the Revised Proposal has been phrased to match the language utilized in
First Franklin Corporation and that, as a result, all of DGI’s objections to the Original Proposal
are moot, as discussed below. In particular, the Revised Proposal states:

“RESOLVED: That the shareholders of DGI, assembled at the annual meeting in
person and by proxy, hereby request that the Board of Directors immediately
engage the services of an Investment Banking firm to evaluate alternatives that
could enhance shareholder value including, but not limited to, a merger or
outright sale of DGI, and the shareholders further request that the Board take all
other steps necessary to actively seek a sale or merger of DGI on terms that will
maximize share value for sharcholders.”

The First Franklin proposal stated the followiqg:

“RESOLVED: That the shareholders of First Franklin, assembled at the annual
meeting in person and by proxy, hereby request that the Board of Directors
immediately engage the services of an Investment Banking firm to evaluate
alteratives that could enhance shareholder value including, but not limited to, a
merger or outright sale of First Franklin, and the sharcholders further request that
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the Board take all other steps necessary to actively seek a sale or merger of First
Franklin on terms that will maximize share value for shareholders.”

The only difference between the Revised Proposal and the First Franklin proposal on which it is
based is the name of the company. The Revised Proposal, just like the proposal to First
Franklin, requests the Board of Directors to consider a merger or sale of DGI, whichisa
proposal that relates to an extraordinary transaction and that, therefore, may not properly be
excluded by DGI from its 2012 Proxy Materials on the basis of Rule 14a-8(i)(7), which permits
excluding proposals relating to ordinary business operations.

The DGI Letter also argues that the Original Proposal may be excluded on the basis of
Rule 14a-8(iX6), because DGI lacks the power or authority to implement the proposal to the
extent that it relates to Donegal Mutual Insurance Company (“DMIC™), which the DGI Letter
asserts DGI does not control. Whatever the merits of this objection with respect to the Original

Proposal, however, it does not apply to the Revised Proposal, which omits all references to
DMIC.

Similarly, the DGI Letter’s objections to the Original Proposal on the basis of Rule 14a-
8(i)(3) do not apply to the Revised Proposal. DGI alleges that the Original Proposal may be
excluded on the grounds that it violates the proxy rules, and in particular Rule 14a-9. The
Revised Proposal does not include any of the statements in the Original Proposal to which DGI
“ objected. All of the statements in the Supporting Statement accompanying the Revised Proposal
are fact-based, or are otherwise fair commentary of the Proponent.

For the reasons stated above, DGI has failed to satisfy its burden of showing that the
Revised Proposal may be excluded from the 2012 Proxy Materials. Accordingly, the Proponent
respectfully requests that the Staff decline to grant DGI’s no-action request.

If we can be of further assistance in this matter, please contact me by telephone at (312)
920-3337 or by e-mail at vpeterson(@lathropgage.com.

Sincerely,
LATHROP & GAGE LLP

J chtor Pcterson .‘

Cc:  Gregory M. Shepard
J. Mark McKinzie, Riley Bennett & Egloff, LLP
John W. Kauffinan, Duane Morxis LLP, via Federal Express
David H. Pittinsky, Ballard Spahr LLP, via Federal Express
Donald H. Nikolaus, Donegal Group Inc., via Federal Express



4 Exhibit A
SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT
Sharcholder Proposal:

Gregory M. Shepard, *** FISMA & OMB Memorandum M-07-16 *** who individuslly is the beneficial
owner of 3,602,900 Class A shares and 397,100 Class B shares of common stock of Donegal Group Inc.

(“DGT” or the “Company™), submits the following proposal:

 RESOLVED: That the sharcholders of DGI, assembled at the anmnual meeting in person and by proxy, .
hercby request that the Board 6f Directors immediately cogage the services of an Investment Banking firm
to evaluate alternatives that could enbance shareholder value including, but not limited to, 8 merger or
outright sale of DGI, and the shareholders further request that the Board take all other steps necessary to
actively seek a sale or merger of DGI on terms that will maximize share value for sharcholders.

Supporting Statement:

DGI bas not been successful in delivering a positive return for its shareholders. On December 30, 2011,
DGI’s Class A and Class B stock prices were, respectively, 28% and 3% lower than five years earlier. (On
December 29, 2006, DGI’s Class A stock price was $19.59 per share and DGI's Class B stock price was
$18.00 per share.)

As the owner of approximately 18.0% and 7.1%, respectively, of the Class A and Cless B shares of
DG, I believe tho Company’s shares trade at a substantial discount to their realizable value if combined
with another mutual jnsurer, Examples of such realization of value include the following transactions:
Nationwide-ALLIED (74% premium over pre-announcement share price), State Auto-Meridian (135%
premium over the share price immediately before American Union’s tender offer (State Auto outbid
American Union)), and recently anmnounced Nationwide-Harleysville (137% premium over share price five
days preceding announcement). .

The proposed Nationwide Mutual merger with Pennsylvania-domiciled Harleysville Mutual followed by
the purchase of Harleysville Group’s publicly traded shares has not yet closed. Eventually the terms of the
transaction and even the acquirer could change, as there were two (2) other competing bidders in addition
to Nationwide as disclosed in Harleysville Group’s Proxy: Statement of December 23,2011, one of whom
was Liberty Mutual, As a committed iuvestor in DG, it is my focus for the Compeny to enhance value for
its investors. Based upon the aforesaid examples (an especially the most recent example with Harleysville),
it is my opinion that no amount of rate increases, fortuitous avoidance of catastrophic storms, or other
operational improvements can unleash realization of DGI's shares’ value as will a merger or sale of the
Company to another mutual insurer.

If other shareholders also believe that the value of DGI is not reflected in current share prices, then the
Board of Directors of DGI should take steps to realize the shares® value. The Board of Directors of DGI can
best do this by following the steps contained in the aforesaid resolution, guided by the advice of an
independent investment banker, and taking adventage of the present market for insurance company
consolidation. '



Exhibit B
SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT

~ Shareholder Proposal:

Gregory M. Shepard, *** FISMA & OMB Memorandum M-07-16 *** who individually is the beneficial
owner of 3,602,900 Class A shares and 397,100 Class B shares of common stock of Donegal Group Igc,
CDGI or the Company”Company”), submits the following proposal:

_:,;:,.4 A b Mw
- DGI has not been successful in delivering a positive return for its

shareholders. MM:MAMWBMWWMWW

As the owner of agproximately 29-5]8.0% and 28:9%-7,1%, respectively, of the publicly-traded-Class A
and Class B shares of DGI, I believe the Company’s shares trade at 2 gubstantigl discount ef mere-than
Qoo%-tothmrmhublevamclfcombmedwuhmothcrmnmalmsm Examplesofmchmhzanonof







DUANE MORRIS FIRM and AFFILIATE

OFFICES

NEW YORK
LONDON
JOHN W. KAUFFMAN m:m
DIRECT DIAL: 215.979.127 _ CHICACO
PERSONAL FAX: 215.689.2724 WASHINGTON, DC
E-MAIL: jwkauffmen@duanemorris.com . SAN FRANCISCO
SAN DIEGO
BOSTON
HOUSTON
LOS ANGELES
HANOI

HOCHI MINH CITY
January 18, 2012 Pl
BALTIMORE

VIA E-MAI], (shareholderproposals@sec.gov ) w&

CHERRY HILL

BOCA RATON
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~ Washington, D.C. 20549

Re:  Donegal Group Inc. ("DGI")
Securities Exchange Act of 1934; Rule 14a-8
Omission of Stockholder Proposal (the "Original Proposal”)
Submitted by Gregory M. Shepard (the "Proponent”)
Original No-Action Letter Request Dated December 28, 2011 (the "Original Request")

Ladies and Gentlemen:

On December 28, 2011, we filed the Original Request with the staff of the Division of
Corporation Finance (the "Staff") of the Securities and Excharige Commission (the
"Commission”) on behalf of DGI. The Original Request sought, and, by this letter, continues
to seek, Staff concurrence that DGI may exclude the Original Proposal for the reasons set
forth in the Original Request.

We file this supplemental no-action request under Commission Rule 14a-8(j) in
response to three letters DGI has received, all of which have been submitted on behalf of the
Proponent. The letters are as follows:

. A letter from the Proponent dated November 7, 2011 that DGI received on
November 14, 2011 (the "First Letter”). The First Letter included the Original
Proposal. We attach a copy of the First Letter as Appendix A to our letter.

DUANB MORRIS LLP
30SouUTH 17™ STREET PHILADELPHIA, PA 19103-4196 PHONE: 215.979.1000 FAX: 215.979.1020




Securities and Exchange Commission
Page 2
January 18, 2012

. A letter from J. Mark McKinzie ("Mr. McKinzie") dated January 9, 2012 that DGI
received on January 9, 2012 (the "Second Letter"). The Second Letter contained
a revised and substantially different stockholder proposal (the "Second
Proposal”). We attach a copy of the Second Letter as Appendix B to our letter.

. A letter from J. Victor Peterson ("Mr. Peterson") dated January 13, 2012 that DGI
received on January 16, 2012 (the "Third Letter"). The Third Letter included a
stockholder proposal identical to the Second Proposal (the "Third Proposal”
and, together with the Second Proposal, the "Revised Proposals”). We attach a
copy of the Third Letter as Appendix C to our letter.

It appears that the Proponent has not complied with Staff Legal Bulletin No. 14 (July
13, 2001) ("SLB No. 14"). SLB No. 14 requires that a proponent furnish all correspondence
‘relating to a no-action request to the Staff. There is no information available to us that
indicates the Proponent did so with respect to the Second Letter.

SLB No. 14 further provides that a company such as DGI has no obligation to
acknowledge or accept the Revised Proposals. By this letter, on DGI's behalf, we advise the
Staff that DGI neither accepts nor acknowledges the Revised Proposals.

We further note that, even if the Proponent had timely filed the Revised Proposals, the
Revised Proposals do not adequately cure the deficiencies DGI asserted in the Original
Request. '

Accordingly, we request, on behalf of DGI, that the Staff continue its review of the
Original Request and grant DGI no-action relief to exclude the Original Proposal from DGI's
2012 annual proxy materials.

We further request that the Staff grant no-action relief to DGI and concur with DGI's
conclusions that DGI may, as provided in SLB No. 14, properly omit the Revised Proposals
and their respective supporting statements from the proxy materials DGI will distribute in
connection with its 2012 annual meeting of stockholders for the following reasons:

. Rule 14a-8(e)(2) permits the exclusion of the Revised Proposals because the
Proponent submitted the Revised Proposals after the deadline for submitting
- stockholder proposals; and

J Rule 14a-8(c) permits the exclusion of the Revised Proposals because the
Revised Proposals constitute a second proposal and a third proposal in
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violation of the rule that a stockholder may submit only one proposal in
connection with a particular stockholder meeting.

In accordance with Section C of Staff Legal Bulletin No. 14D (November 7, 2008), on
behalf of DGI, we are emailing this letter and the exhibits to this letter to the Commission at
shareholderproposals@sec.gov. Because we are submitting this request electronically, we are
not enclosing the additional six copies Rule 14a-8(j) requires. We are also sending copies of
this letter and the exhibits to Mr. McKinzie and Mr. Peterson via e-mail and to the Proponent
by overnight delivery. On behalf of DGI, we confirm that DGI will promptly forward to the

Proponent any Staff response to the Original Request and to this no-action request that the
Staff transmits only to us.

L DGI may omit the Revised Proposals because the Proponent did not timely submit the Revised
Proposals under Rule 14a-8(e).

The Proponent submitted the Second Proposal to DGI's counsel on January 9, 2012 and
the Proponent submitted the Third Proposal on January 13, 2012. Under Rule 14a-8(e), the
latest date by which a DGI stockholder could have submitted a stockholder proposal for
inclusion in DGI's 2012 annual proxy materials was November 21, 2011, as DGI stated in its
definitive proxy materials in connection with DGI's 2011 annual meeting of stockholders.
Therefore, DGI may properly exclude the Revised Proposals from DGI's 2012 annual proxy
materials because they are not timely under Rule 14a-8(e). See Avalon Holdings Corporation
(available January 23, 2003) in which the Staff granted no-action relief under Rule 14a-8(e)(2)
because the company received a revised proposal after the deadline for submitting
stockholder proposals. See also, International Business Machines Corporation (available
February 2, 2005) in which the Staff granted no-action relief under Rule 14a-8(e)(2) because
the company received a revised proposal after the deadline for submitting stockholder
proposals.

L DGI may omit the Revised Proposals because the Revised Proposals exceed the one annual
stockholder proposal limitation under Rule 14a-8(c).

The Proponent submitted the Original Proposal on November 14, 2011; the Original
Proposal is the subject of the Original Request. The Proponent has not expressly withdrawn
the Original Proposal, but, in our opinion, the Proponent no longer evidences any interest in
pursuing the Original Proposal because the Proponent has submitted the Revised Proposals
together with their respective supporting statements. The Revised Proposals and their
respective supporting statements each differ materially from the Original Proposal and its
supporting statement. Under Rule 14a-8(c) "each shareholder may submit no more than one
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proposal to a company for a particular shareholders’ meeting” (emphasis supplied). The
Revised Proposals differ materially from the Original Proposal and therefore constitute the
submission by the same stockholder of more than one proposal with respect to a particular
annual meeting of stockholders.

Based upon the foregoing analysis, DGI may properly exclude the Revised Proposals
from DGI's 2012 proxy materials pursuant to Rule 14a-8(e)(2) and Rule 14a-8(c).

If you have any questions or require additional information, please contact me by
telephone at (215) 979-1227 or by e-mail at jwkauffman@duanemorris.com.

Sincerely,

N
W.Ka

cc:  Donald H. Nikolaus
Frederick W. Dreher, Esq.
Gregory M. Shepard
J- Mark McKinzie, Esq.
J. Victor Peterson, Esq.
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Exhibit 7.8: _
Gregory M. Shepard
*** FISMA & OMB Memorandum M-07-16 ***

November 7, 2011

Certified Mail

Retgrp Receipt Requesied
Mr. Donald H. Nikolaus
President and CEO
Donogal Group Inc.

1195 River Road .
Maristts, PA 175470302

_ Ms. Shexi O. Smith

Cosporate Secratary

Donegal Group Inc.

1195 River Road

Maristts, PA 175470302

Re: Shareholder Proposal and Supporting Statemeat

Enclosed is a shareholder proposal and supporting statement for inclision in the proxy statement for the
ammual sharcholders® meeting of Donegal Groep Inc. (e “Company™) to be held in April 2012.

" Please know it is my intent to preseat the attached shareholder proposal at the Company’s anmual

shareholders’ mesting.

Bnclosed is a copy of a Scheduls 13D to be filed with the Secwrities and Exchange Commissionon -
Novembex 9, 2011 indicating that I am the beneficial owner of 3,602,900 Class A shares and 397,100 Class

B shares of the commmon stock of the Company. As required by Ruls 14a-8

Securities Act of 1934, I.(i) have continuously held shaves with a market value of at least $2,000 for longer
than the provious year, and (i) intend to hold these shares through the date of the Company’s anmoal
sharebolders’ meeting. : :



SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT
Sharcholder Proposak: _
Gregory M. Shepard, *** FISMA & OMB Memorandum M-07-16 ** who individually is the beneficial

owner of 3,602,900 Class A shares and 397,100 Class B shares of common stock of the Company, submits
the following proposal:

Resolved, that the sharcholders of Donegal Group Inc. (“DGI”) hereby request that the Board of
Directors (1) sppoint a committee of independent, non-management directors who are authorized and
directed to work with Donegal Muntual lnsurance Compeny (“DMIC™) to explore strategic alternatives to
maximize shereholder value, inclnding consideration of a merger of DMIC with ancther mutual insarer
followed by the sale or merger of DG, (2) instruct snch committee to retain » leading investment banking
firm to advise the conmmittee with respoct to such strategic alternatives and (3) authorize the commiitee and
mewmwmmwumamcmwmma
IerEeT

Supportiag Statement:

For many years, I have invested in publicly traded subsidiaries of mutual insurance companies. For
example, in the past I owned 20% of Meriiian Inswrance Group, Inc. ("MIGI™) and was the catalyst who
" provided the opportunity for State Auto Muinal Insurance Company*s mezger with Meridian Mutoal
Insurznce Cowpany, followed by State Auto Mutual’s parchase of MIGI's publicly traded shares, My
efforts helped to deliver the shares® truo value to MIGI's publicly traded shareholders, with 2 135%
preminm over the valuation of those shares prior to State Avto Mutual’s purchase.

asapnbl!cemy has several advantages compared with being a mutual compeny: (heabihty
to raise capital; additional flexibility to restructure; and the ability to provide incentives to management,
employees, and agents. However, DGI bas not been successful in delivering a positive retum for its
shareholders. DGl'lmusAlndChssBstmkpncesmhymmpwuvelyﬂ%mds%hwmm
years ago.

'Asﬂnomofappmdmly”ﬂmdzxs%ofﬂmpnbﬁdymdedChuAmdmusBﬂmu,I .
believe the Company’s shares trade at a discount of more than 200% to their realizable valve if combined
withmodmmmalmsw Examples of such realization of value includoe the Nationwide-ALLIED, Stato

and rocently announced Nationwide-Harleysville transactions. As a committed investor in
DG], it is my focus for the Company to enhance value for its investors. Based upon the aforesaid
aumphgmmﬂofnbmmﬂmmmdmceofmmophicmmmm

can unleash realization of DGI's shares® true value as will a merger of DMIC with another
mutual insurer, followed by the purchase of DGI’s public shares,

If other sharcholders also belicve that the value of DGI is not reflected in current share prices, then the
board znd management of DGI-have an obligatiou to take steps to realize the shares® true vatue. The board
and menagement of DGI can best do this by taking the three steps contained in the aforesaid resolution,
guaided by the advice of an independent investment benker. )

st



SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20459

SCHEDULE 13D
Under the Securities Bxchange Act of 1934

(Amendment No3 )*

DONEGAL GROUP INC,
(Name of Issuer)

Class A Common Stock
Class B Common Stock
(Title of Class of Securitics)
Class A: 257701201
Class B: 257701300 )
(CUSIP Number of Class of Securitics)
Gregory M. Shepard
»* EISMA & OMB Memorandum M-07-16 ***
(Name, address and telephone number of persons
authorized to receive notices and commmmications.
on behalf of perzon(s) filing statement)
. November7,2011
{Date of Eveat which Requires Filing of this Statement)

If the filing person has previously filed a statement on Scheduls 13G to report the acquisition which is the subject of this
Schedule 13D, and is filing this schedule because of Rule 13d-Ib)(3) or (4), check the following box [ 1.
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Class A CUSIP No. 257701201 and Class B CUSIP No. 257701300

1. NAME OF REPORTING PERSON
SS.ORIRS IDBNTIFICATION NOS. OF REPORTING PERSON
Gregory M. Shepard _
2. CHBCK THE APPROPRIATE BOX IF A MEMBER OF A GROUP
@I}
®I1]
3. SEC USE ONLY
4. SOURCE OF FUNDS
PF
s. GIBCKBOXIFDISCLOSURBOFLEGALPRDCEEDNGSISREQURE)PURSUANTTOHEMS!(J)ORZ(Q)
: [x}
6. CI'I'IZENSHIPORPLACEOPORGANIZA‘HQN
Ubited States of Awerica:
7. SOLE VOTING POWER
NUMBER OF SHARES ‘
BENEFICIALLY Class A 3,602,900; Class B397,100
OWNED BY BACH - . -
REPORTING PERSON 8. SHAREDVUI’INGPOWER
WITH .

11

12.

13.

14,

0
9.  SOLEDISPOSITIVE POWER
Clasms A 3,602,900; Class B 397,100
10.  SHARED DISPOSITIVE POWER
o | |
AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
Class A 3,602,900; Class B 397,100
CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (11) EXCLUDES CERTAIN SHARES

1
PERCENT OF CLASS REFRESENTED BY AMOUNT IN ROW (11)

Class A 18.04%; Class B 7.12%

TYPE OF REPORTING PERSON
IN

- rar



SCHEDULE 13D
ITEM 1. SECURITY AND ISSUER.

The Schedule 13D filed with the Securities'and Exchange Commission on July 12, 2010 (the “Initial 1307)
by the Filing Person with respect to the Class A Shares and Class B Sharee of Donegal Group Inc., a
Delaware corporation (the “Issuer”), is hereby amended to furnish the additiona! information set forth
herein. Al capitalized terms contained herein but not otherwise defined shall have the meanings ascribed
to such terms in the initial 13D. S

ITEM 3. SOURCE AND AMOUNT OF FUNDS OR OTHER CONSIDERATION.
ITEM 3 OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:

The Filing Person owns 3,602,000 Class A Shares and 397,100 Class B Shares purchased for
$51,924,532 and $8,639,668, respeciively (inciuding commissions). The source of funding for the
purchase of these Shares was personal funds.

fTEM 4 OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:

On November 7, 2011, the Fliing Person submitted the following proposal to be presented and voted
upon at the Issuer’s 2012 Annual Meeting of Shareholders:

Resolved, that the shareholders of Donegal Group Inc. ("DGI™) hereby request that the Board of Directors
(1) appoint & commitise of independent, non-management directors who are authorized and directed to
work with Donegal Mutual Insurance Company (“DMIC") to explore strategic alternatives to maximize
shareholder value, including consideration of a merger of DMIC with another mutual insurer followed by
the sale or merger of DG, (2) instruct such committee to retain a leading investment banking fiem to
advise the commiltee with respect to such strategic akternatives and (3) authorize the committee and
investment banking firn 1o sollcit and evaluate offers for the merger of DMIC folowed by the sale or
merger of DGI. -

Acopyufﬁep:oposalqndsupporﬂngstaﬁnmﬂasaﬁammmas Exhibit 7.8.

The Flling Person Intends to review his investment in the Issuer on a continuing basis. Depending on
various factors including, without limitation, the lssuer's financial posttion, results and strategic divection,
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price levels of the Class A and Class B Shares, the Issuer’s response io the actions suggested by the
Fiing Person, actions taken by managament and the Board of Directors of the Issuer, other investment
oppartunities avallable to the Fifing Person and capital avallability and applicable regulatory and legal
constraints, conditions In the secirities and capital marksts, and general economic and industry
conditions, the Filing Person may, from time to time and at any time, in the future take such actions with
respect 1o his investment In the lssuer as he deems appropriate including, but not Emited to:
communicating with manegement, the Board, other stockhokders, industry perticipants and other
intorosted or relevant parties (inciuding financing sources and financial advisors) about the lssuer or
proposing a potential or other transaction involving the issuer and about various other matters, Including
the operations, business, strategic plans, assets and capital structure of the Issuer or one or more of the
other items described in subparagraphs (a)-(j) of ltem 4 of Schedule 13D; requesting or proposing one or
more nominees 1o the Board of Directors of the Issuer; purchasing edditional securities of the Issuer in
the open market or otherwise; entering into financial Instruments or other agreements that increase or
mhMPmbmembhﬁmmthmmm
engaging in any hedging or simiiar transactions with respect to such holdings. The Fliing Person reserves
the right to change his cumrent plans and intentions with respect to any and all matters referred fo in ltem
4 of Schedule 13D based on any of the foregoing factors or otherwise or fo sell or distribute some or all of
his respeciive hoidings in the Issuer, at any time and from time to time, in the open market, in private
transactions or otherwise. :

TEM&. INTEREST IN SECURITIES OF THE ISSUER.

ITEMS 5 (a) AND 5 (b) OF THE INITIAL 13D ARE HEREBY AMENDED AND RESTATED IN THER
ENTIRETY AS FOLLOWS: '

a) As of the close of business on November 7, 2011, the Fillng Person may be deemed to

beneficially own, In the aggregate, 3,602,900 Class A Shares and 397,100 Class B Shares,

representing approximately 18.04% and 7.12%, respectively, of the Issuer’s outstanding Class A
Shares and Class B Shares (based upon the 19,976,609 Class A Shares and 5,576,775 Class B
Shares stated to be outstanding as of October 31, 2011 by the Issuer In the Issuer's Form 10-Q,
filed with the Securities and Exchange Commission on November 4, 2011).

b) The Filing Person has sole voting power and sole dispositive power with respect to 3,602,900
Class A Shares and 397,100 Class B Shares. The Fliing Person has voting power In the
aggregate equal to approximately 8.99%. ’

ITEM 5 (c) OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:

" Pegedof6
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©) The following table sets forth all purchases with respect to Cless A Shires and Class B Shares

effected during the past sixty (60) days by the Filing Person. All such transactions were effected
in the open market, and the table includes commisslons paid. '

Purchase #ofClassA

Price Shares Amount |.
Per
Date Share Purchased Pald
11/07/11 13.18 400 5,277.00

Sale #ofClassB .

Price - Shares Amount
Per i
Date Share Sold Recelved
11/07/11 16.00 360 5,756.20

- [TEMT. MATERIAL TO BE FILED AS EXHIBITS.

78 Proposaland.SupporﬁngStabment

SIGNATURE

Aﬂermasmabhlmymmﬁnbestpfhbmmedgemdbew.mmdemigmdwﬂﬁum )
the information set forth In this statement is true, complete and comrect.

DATED: November 9, 2011

Gregory M. Shepard
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Bxhibit 7.8:
Gregory M. Shepard

*** FISMA & OMB Memorandum M-07-16 ***
November 7, 2011

Certified Mall
Return Recelpt Requested

Mr. Donald H. Nikolans
President and CEO
Danegal Group Inc.
1195 River Road
Mariotta, PA 17547-0302

Ms, Sheri O, Smith
Corporate Secretary
Daonegal Group Inc.
1195 River Road
Marietin, PA 175470302

Re: Shareholder Proposal and Supporting Statement
. Dear M. Nikolsus and Ms. Smith: '

Wh-mmmmmm&xmminmmmmmm
annual shareholders® mesting of Donegal Group Inc. (the “Company™) to be hold in April 2012,

pmmuhmymmmmwmmm«alumcmmysm
sharcholders’ meeting.

Enclosed is a copy of a Schedule 13D to be filed with the Securities and Exchange Comimission on
November 9, 2011 indicating that I am the beneficial owner of 3,602,900 Class A shares and 397,100 Class
B shares of the common stook of the Company. As required by Ruls 14a-8 promuigated under the
Securities Act of 1934, I (f) have continuously held shares with a market value of at Ieast $2,000 for Jonger
than the previous year, and (ii) intend to hold these shares through the date of the Company’s mmusl
sharcholdors’ weeting,

Sincerely,

Gregory M. Shepard

o3

~ ne



SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT
Mmh

GregoryM.qu)ud. ** FISMA & OMB Memorandum M-07-16 *** who individually is the beneficial

owner of 3,602,900 Class A shares and 397,100 Class B shares of common stock of the Compeny, submits ~
) ihctollowmgxmpoul

" Resolved, that ths shareholders of Donegal Group Inc. (“DGI™) hereby request that the Board of
Directors (1) appoint a committee of independent, non-menagement directors who are.anthorized and
directed to wark with Donegal Mutual Insurence Company (“"DMIC™) to explore strategic alternatives to
maximize shareholder vals, including consideration of a merger of DMIC with another mutual insorer
followed by the sale or merger of DG, (2) instruct such committee to retain a leading investment banking
firm to advise the commitiee with respect to such strategic alternatives and (3) anthorize the committes and
Wmmgﬁmmnmmmm&mwamcmwmmw
morger

.Supporting Statement:

For many years, I have invested in publicly tradod subsidiaries of mutual insurance companies. For
example, in the past I owned 20% of Meridian Insurance Group, Inc. ("MIGT”) and was the catalyst who
provided the opportunity for State Auto Mutual Insurance Company®s merger with Meridian Mutual
Insurance Company, followed by State Auto Miutual’s purchase of MIGT's publicly traded shares. My
efforts helped to deliver the sheres’ trnevnluatoMGI’spwhclymdedshuaholdm,withaBS%
ptemhmmlbevdmﬁonofﬂ:mshnuuim‘tosmeAlimlapmcha

DGI,uapubhneompny has several advantages compared with being a mutual company: the ability

to raise capital; additional flexibility to restructure; and the sbility to provide incentives to management,

- employeea, and agents. However, DGI bas not been successful in delivering a positive return for its
sharebolders. DG]';ChnAdehsleockprmhd:ymtupecﬂvdySS%mdS%lawﬂmnﬂw
years 8go.

.. Asthe owner of spproximately 29.5% and 28.9% of the publicly traded Class A and Class B shares, I
believe the Company’s shares irade at a discount of more than 200% to their realizable vatus if combined
with another mutual insurer. Examples of such realization of value include the Natioowide-ALLIED, Stato
Auto-Moridian, and recently axnounced Nationwide-Harleysville transactions. As a committed investor in

DG, it is my focus for the Compeny to enhancs valne for its investors. Based upon the aforesaid
examples, no amount of rate increases, fortuitous avoidance of catastrophic storms, or other operational
improvements can unleash realization of DGI’s shares® trite value as will a merger of DMIC with another
mutual insurer, followed by the perchase of DGI’s public shares.

¥f other shareholders also believe that tho valus of DGI is not reflected in current sharc prices, then the
board and management of DGI bhave an obligation to take steps to realize the shares’ true value, The board
and managemont of DGI can best do this by taking the threo steps contained in the aforesaid resolution,
guidedbytheadvhaofanmkpmdmtmmwbmm




APPENDIXB
RILEY BENNETT ) .
& EGLOFF, 1ip L ), e

Direct Fax: (317) 955-7156

E-mail: mmckinzie@bdaw.com
ATTORNEYS AT Law

Answers, Advice and Advocacy .
January 9, 2012

VIA E-MAIL AND U.S, MAIL

iwkauffman@duanemorris.com
Mr. John W. Kauffman
DUANE MORRIS LLP

30 South 17th Street ,
Philadelphia, Pennsylvania 19103 :

Re Donegal Group Inc.
: Stockholder Proposal submitted by Gregory M. Shepard

Dear Mr. Kauffman:

In response to your letter of December 28, 2011 to the Securities and Exchange

Commission, please find enclosed.a revised Sha.reholder Proposal and Supportmg
Statement. Youwﬂlnote

. The revised Proposal parallels the proposal that was at issue in First
Franklin, which you admit the SEC found to be not excludable;

. In the Revised Proposal, references to Donegal Mutual have been deleted,
rendering your comments in that regard moot; and

. In the Supporting Statement, references with regard to the Mend;an

State Auto transaction have also been deleted, rendering your comments
in that regard moot, as well.

On behalf of my client, Gregory M. Shepard, we ask that you immediately

. withdraw the no-action letter request of December 28, 2011 and confirm the sarme to

us, in writing, no later than the end of the day on Wednesday, January 11, 2012 or by

5:00 p.m. Eastern Standard Time. You may contact me by telephone-at my direct dial
number of (317) 955-7116 or by e-mail at mmckinzie@rbelaw.com.

Sincerely,

& EGLOFF, LLP

. J. Mark McKinzie
Enclosure
cc:  David H. Pittinsky (via e-mail only)
: pittinsky@ballardspahr.com
JMM/2988.501 /mcl/rim /00410951

PdURTH FLOOR ¢ 141 E. WASHINGTON STREET ¢ INDIANAPOLIS, INDIANA 46204
”'SELEPHONE: (317) 636-8000 ¢ FACSIMILB: (317) 636-8027 ¢ WEBSITE: RBELAW.COM



SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT
Shareholder Proposal:

Gregory M. Shepard, “* FISMA & OMB Memorandum M-07-16 *** who individually is the
beneficial owner of 3,602,900 Class A shares and 397,100 Class B shares of comumon stock ofDoncgal
Group Inc. (“DGI”or the “Company™), submits the following pmposal

. RESOLVED: That the shareholders of DGLassembledattheannnalmeetinginpexsonandby
proxy, hereby request that the Board of Directors immediately engage the services of an Investment .

Banking firm to evaluate alternatives that could enhance shareholder value including, but not limited to, a

merger or outright sale of DGI, and the shareholders further request that the Board take all other steps

necessary to actively seck a sale or merger of DGI on terms that will maximize share value for
shareholders.

Supporting Statement:

DGI has not been successful in delivering a positive return for its shareholders. On December 30,
2011, DGD’s Class A and Class B stock prices were, respectively, 28% and 3% lower than five years
earlier. (On December 29, 2006, DGI’s Class A stock price was $19.59 per share and DGI's Class B stock
price was $18.00 per share.) -

As the owner of approximately 18.0% and 7.1 %, respectively, of the Class A and Class B shares
of DGI, I believe the Company’s shares trade at a substantial discotmt to their realizable value if combined
with another mutual insurer. Exmnplw of such realization of value include the following transactions:
Nationwide-ALLIED (74% premium over pre-announcement share price), State Auto-Meridian (135%
premium over the share price immediately before American Union’s tender offer (State Auto outbid
American Union)), and recently announced Nationwide-Harleysville (137% premium over share price one
day preceding announcement). .

The proposed Nationwide Mutual merger with Pennsylvania-domiciled Harleysville Mutual
followed by the purchase of Harleysville Group’s publicly traded shares has not yet closed. Eventually the
terms of the transaction and even the acquirer could change, as there were two (2) other competing bidders -
' in addition to Nationwide as disclosed in Harleysville Group's Proxy Statement of December 23, 2011, one
of whom was Liberty Mutual. As a committed investor in DGI, it is my focus for the Company to enhance
value for its investors. Based upon the aforesaid examples (and especially the most recent example with
Harleysville), it is my opinion that no amount of rate increases, fortuitous avoidance of catastrophic storms,
or other operational improvements can unleash realization of DGI's shares’ value as will a merger or sale
of the Company to another mutnal insurer.

If other shareholders also believe that the value of DGI is niot reflected in current share prices, then
the Board of Directors of DGI should take steps to realize the shares’ value. The Board of Directors of DGI
can best do this by following the steps contained in the aforesaid resolution, gnided by the advice of an

independent investment banker, and taking advantage of the present market for insurance company
consolidation. )



APPENDIX C

LATHROP & GAGEus

VIC PETERSON = . 100 N. RIVERSIDE PLAZA, SUITE 2100
DirecT Ling: 312.920.3337 ) CHICAGO, ILLINOIS 60606
EmAIL: VPEYERSON@LATHROPGAGE coM - PHONE: 312.920.3300
. WWW.LATHROPGAGE.COM : T  Fax: 312.920.3301
January 13, 2012

VIA E-MAIL (shareholde; sals(@sec.gov

Securities and Exchange Commission
Division of Corporation Finance
Office of Chief Counsel

100 F Street, N.E.

Washington, D.C. 20549

Re: - Donegal Group Inc. (“DGI")
Securities Exchange Act of 1934 (the “Exchange Act”') Rule 14a-8
Omission of Stockholder Proposal .
Submitted by Gregory M. Shepard (the “Proponent™)

Ladies and Gentlemen:

On behalf of the Proponent, we respectfully request that the Staff of the Division of
Corporation Finance (the “Staff”) decline to grant the no-action relief requested by DGI in its
letter to the Staff dated December 28, 2011 (the “DGI Letter™), and that the Staff instead concur

- with the Proponent’s conclusions that DGI may not properly omit the Proponent’s revised
stockholder proposal and supporting statement attached as Exhibit A to this letter (the “Revised
Proposal™) from the proxy materials DGI will distribute in connection with its 2012 annual
meeting of stockholders (the “2012 Proxy Materials™).

In accordance with Séction C of Staff Legal Bulletin No. 14D (Nov. 7, 2008) (“SLB
14D>), the Proponent is emailing this letter and the exhibits to this letter to the Commission at
shareholderproposals@sec.gov. Because the Proponent is submmmg this request electronically,
pursuant to SLB 14D, the Proponent is not enclosing the additional six copies Rule 14a-8(k)
requires. Also, in accordance with Rule 14a-8(k), the Proponent is simultaneously e-mailing this
letter and its exhibits to John W. Kauffman of Duane Morris LLP, which is DGI’s counsel, and
will deliver it by overnight delivery to DGI’s attention, ¢/o Donald H. Nikolaus, President,
Donegal Group Inc., 1195 River Road, Marietta, PA 17547, as requested in the DGI Letter.
These deliveries inform DGI of this letter to the Staff in response to the DGI Letter. On behalf
of the Proponent, we confirm that the Proponent will promptly forward to DGI any Staff
response to this letter or DGI’s no-action request that the Staff transmits to us only.

DM3042353.1



Securities and Exchange Commission
Page 2
January 13, 2012

On November 7, 2011, the Proponent submitted a shareholder proposal and supporting
statement (the “Original Proposal™) to DGI. On December 15, 2011, David H. Pittinsky of
Ballard Spahr LLP, which is also DGI’s counsel, sent a letter to J. Mark McKinzie of Riley
Bennett & Egloff, LLP, the Proponent’s counsel, and to the Proponent declining to include the
Original Proposal in the 2012 Proxy Materials unless an agreement on its language could be
reached by December 23, 2011. No such agreement was reached in the brief timeframe offered

unilaterally by DGI, and Diaane Morris sent the DGI Letter to the Staff on December 28, 2011, as
mentioned above.

" 'On January 9, 2012, the Proponent sent to Duane Morris and Ballard Spabr a stockholder
proposal and supporting statement that is substantially similar to the Revised Proposal. The
Revised Proposal eliminates the language that DGI found objectionable. The Proponent
requested that DGI withdraw its no-action letter with the SEC. DGI has failed to respond to the
Proponent’s request to withdraw DGI’s no-action request.

This letter responds to the DGI Letter to the Staff and requests the Staffnot to grant
DGI’s no-action request. For the convenience of the Staff, a redline comparison of the Revised
Proposal against the Original Proposal is attached as Exhibit B to this letter.

As DGI admits on page 7 of the DGI Letter, in its response to a request for a no-action
letter from First Franklin Cor;poratzon (available February 22, 2006), “the Staff found that a
proposal to engage the services of an investment banking firm to evaluate alternatives to enhance
stockholder value and to take all necessary steps to seek actively a sale or merger was not
properly excludable.” For the convenience of the Staff, a copy of the request by First Franklin
Corporation for a no-action letter and the Staff’s response are attached as Exhibit C to this letter.

Please note that the Revised Proposal has been phrased to match the language utilized in
First Franklin Corporation and that, as a result, all of DGI’s objections to the Original Proposal
are moot, as discussed below. In particular, the Revised Proposal states:

“RESOLVED: That the shareholders of DGI, assembled at the annual meeting in
person and by proxy, hereby request that the Board of Directors immediately
engage the services of an Investment Banking firm to evaluate alternatives that
could enhance shareholder value including, but not limited to, a merger or
outright sale of DGI, and the shareholders further request that the Board take all -
other steps necessary to actively seek a sale or merger of DGI on terms that will
maximize share value for shareholders.”

The First Franklin proposal stated the following:

“RESOLVED: That the shareholders of First Franklin, assembled at the annual
meeting in person and by proxy, hereby request that the Board of Directors
immediately engage the services of an Investment Banking firm to evaluate
alternatives that could enhance shareholder value including, but not limited to, a
merger or outright sale of First Franklin, and the shareholders further request that



Securities and Exchange Commission
Page 3
January 13, 2012

the Board take all other steps necessary to actively seck a sale or merger of First
Franklin on terms that will maximize share value for shareholders.”

The only difference between the Revised Proposal and the First Franklin proposal on which it is
based is the name of the company. The Revised Proposal, just like the proposal to First
Franklin, requests the Board of Directors to consider a merger or sale of DGI, which is a
proposal that relates to an extraordinary transaction and that, therefore, may not properly be
excluded by DGI from its 2012 Proxy Materials on the basis of Rule 14a-8(i)(7), which permits
excluding proposals relating to ordinary business operations.

The DGI Letter also argues that the Original Proposal may be excluded on the basis of
Rule 14a-8(i)(6), because DGI lacks the power or authority to implement the proposal to the
extent that it relates to Donegal Mutual Insurance Company (“DMIC”), which the DGI Letter
asserts DGI does not control. Whatever the merits of this objection with respect to the Original
Proposal, however, it does not apply to the Revised Proposal, which omits all references to
DMIC. '

Similarly, the DGI Letter’s objections to the Original Proposal on the basis of Rule 14a-
8(i)(3) do not apply to the Revised Proposal. DGI alleges that the Original Proposal may be
excluded on the grounds that it violates the proxy rules, and in particular Rule 142-9. The
Revised Proposal does not include any of the statements in the Original Proposal to which DGI
" objected. All of the statements in the Supporting Statement accompanying the Revised Proposal
.are fact-based, or are otherwise fair commentary of the Proponent.

For the reasons stated above, DG has failed to satisfy its burden of showing that the
Revised Proposal may be excluded from the 2012 Proxy Materials. Accordingly, the Proponent
respectfully requests that the Staff decline to grant DGI’s no-action request.

If we can be of further assistance in this matter, please contact me by telephone at (312)
920-3337 or by e-mail at vpeterson@]lathropgage.com.

Sincerely,

- LATHROP & GAGE LLP

J. Victor Peterson

Cc:  Gregory M. Shepard
J. Mark McKinzie, Riley Bennett & Egloff, LLP
John W. Kauffiman, Duane Morris LLP, via Federal Express
David H. Pittinsky, Ballard Spahr LLP, via Federal Express
Donald H. Nikolaus, Donegal Group Inc., via Federal Express



Exhibit A
SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT
Shareholﬁer Proposal:

Gregory M. Shepard, *** FISMA & OMB Memorandum M-07-16 *** who individually is the beneficial
owner of 3,602,900 Class A shares and 397,100 Class B shares of common stock of Donegal Group Inc.
(“DGI”orﬂw“Company”) submits the following proposal:

RESOLVED: That the shareholders of DGI, assembled at the annual meeting in person and by proxy, .
hereby request that the Board of Directors immediately engage the services of an Investment Banking firm
to evaluate alternatives that could enhance sharcholder value including, but not limited to, a merger or
outright sale of DGL, and the sharcholders further request that the Board take all other steps necessary to
actively seck a sale or merger of DGI on terms that will maximize share value for sharcholders.

Supporting Statement:

DGI has not been successful in delivering a positive retum for its shareholders. On December 30, 2011,
DGI’s Class A and Class B stock prices were, respectively, 28% and 3% lower than five years earlier. (On
December 29, 2006, DGI’s Class A stock price was $19.59 per share and DGI’s Class B stock price was
$18.00 per share.) .

As the owner of approximately 18.0% and 7.1%, respectively, of the Class A and Class B shares of
DGI, I believe the Company’s shares trade at 2 substantial discount to their realizable value if combined
with another mutnal insurer. Examples of such realization of value inchude the following transactions:
Nationwide-ALLIED (74% premium over pre-announcement share price), State Auto-Meridian (135%
premium over the share price immediately before American Union’s tender offer (State Auto outhid
American Union)), and recently announced Nationwide-Harleysville (137%pr=mum0vcrslmcmoe five

days preceding announcement).

The proposed Nationwide Mutual merger with Pennsylvania-domiciled Harleysville Mutual followed by
the purchase of Harleysville Group’s publicly traded shares has not yet closed. Eventually the terms of the
transaction and even the acquirer could change, as there were two (2) other competing bidders in addition
to Nationwide as disclosed in Harleysville Group’s Proxy Statement of December 23, 2011, one of whom
was Liberty Mutual. As a committed investor in DGI, it is my focus for the Company to enhance value for
its investors. Based upon the aforesaid examples (an especially the most recent example with Harleysville),
it is my opinion that no amount of rate increases, fortuitous avoidance of catastrophic storms, or other
operational improvements can unleash realization of DGI’s shares’ value as will a merger or sale of the
. Company to another mutual insurer. . _

Ifoﬂmrshatdmldenalsobclieveﬁ:atﬂuvahwofDGIismtmﬁecﬂedinammtsbampﬁces,mmthe
Board of Directors of DGI should take steps to realize the shares’ value. The Board of Directors of DGI can
best do this by following the steps contained in the aforesaid resolution, guided by the advice of an
mdependentmveshmntbankzr andtahngadvmtageoftheprwentmarketﬁ;rmmecompany
consohdauon.



Exhibit B
SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT

Shareholder Proposal:

Gregory M. Shepard, *** FISMA & OMB Memorandum M-07-16 *** who individually is the beneficial
owner of 3,602,900 Class A shares and 397,100 Class B shares of common stock of Donegal Group Inc,
(DG gr the Compeny“Company™), submits the following proposal:

shareholders. M,‘DGI% Class A and Class B stockmces teday—m—m;cspecuvely
%A%mdé&%lowthanﬁveymagem On Pecember 29

As the owner of approximately 29.5]18,0% and 28-9%-7.1%. respectivelv, of the publicly-traded-Class A
and Class B shares of DGI, I believe the Company’s shares trade at a substantial discount ef mere-than
aoc%tothmrmhzablcvahmlfcombmcdmﬁunoﬂmmnmﬂmm Examplesofsmhreahzauonof
valuemcludeﬂmfg]bmgmmNanomde-ALUED
mmSmAuw-M" 4 shy




If other sharcholders also believe that the value of DGI is not reflected in current share prices, then the
Waf%lhw&ebhg&&m%ﬂhmmmﬁe
board-and managermen Rirectors of DGI can best do this by taking

fqﬂgm&&cmmpsmmdmﬂwaﬁmmdmwhmmgmdedbyﬂmadmeofmmdepmdem




VIC PETERSON 100 N. RIVERSIDE PrAzA, SUITE 2100
DIReCT LINE: 312.920.3337 CHICAGO, ILLINOIS 60606
. EMAIL: VPETERSON@ LATHROPGAGE.COM PHONE: 312,920.3300
WWW .LATHROPGAGE.COM : Fax: 312,920.3301
January 13, 2012

VIA E-MAIL (shareholderproposals@sec.gov)

Securities and Exchange Commission
Division of Corporation Finance
Office of Chief Counsel

100 F Street, N.E.

Washington, D.C. 20549

Re:  Donegal Group Inc. (*DGI”)
Securities Exchange Act of 1934 (the “Exchange Act™); Rule 14a-8
Omission of Stockholder Proposal
Submitted by Gregory M. Shepard (the “Proponent™)

. Ladies and Gentlemen:

On behalf of the Proponent, we respectfully request that the Staff of the Division of
Corporation Finance (the “Staff””) decline to grant the no-action relief requested by DGI in its
letter to the Staff dated December 28, 2011 (the “DGI Letter™), and that the Staff instead concur
with the Proponent’s conclusions that DGI may not properly omit the Proponent’s revised
stockholder proposal and supporting statement attached as Exhibit A to this letter (the “Revised
Proposal”) from the proxy materials DGI will distribute in connection with its 2012 annual
meeting of stockholders (the “2012 Proxy Materials”).

In accordance with Section C of Staff Legal Bulletin No. 14D (Nov. 7, 2008) (“SLB
14D™), the Proponent is emailing this letter and the exhibits to this letter to the Commission at
shareholderproposals@sec.gov. Because the Proponent is submitting this request electronically,
pursuant to SLB 14D, the Proponent is not enclosing the additional six copies Rule 14a-8(k)
requires. Also, in accordance with Rule 14a-8(k), the Proponent is simultaneously e-mailing this
letter and its exhibits to John W. Kauffman of Duane Morris LLP, which is DGI’s counsel, and
will deliver it by overnight delivery to DGI’s attention, c/o Donald H. Nikolaus, President,
Donegal Group Inc., 1195 River Road, Marietta, PA 17547, as requested in the DGI Letter.
These deliveries inform DGI of this letter to the Staff in response to the DGI Letter. On behalf
of the Proponent, we confirm that the Proponent will promptly forward to DGI any Staff
response to this letter or DGI’s no-action request that the Staff transmits to us only.
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On November 7, 2011, the Proponent submitted a shareholder proposal and supporting
statement (the “Original Proposal™) to DGI. On December 15, 2011, David H. Pittinsky of
Ballard Spahr LLP, which is also DGI’s counsel, sent a letter to J. Mark McKinzie of Riley
Bennett & Egloff, LLP, the Proponent’s counsel, and to the Proponent declining to include the
Original Proposal in the 2012 Proxy Materials unless an agreement on its language could be
reached by December 23, 2011. No such agreement was reached in the brief timeframe offered
unilaterally by DGI, and Duane Morris sent the DGI Letter to the Staff on December 28, 2011, as
mentioned above.

On January 9, 2012, the Proponent sent to Duane Morris and Ballard Spahr a stockholder
proposal and supporting statement that is substantially similar to the Revised Proposal. The
Revised Proposal eliminates the language that DGI found objectionable. The Proponent
requested that DGI withdraw its no-action letter with the SEC. DGI has failed to respond to the
Proponent’s request to withdraw DGI’s no-action request.

This letter responds to the DGI Letter to the Staff and requests the Staff not to grant
DGI’s no-action request. For the convenience of the Staff, a redline comparison of the Revised
Proposal against the Original Proposal is attached as Exhibit B to this letter.

As DGI admits on page 7 of the DGI Letter, in its response to a request for a no-action
letter from First Franklin Corporation (available February 22, 2006), “the Staff found that a
proposal to engage the services of an investment banking firm to evaluate alternatives to enhance
stockholder value and to take all necessary steps to seek actively a sale or merger was not
properly excludable.” For the convenience of the Staff, a copy of the request by First Franklin
Corporation for a no-action letter and the Staff’s response are attached as Exhibit C to this letter.

Please note that the Revised Proposal has been phrased to match the language utilized in
First Franklin Corporation and that, as a result, all of DGI’s objections to the Original Proposal
are moot, as discussed below. In particular, the Revised Proposal states:

“RESOLVED: That the shareholders of DGI, assembled at the annual meeting in
person and by proxy, hereby request that the Board of Directors immediately
engage the services of an Investment Banking firm to evaluate alternatives that
could enhance shareholder value including, but not limited to, a merger or

- outright sale of DGI, and the shareholders further request that the Board take all
other steps necessary to actively seek a sale or merger of DGI on terms that will
maximize share value for shareholders.” :

The First Franklin proposal stated the following:

“RESOLVED: That the shareholders of First Franklin, assembled at the annual
meeting in person and by proxy, hereby request that the Board of Directors
immediately engage the services of an Investment Banking fim to evaluate
alternatives that could enhance shareholder value including, but not limited to, a
merger or outright sale of First Franklin, and the shareholders further request that
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the Board take all other steps nécessary to actively seek a sale or merger of First
Franklin on terms that will maximize share value for shareholders.”

The only difference between the Revised Proposal and the First Franklin proposal on which it is
based is the name of the company. The Revised Proposal, just like the proposal to First
Franklin, requests the Board of Directors to consider a merger or sale of DGI, whichis a
proposal that relates to an extraordinary transaction and that, therefore, may not properly be
excluded by DGI from its 2012 Proxy Materials on the basis of Rule 14a-8(i)(7), which permits
excluding proposals relating to ordinary business operations.

The DGI Letter also argues that the Original Proposal may be excluded on the basis of
Rule 142-8(1)(6), because DGI lacks the power or authority to implement the proposal to the
extent that it relates to Donegal Mutual Insurance Company (“DMIC”), which the DGI Letter
asserts DGI does not control. Whatever the merits of this objection with respect to the Original
Proposal, however, it does not apply to the Revised Proposal, which omits all references to
DMIC. :

Similarly, the DGI Letter’s objections to the Original Proposal on the basis of Rule 14a-
8(i)(3) do not apply to the Revised Proposal. DGI alleges that the Original Proposal may be
excluded on the grounds that it violates the proxy rules, and in particular Rule 14a-9. The
Revised Proposal does not include any of the statements in the Original Proposal to which DGI
objected. All of the statements in the Supporting Statement accompanying the Revised Proposal
are fact-based, or are otherwise fair commentary of the Proponent.

For the reasons stated above, DGI has failed to satisfy its burden of showing that the
Revised Proposal may be excluded from the 2012 Proxy Materials. Accordingly, the Proponent
respectfully requests that the Staff decline to grant DGI’s no-action request.

If we can be of further assistance in this matter, please contact me by telephone at (312)
920-3337 or by e-mail at ypeterson@]athropga

Sincerely,

LATHROP & GAGE LLP

J. Victor Pcfersoxi -

Cc:  Gregory M. Shepard
J. Mark McKinzie, Riley Bennett & Egloff, LLP
John W. Kauffman, Duane Morris LLP, via Federal Express
David H. Pittinsky, Ballard Spahr LLP, via Federal Express
Donald H. Nikolaus, Donegal Group Inc., via Federal Express



Exhibit A
SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT

Shareholder Proposal:

Grogory M. Shepard, *** FISMA & OMB Memorandum M-07-16 ***  who individually is the beneficial
owaer of 3,602,900 Class A shares and 397,100 Class B shares of common stock of Donegal Group Inc.

(“DGI” or the “Company”), submits the following proposal:

RESOLVED: That the shareholders of DGI, assembled at the anmnal meeting in person and by proxy,
hereby request that the Board of Directors immediately engage the services of an Investment Banking firm
to evaluate alternatives that could enhance shareholder value including, but not limited to, a merger or
outright sale of DGI, and the sharcholders further request that the Board take all other steps necessary to
actively seek a sale or merger of DGI on terms that will maximize share value for shareholders.

Supporting Statement:

DGI has not been successful in delivering a positive retum for its shareholders. On December 30, 2011,
DGI’s Class A and Class B stock prices were, respectively, 28% and 3% lower than five years earlier. (On
December 29, 2006, DGI's Class A stock price was $19.59 per share and DGI’s Class B stock price was
$18.00 per share.)

As the owner of approximately 18.0% and 7.1%, respectively, of the Class A and Class B shares of
DGI, I believe the Company’s shares trade at a substantial discount to their realizable value if combined
with another mutual insurer. Examples of such realization of value include the following transactions:
Nationwide-ALLIED (74% premium over pre-announcement share price), State Auto-Meridian (135%
premium over the share price immediately before American Union’s tender offer (State Anto outbid
American Union)), and recently announced Nationwide-Harleyzville (137% premium over share price five
days preceding announcement).

The proposed Nationwide Mutual merger with Pennsylvania-domiciled Harleysville Mutual followed by
the purchase of Harleysville Group’s publicly traded shares has not yet closed. Eventually the terms of the
transaction and even the acquirer could change, as there were two (2) other competing bidders in addition
to Nationwide as disclosed in Harleysville Group’s Proxy Statement of December 23, 2011, one of whom
was Liberty Mutual. As a committed investor in DGI, it is my focus for the Company to enhance value for
its investors. Based upon the aforesaid examples (an especially the most recent example with Harleysville),
it is.my opinion that no amount of rate increases, fortuitous avoidance of catastrophic storms, or other
operational improvements can unleash realization of DGI’s shares’ value as will a merger or sale of the
Company to another mutual insurer.

If other sharcholders also believe that the value of DGI is not reflected in current share prices, then the
Board of Directors of DGI should take steps to realize the shares’ value. The Board of Directors of DGI can
best do this by following the steps contained in the aforesaid resolution, guided by the advice of an
independent investment banker, andm]qngadvantageofﬂxeprcscntmarkctformsmncecompany
consolidation.
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Shareholder Proposal:
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owner of 3 602,9OOClassAsharesand397 100 Class B shares of common stock of Dopégal:
(“DGI” or the Cémpany’*Company™). submits the following proposal: '
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and Class B shares of DGL, 1 believe the Company’s shares trade at ammmmmt eﬁmere{han
290%40 their realizable value if combmed with another mutual msurer Examples of such mhzatmn of
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Re:  Donegal Group Inc. ("DGI")

Securities Exchange Act of 1934 (the "Exchange Act"); Rule 14a-8
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On behalf of DGI, we respectfully request that the Staff of the Division of Corporation
Finance (the "Staff") grant no-action relief and concur with DGI's conclusions that DGI may

properly omit the Proponent's stockholder proposal and supporting statement (the

"Proposal”) from the proxy materials DGI will distribute in connection with its 2012 annual

meeting of stockholders (the "2012 Proxy Materials").

DGI's reasons for its request are as follows:

. Rule 14a-8(i)(7) permits the exclusion because the Proposal deals with a matter

relating to DGI's ordinary business operations;

. Rule 14a-8(i)(6) permits the exclusion because DGI lacks the power and

authority to implement the Proposal; and

. Rule 14a-8(i)(3) permits the exclusion because the Proposal is contrary to the
Securities and Exchange Commission's (the "Commission”) proxy rules, which

DUANE MORRIS LLP

30 SouTH 17~ STREET PHILADELPHIA, PA 19103-4196
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rules prohibit materially false or misleading statements in prdxy soliciting
materials.

We attach a copy of the Proposal as Exhibit A to this letter.

In accordance with Section C of Staff Legal Bulletin No. 14D (Nov. 7, 2008) ("SLB

14D"), DGl is emailing this letter and the exhibits to this letter to the Commission at
“shareholderproposals@sec.gov. Because DGI is submitting this request electronically

pursuant to SLB 14D, DGI is not enclosing the additional six copies Rule 14a-8(j) requires.
Also, in accordance with Rule 14a-8(j), DGI is simultaneously e-mailing this letter and its
exhibits to Mark McKinzie, the Proponent'’s counsel and will deliver it to the Proponent by
overnight delivery because the Proponent has not furnished his e-mail address to DGL.
These deliveries inform the Proponent of DGI's intention to omit Proponent's Proposal from
the 2012 Proxy Materials. Pursuant to Rule 14a-8(j), DGI has filed this letter with the Staff no -
later than 80 calendar days prior to the date DGI intends to file its definitive 2012 Proxy
Materials with the Commission. On behalf of DGI, we confirm that DGI will promptly
forward to the Proponent any Staff response to this no-action request that the Staff transmits
to us only.

Rule 14a-8(k) and SLB 14D require proponents of stockholder proposals to send
companies a copy of any correspondence that they submit to the Commission. Accordingly,
on behalf of DGI, we hereby request that the Proponent send a copy of any correspondence
the Proponent submits to the Commission with respect to the Proposal to DGI's attention, c/o
Donald H. Nikolaus, President, Donegal Group Inc., 1195 River Road, Marietta, PA 17547.

L THE PROPOSAL

DGI received the Proposal on November 14, 2011. The resolution contained in the
Proposal reads as follows:

Resolved, that the shareholders of Donegal Group Inc. ("DGI") hereby request
that the Board of Directors (1) appoint a committee of independent, non-
management directors who are authorized and directed to work with Donegal
Mutual Insurance Company ("DMIC") to explore strategic alternatives to
maximize shareholder value, including consideration of a merger of DMIC with
another mutual insurer followed by the sale or merger of DGI, (2) instruct such
committee to retain a leading investment banking firm to advise the committee
with respect to such strategic alternatives and (3) authorize the committee and
investment banking firm to solicit and evaluate offers for the merger of DMIC
followed by the sale or merger of DGI.
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The Proposal also includes the following supporting statement:

For many years, I have invested in publicly traded subsidiaries of mutual
insurance companies. For example, in the past I owned 20% of Meridian
Insurance Group, Inc. ("MIGI") and was the catalyst who provided the
opportunity for State Auto Mutual Insurance Company's merger with Meridian
Mutual Insurance Company, followed by State Auto Mutual's purchase of
MIGI's publicly traded shares. My efforts helped to deliver the shares' true value
to MIGI's publicly traded shareholders, with a 135% premium over the valuation
of those shares prior to State Auto Mutual's purchase.

DGI, as a public company, has several advantages compared with being a
mutual company: the ability to raise capital; additional flexibility to restructure;
and the ability to provide incentives to management, employees, and agents.
However, DGI has not been successful in delivering a positive return for its
shareholders. DGI's Class A and Class B stock prices today are respectively 33%
and 5% lower than five years ago.

As the owner of approximately 29.5% and 28.9% of the publicly traded
Class A and Class B shares, I believe [DGI]'s shares trade at a discount of more
than 200% to their realizable value if combined with another mutual insurer.
Examples of such realization of value include the Nationwide-ALLIED, State
Auto-Meridian, and recently announced Nationwide-Harleysville transactions.
As a committed investor in DG], it is my focus for [DGI] to enhance value for its
investors. Based upon the aforesaid examples, no amount of rate increases,
fortuitous avoidance of catastrophic storms, or other operational improvements
can unleash realization of DGI's shares' true value as will a merger of DMIC with
another mutual insurer, followed by the purchase of DGI's public shares.

If other shareholders also believe that the value of DGI is not reflected in
current share prices, then the board and management of DGI have an obligation
to take steps to realize the shares’ true value. The board and management of DGI
can best do this by taking the three steps contained in the aforesaid resolution,
guided by the advice of an independent investment banker.

DGI'S GROUNDS FOR EXCLUSION

The Proposal Deals with Matters Relating to DGI'’s Ordinary Business Operations, and,
Therefore, DGI May Exclude the Proposal Under Rule 14a-8(i)(7).
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Rule 14a-8(i)(7) permits a company to exclude from its proxy materials a stockholder
proposal that deals with a matter relating to the company's ordinary business operations.
The Commission has explained that the "general underlying policy of this exclusion is
consistent with the policy of most state corporate laws: to confine the resolution of ordinary
business problems to management and the board of directors." Exchange Act Release No. 34-
40018 (May 21, 1998). :

Section 141(a) of the Delaware General Corporation Law, or the DGCL, which applies
to DGI, provides that, "the business and affairs of every corporation organized under this
chapter shall be managed by or under the direction of a board of directors, except as may be
otherwise provided in this chapter or in its certificate of incorporation." Neither DGI's
certificate of incorporation nor its by-laws limit the authority of DGI's board of directors to
manage DGI. Thus, DGI's board of directors has the authority to conduct the ordinary
business of DGI. As a part of its ongoing deliberations, the board of directors of DGI at least
annually reviews DGI's structure and DGI's relationships with DMIC. The general consensus
arising from these periodic reviews has been at times to rebalance cash from the flow of DGI
to Donegal Mutual or to the other so that the terms of the intercompany relationship remain
fair and reasonable to both parties over a period of years. However, the result of these
periodic discussions has also resulted in the conclusion that the overall intercompany
strategy continues to work well and represents a successful business strategy for all of the
parties involved.

The maximization of stockholder value is one of the basic premises underlying
corporate law and corporate governance. A board of directors of a Delaware corporation has
no more fundamental duty than seeking to maximize the value of the corporation for the
benefit of its stockholders. See Revlon, Inc. v. MacAndrews & Forbes Holdings, Inc., 506 A.2d 173
(Del. 1986). Thus, the subject matter of the Proposal, strategic alternatives for maximizing
stockholder value, relates to DGI's ordinary business operations. Because proposals that
focus on a company's strategic direction are within the province of its board of directors, the
Staff has generally considered these types of proposals to relate to a company's ordinary
business operations.

The Staff, however, draws a distinction under Rule 14a-8(i)(7) between proposals that
seek to reinforce management's general obligation to maximize stockholder value, which are
generally excludable, and those that direct management to take specific steps in connection
with an extraordinary business transaction to maximize stockholder value, which are
generally not excludable. See:
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Central Federal Corporation (available March 8, 2010). In this no-action response,
the Staff found a stockholder proposal that requested formation of an
independent board committee to explore strategic alternatives for maximizing
stockholder value, including the sale or merger of the company, instructing the
committee to retain a leading investment banking firm to advise the committee
about strategic alternatives and authorizing the committee and investment
banking firm to solicit offers for the sale or merger of the company properly
excludable pursuant to Rule 14a-8(i)(7) as "the proposal appears to relate to
both extraordinary transactions and non-extraordinary transactions."

" Medallion Financial Corp. (available May 11, 2004). In this no-action response,

the Staff found a proposal requesting an "investment banking firm be engaged
to evaluate alternatives to maximize stockholder value including a sale of the
Company" properly excludable pursuant to Rule 14a-8(i)(7) because "the
proposal appears to relate to both extraordinary transactions and non-
extraordinary transactions;"

Peregrine Pharmaceuticals, Inc. (available July 31, 2007). In this no-action
response, the Staff granted no-action relief under Rule 14a-8(i)(7) because the
proposal, recommending “that the board appoint a committee of independent
directors to evaluate the strategic direction of the company . . . and study
strategic alternatives for the company" related to both extraordinary
transactions and non-extraordinary transactions; -

Bristol-Myers Squibb Company (available February 22, 2006). In this no-action
response, the Staff granted no-action relief under Rule 14a-8(i)(7) because the
proposal urged the board to "retain a nationally recognized investment bank to
explore strategic alternatives to enhance the value of the [cJompany, including,
but not limited to, a possible sale, merger or other transaction," related to both
extraordinary transactions and non-extraordinary transactions; and

AltiGen Communications, Inc. (available November 16, 2006). In this no-action
response, the Staff granted no-action relief under Rule 14a-8(i)(7) because the
proposal, requiring that the board form a special committee for the purpose of
enhancing stockholder value including the sale of the corporation, related to
both extraordinary transactions and non-extraordinary transactions.
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In Central Federal Corporation, the Staff determined that the company could exclude
under Rule 14a-8(i)(7) a proposal that is virtually identical to the Proposal that is the subject
matter of this no-action request. That proposal requested that the board of directors:

. appoint a committee of independent directors with authority to explore
strategic alternatives for maximizing stockholder value, including the sale or
merger of the company;

o instruct the committee to retain a leading investment banking firm to advise the
committee about strategic alternatives and;

. authorize the committee and the investment banking firm to solicit offers for
the sale or merger of the company.

The Staff stated that "the proposal appears to relate to both extraordinary transactions
and non-extraordinary transactions. Proposals concerning the exploration of strategic
alternatives for maximizing stockholder value which relate to both extraordinary transactions
and non-extraordinary transactions are generally excludable under rule 14a-8(i)(7)." The
Staff, therefore, stated it would not recommend enforcement action to the Commission if the
company omitted the proposal from its proxy materials.

As in Central Federal Corporation, the resolution contained in the Proposal relates to
extraordinary transactions and non-extraordinary transactions.

J The first clause of the resolution requests that DGI's board of directors appoint
a commiittee of independent directors with the authority to work with DMIC,
DGI's controlling stockholder, "to explore strategic alternatives to maximize
stockholder value, including consideration of a merger of DMIC with another
mutual insurer followed by the sale or merger of DGI." This clause of the
Proposal seeks to reinforce the continuing obligation of DGI's board of directors
to maximize stockholder value rather than directing DGI's board of directors to
take specific steps necessary to effect a sale or merger of DGI, which may be -
considered an extraordinary transaction.

. The second clause of the resolution requests that the DGI board of directors
instruct such committee to retain a leading investment banking firm "to advise
the committee with respect to such strategic alternatives.” This clause again
relates to the continuing obligation of DGI's board of directors to consider
"strategic alternatives," which may maximize stockholder value and makes no
reference to an extraordinary corporate transaction.
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. The final clause of the resolution requests that DGI's board of directors
"authorize the committee and investment banking firm to solicit and evaluate
offers for the merger of DMIC followed by the sale or merger of DGL." While
this request could arguably relate to the solicitations and evaluations for a
merger and subsequent sale or merger, it does not narrow the scope of the
previous two requests, which remain exclusively related to the ordinary
business obligations of DGI's board of directors.

The reference in the Proposal that alternatives for enhancing stockholder value may
include a sale or merger of DGI does not change the fact that the Proposal deals primarily
with the enhancement of stockholder value, a matter squarely within the exclusive authority
of DGI's board of directors under Delaware law. The Staff has routinely approved the
exclusion of stockholder proposals under Rule 14a-8(i)(7) as a matter of ordinary business
strategy when the stockholder proposal, like the Proposal, directs the retention of third party
advisors to investigate strategic alternatives. See Fifth Third Bancorp (available January 17,
2007), in which the Staff permitted the exclusion of a proposal requesting the board of
directors to engage immediately a nationally recognized investment banking firm to propose
and evaluate strategic alternatives that could enhance stockholder value including but not
limited to a merger or outright sale. See also, First Charter Corporation (available January 18,
2005), in which the Staff permitted the exclusion of a proposal to establish an independent
director committee and retain an investment bank to explore strategic alternatives, including
the solicitation, evaluation and negotiation of offers to purchase the company.

DGI is aware of two Staff decisions in which the Staff found that a proposal
unequivocally sought to effect an extraordinary corporate transaction that did not include
ordinary business matters. See Allegheny Valley Bancorp, Inc. (available January 3, 2001) where
the Staff did not approve exclusion of a proposal to retain an investment bank for the
purpose of soliciting offers for the company's stock or assets and present the highest cash
offer to stockholders. See also, First Franklin Corporation (available February 22, 2006), in
which the Staff found that a proposal to engage the services of an investment banking firm to
evaluate alternatives to enhance stockholder value and to take all necessary steps to seek
actively a sale or merger was not properly excludable. Those cases are distinguishable,
however, because the Staff found that those proposals involved a request for the board of
directors to cause the company to explore a specific transaction, not just a request that the
board of directors explore strategic options including a sale or merger. The Proposal does
not mandate that the independent committee take specific steps to solicit offers for a
transaction that would constitute an extraordinary transaction or take the steps necessary to
effect a transaction that would constitute an extraordinary transaction. Rather, the Proposal
requests that the board of directors undertake a course of action that it is already obligated to
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undertake as part of its ordinary duties and consider methods by which to maximize
stockholder value.

The Staff has consistently taken the position that if any portion of a proposal is
excludable because it relates to a company's ordinary business activities, the company may
exclude the entire proposal and the proponent may not revise the proposal. See Bristol-Myers
Squibb Company (available February 22, 2006), which found that the proposal appeared to
relate to both extraordinary transactions and non-extraordinary transactions thereby creating
a basis for the omission of the proposal pursuant to Rule 14a-8(i)(7). Therefore, because, ata
minimum, the first two requests in the Proposal relate to DGI's ordinary business activities,
the entire Proposal may be excluded under Rule 14a-8(i)(7) as relating to ordinary business
activity.

Based upon the foregoing analysis, DGI respectfully requests that the Staff concur that
it will take no action if DGI omits the Proposal from its 2012 Proxy Materials pursuant to the
exclusion under Rule 14a-8(i)(7).

B.  DGI May Omit the Proposal Under Rule 14a-8(i)(6) Because DGI Lacks the Power and
Authority to Execute the Proposal

Rule 14a-8(i)(6) provides that a company may exclude a stockholder proposal if a
company lacks the power and authority to effectuate that stockholder proposal.

The Proposal requests the appointment of an independent committee of the board of
directors of DGI to consider "the merger of DMIC with another mutual insurer.” Under
Section 1757 the Pennsylvania Business Corporation Law (the "PBCL"), the voting rights of a
~ Pennsylvania corporation belong to the shareholders of that corporation. Under Section 2124
of the PBCL, which applies to Pennsylvania-domiciled mutual insurance companies, if a
company has no shareholders, then the policyholders, as members of DMIC and as the
inchoate owners of any residual equity in the company if the company were to dissolve,
have the sole voting rights. In addition, the DGCL does not grant any power or authority to
the board of directors of a Delaware corporation to direct the activities of a Pennsylvania
mutual fire insurance company.

DGl is a Delaware corporation, a legal entity that is dlstmct from DMIC, a

_ Pennsylvama mutual fire insurance company. DGI has approximately 1,600 holders of
record of DGI's two classes of common stock. DMIC has in excess of 200,000 policyholders.
The stockholders of DGI and the policyholders of DMIC are two entirely separate and




Securities and Exchange Commission
Page 9
December 28, 2011

distinct groups, although there is undoubtedly some overlap.! As DGI is neither a
shareholder nor a policyholder of DMIC, neither DGI's board of directors nor any
independent committee of the DGI board of directors has the power or authority to cause
DMIC to merge with another mutual insurer under Pennsylvania law. See Cattellus
Development Corporation (available Dec. 20, 1995), which granted no-action relief under 14a-
8(i)(6) because the company did not have the authority or power to cause another company,
that was not controlled by the company, to take the actions the proponent requested in the
proposal. Because DMIC, as a Pennsylvania-domiciled mutual insurance company, has no
shareholders, its policyholders have the sole voting rights. The policyholders of DMIC
would be the only persons that would have the right to vote on any proposed merger of
DMIC with another entity and, for this limited purpose, the stockholders of DGI and the
board of directors of DGI are entirely irrelevant.

Even in the highly unlikely event the DGI stockholders were to approve the resolution
set forth in the Proposal, neither DGI's board of directors nor an independent committee of
DGI's board of directors would have the power or authority to cause DMIC to take any of the
actions the Proposal contemplates relating to the merger of DMIC with another mutual
insurance company. Any action by the DGI committee to "consider” the merger of DMIC
with another mutual insurance company would have no legal effect and be entirely
superfluous.

Based upon the foregoing analysis, DGI respectfully requests that the Staff concur that
it will take no action if DGI omits the Proposal from its 2012 Proxy Materials pursuant to the
exclusion under Rule 14a-8(i)(6).

! DMIC is a Pennsylvania mutual fire insurance company formed in 1889 by local residents in the
western portion of Lancaster County, Pennsylvania. DMIC has operated successfully for the last 122 years and,
together with DGI's insurance subsidiaries, has a group A.M. Best rating of A (Excellent). In 1986, DMIC
formed DGI with the intent that DGI become a downstream insurance holding company that could raise capital
privately and publicly in order to provide the capital DMIC and the insurance subsidiaries of DGI would
require to support their future long-term growth. DMIC, DGI and DGI's insurance subsidiaries collectively
operate in 22 states in the New England, Mid-Atlantic, Southeastern and Midwestern parts of the United States.
DMIC currently owns approximately 41.7% of the 19,975,609 outstanding shares of DGI's Class A common stock
which has one tenth of a vote per share and approximately 75.3% of the 5,576,775 outstanding shares of DGI's
Class B common stock which has one vote per share. Therefore, DMIC has the right to cast approximately two-
thirds of the total number of votes that may be cast on all matters presented at any meeting of DGI's
stockholders. DGI has no interest as a shareholder or policyholder in DMIC. DMIC, as a mutual insurance
company, has policyholders, but has no shareholders.
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C.  DGI May Omit the Proposal Under Rule 14a-8(i)(3) Because the Proposal is Contrary to the
Commission's Proxy Rules, Which Prohibit Materially False or Misleading Statements in
Proxy Soliciting Materials.

Rule 14a-8(i)(3) permits a company to omit a stockholder proposal "if the proposal or
supporting statement is contrary to any of the Commission's proxy rules." Such proxy rules
include Rule 142-9, which prohibits false or misleading statements in proxy soliciting
materials. Specifically, Rule 14a-9 prohibits a proposal or supporting statement, which, at the
time, and in light of the circumstances under which it is made, is false or misleading with
respect to any material fact or which omits to state any material fact necessary in order to
make the statements therein not false or misleading.

DGI believes that the Proponent’s statement reporting that the Proponent was "the
catalyst who provided the opportunity for State Auto Mutual Insurance Company's merger
with Meridian Mutual Insurance Company, followed by State Auto Mutual's purchase of
[Meridian Insurance Group, Inc.'s ("MIGI")] publicly traded shares" is materially false and
misleading because it omits material facts necessary to make the statements true and correct.
The Proponent failed to disclose in the Proponent's supporting statement that:

. During the Proponent's approaches to MIG], the SEC entered a Cease and
Desist Order against the Proponent, with the Proponent's consent, for
purchasing MIGI stock on the open market during his "Dutch auction” tender
offer for MIGI stock;

. The Indiana Securities Commissioner entered a final order prohibiting the
Proponent from proceeding with the Proponent'’s MIGI tender offer because of
the Proponent's inadequate disclosures; and

J Although the Proponent describes himself as a "catalyst" in the Meridian-State
Auto merger, the Proponent filed a lawsuit seeking to enjoin the Meridian-State
Auto merger on the ground that State Auto's offer was inadequate even though
it exceeded, by $5 per share, the Proponent's own tender offer for the same
MIGI stock.

DGI cannot publish the Proponent's stockholder proposal and supporting statement
without including all material facts concerning the Proponent's role in the Meridian-State
Auto merger. See Staff Legal Bulletin No. 14 (Jul. 13, 2001), where the Staff states that
stockholders "should provide factual support for statements in the proposal and supporting
statements or phrase statements as their opinion where appropriate.” Therefore, DGI
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believes that it may omit the Proposal under Rule 14a-8(i)(3) because the Proposal is contrary
to the Commission's proxy rules that prohibit the use of materially false or misleading
statements in proxy soliciting materials. :

DGI believes that the exclusions under Rule 14a-8(i)(7), Rule 14a-8(i)(6) and 14a-8(i)(3)
provide sufficient grounds upon which DGI may properly omit the Proposal from its 2012
Proxy Materials. DGI respectfully requests that the Staff, therefore, advise DGI that the
Commission would take no-action if DGI were to exclude the Proposal.

If we can be of further assistance in this matter, please contact me by telephone at (215)
979-1227 or by e-mail at jwkauffman@duanemorris.com.

Sincerely,
Qe
J W. Kau

cc: Donald H. Nikolaus
Frederick W. Dreher
Gregory M. Shepard

~ J. Mark McKinzie .
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Exhibit 7.8:
Greonry M Qhanard
** FISMA & OMB Memorandum M-07-16 ***
November 7, 2011
Certified Mail

Return Receipt Requested

Mr. Donald H. Nikolaus
President and CEO
Donegal Group Inc.

1195 River Road
Marietta, PA 17547-0302

7" Ms. Sheri O. Smith
Corporate Secretary
Donegal Group Inc.

1195 River Road
Marietta, PA 17547-0302

Re: Shareholder Proposal and Supporting Statement
Dear Mr. Nikolaos and Ms. Smith:

Enclosed is a shareholder proposal and supporting statement for inclusion in the proxy statement for the
annual shareholders’ meeting of Donegal Group Inc. (the “Company™) to be held in April 2012.

Please know it is my intent to present the attached shareholder proposal at the Company’s annual
shareholders’ meeting.

Enclosed is a copy of a Schedule 13D to be filed with the Securities and Exchange Commission on
November 9, 2011 indicating that I am the beneficial owner of 3,602,900 Class A shares and 397,100 Class
B shares of the common stock of the Company. As required by Rule 14a-8 promulgated under the
Securities Act of 1934, I (i) bave continuously held shares with a market value of at least $2,000 for longer
than the previous year, and (ii) intend to hold these shares through the date of the Company’s annual
shareholders’ meeting,

Sincerely,
.

Gregory M. Shepard



SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT

Shareholder Proposal:

Gregory M. Shepard, *** FISMA & OMB Memorandum M-07-16 ** , who individually is the beneficial
owner of 3,602,900 Class A snares ana 3¥/,1uu Class 13 snares or common stock of the Company, submits
the following proposal:

Resolved, that the shareholders of Donegal Group Inc. (“DGI™) hereby request that the Board of
Directors (1) appoint a committee of independent, non-management directors who are authorized and
directed to work with Donegal Mutual Insurance Company (“DMIC™) to explore strategic alternatives to
maximize shareholder value, including consideration of a merger of DMIC with another mutual insurer
followed by the sale or merger of DGI, (2) instruct such committee to retain a leading investment banking
firm to advise the committee with respect to such strategic alternatives and (3) authorize the committee and
investment benking firm to solicit and evaluate offers for the merger of DMIC followed by the sale or
merger of DGI.

Supporting Statement:

For many years, I have invested in publicly traded subsidiaries of mutual insurance companies. For
example, in the past I owned 20% of Meridian Insurance Group, Inc. (“MIGI"") and was the catalyst who
provided the opportunity for State Auto Mutual Insurance Company’s merger with Meridian Mutual
Insurance Company, followed by State Auto Mutual’s purchase of MIGI’s publicly traded shares. My
efforts helped to deliver the shares® true value to MIGI’s publicly traded shareholders, with a 135%
premium over the valuation of those shares prior to State Auto Mutual’s purchase.

DG], as a public company, has several advantages compared with being a mutual company: the ability
to raise capital; additional flexibility to restructure; and the ability to provide incentives to management,
employees, and agents. However, DGI has not been successful in delivering a positive return for its
shareholders. DGI’s Class A and Class B stock prices today are respectively 33% and 5% lower than five

years ago.

As the owner of approximately 29.5% and 28.9% of the publicly traded Class A and Class B shares, I
believe the Company’s shares trade at a discount of more than 200% to their realizable value if combined
with another mutual insurer. Examples of such realization of value include the Nationwide-ALLIED, State
Auto-Meridian, and recently announced Nationwide-Harleysville transactions. As a committed investor in
DGI, it is my focus for the Company to enhance value for its investors. Based upon the aforesaid
examples, no amount of rate increases, fortuitous avoidance of catastrophic storms, or other operational
improvements can unleash realization of DGI’s shares® true value as will a merger of DMIC with another
mutual insurer, followed by the purchase of DGI’s public shares.

If other shareholders also believe that the value of DGI is not reflected in current share prices, then the
board and management of DGI have an obligation to take steps to realize the shares’ true value. The board
and management of DGI can best do this by taking the three steps contained in the aforesaid resolution,
guided by the advice of an independent investment banker.



SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20459

SCHEDULE 13D
Under the Securities Exchange Act of 1934
(Amendment No.3 )*

DONEGAL GROUP INC.
(Name of Issuer)

Class A Common Stock
Class B Common Stock
(Title of Class of Securities)
Class A: 257701201
Class B: 257701300
(CUSIP Number of Class of Securities)

Gregory M. Shepard

*** FISMA & OMB Memorandum M-07-16 ***

(Name, address and telephone number of persons
authorized to receive notices and communications
on behalf of person(s) filing statement)

November 7, 2011
(Date of Event which Requires Filing of this Statement)

If the filing person has previously filed a statement on Schedule 13G to report the acquisition which is the subject of this
Schedule 13D, and is filing this schedule because of Rule 13d-1(b)(3) or (4), check the following box [ 1.
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Class A CUSIP No. 257701201 and Class B CUSIP No. 257701300

1. NAME OF REPORTING PERSON
S.S. OR LR.S. IDENTIFICATION NOS. OF REPORTING PERSON
Gregory M. Shepard
2. CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP
@ [ ]
®[1]
3. SEC USE ONLY
4. SOURCE OF FUNDS
PF
5. CHECK BOX IF DISCLOSURE OF LEGAL PROCEEDINGS IS REQUIRED PURSUANT TO ITEMS 2(d) OR 2(¢)
[x]
6. CITIZENSHIP OR PLACE OF ORGANIZATION
United States of America-
7. SOLE VOTING POWER
NUMBER OF SHARES
BENEFICIALLY Class A 3,602,900; Class B 397,100
OWNED BY EACH
REPORTING PERSON 8. SHARED VOTING POWER
WITH
-0-
9. SOLE DISPOSITIVE POWER

Class A 3,602,900; Class B 397,100
10. SHARED DISPOSITIVE POWER
-0-
11. AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
Class A 3,602,900; Class B 397,100
12. CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (11) EXCLUDES CERTAIN SHARES
[ 1]
13. PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (11)
Class A 18.04%; Class B 7.12%
14. TYPE OF REPORTING PERSON
IN




SCHEDULE 13D
ITEM 1. SECURITY AND ISSUER.

The Schedule 13D filed with the Securities and Exchange Commission on July 12, 2010 (the “Initial 13D")
by the Filing Person with respect to the Class A Shares and Class B Shares of Donegal Group Inc., a
Delaware corporation (the “Issuer”), is hereby amended to furnish the additional information set forth
herein. All capitalized terms contained herein but not otherwise defined shall have the meanings ascribed
to such terms in the Initial 13D.

ITEM 3. SOURCE AND AMOUNT OF FUNDS OR OTHER CONSIDERATION.
ITEM 3 OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:

The Filing Person owns 3,602,900 Class A Shares and 397,100 Class B Shares purchased for
$51,924,532 and $6,639,668, respectively (including commissions). The source of funding for the
purchase of these Shares was personal funds.

ITEM 4 OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:

On November 7, 2011, the Filing Person submitted the following proposal to be presented and voted
upon at the Issuer’s 2012 Annual Meeting of Shareholders:

Resolved, that the shareholders of Donegal Group Inc. (*"DGI") hereby request that the Board of Directors
(1) appoint a committee of independent, non-management directors who are authorized and directed to
work with Donegal Mutual insurance Company (“DMIC”) to explore strategic alternatives to maximize
shareholder value, including consideration of a merger of DMIC with another mutua! insurer followed by
the sale or merger of DGI, (2) instruct such committee to retain a leading investment banking firm to
advise the committee with respect to such strategic alternatives and (3) authorize the committee and
investment banking firm to solicit and evaluate offers for the merger of DMIC followed by the sale or
merger of DGI. '

A copy of the proposal and supporting statement are attached hereto as Exhibit 7.8.

The Filing Person intends to review his investment in the Issuer on a continuing basis. Depending on
various factors including, without limitation, the Issuer’s financial position, resuits and strategic direction,
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price levels of the Class A and Class B Shares, the Issuer’s response to the actions suggested by the
Filing Person, actions taken by management and the Board of Directors of the Issuer, other investment
opportunities available to the Filing Person and capital availability and applicable regulatory and legal
constraints, conditions in the securities and capital markets, and general economic and industry
conditions, the Filing Person may, from time to time and at any time, in the future take such actions with
respect to his investment in the Issuer as he deems appropriate including, but not limited to:
communicating with management, the Board, other stockholders, industry participants and other
interested or relevant parties (including financing sources and financial advisors) about the Issuer or
proposing a potential or other fransaction involving the Issuer and about various other matters, including
the operations, business, strategic plans, assets and capital structure of the Issuer or one or more of the
other items described in subparagraphs (a)-(j) of item 4 of Schedule 13D; requesting or proposing one or
more nominees to the Board of Directors of the Issuer; purchasing additional securities of the Issuer in
the open market or otherwise; entering into financial instruments or other agreements that increase or
decrease the Filing Person's economic exposure with respect to his investment in the Issuer; and/or
engaging in any hedging or similar transactions with respect o such holdings. The Filing Person reserves
the right to change his current plans and intentions with respect to any and all matters referred to in item
4 of Schedule 13D based on any of the foregoing factors or otherwise or to sell or distribute some or all of
his respective holdings In the Issuer, at any time and from time to time, in the open market, in private
transactions or otherwise.

ITEM 5. INTEREST IN SECURITIES OF THE ISSUER.

ITEMS 5 (a) AND 5 (b) OF THE INITIAL 13D ARE HEREBY AMENDED AND RESTATED IN THEIR
ENTIRETY AS FOLLOWS:

a) As of the close of business on November 7, 2011, the Filing Person may be deemed to

beneficially own, in the aggregate, 3,602,900 Class A Shares and 397,100 Class B Shares,‘

representing approximately 18.04% and 7.12%, respectively, of the Issuer's outstanding Class A
Shares and Class B Shares (based upon the 19,975,609 Class A Shares and 5,576,775 Class B
Shares stated to be outstanding as of October 31, 2011 by the Issuer In the Issuer's Form 10-Q,
filed with the Securities and Exchange Commission on November 4, 2011).

b) The Filing Person has sole voting power and sole dispositive power with respect to 3,602,900
Class A Shares and 397,100 Class B Shares. The Filing Person has voting power in the
aggregate equal to approximately 9.89%.

ITEM 5 (¢) OF THE INITIAL 13D IS HEREBY AMENDED TO ADD THE FOLLOWING:
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c) The following table sets forth all purchases witﬁ respect to Class A Shares and Class B Shares

effected during the past sixty (60) days by the Filing Person. All such transactions were effected
in the open market, and the table includes commissions paid.

Purchase #ofClassA

Price Shares Amount
Per
Date Share Purchased Pald
11/07/11 13.18 400 5,277.00

Sale #ofClassB

Price Shares Amount

Per
Date Share Sold Recelved
11/07/11 16.00 360 5,756.20

ITEM7. MATERIAL TO BE FILED AS EXHIBITS.

7.8 Proposal and Supporting Statement

SIGNATURE

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

DATED: November 9, 2011

Gregory M. Shepard
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Exhibit Index

7.8 Proposal and Supporting Statement
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Exhibit 7.8:

November 7, 2011

ified Mail
rn Receipt uested

Mr. Donald H. Nikolaus
President and CEO
Donegal Group Inc.

1195 River Road
Marietta, PA 17547-0302

Ms. Sheri O. Smith
Corporate Secretary
Donegal Group Inc.

1195 River Road
Marietta, PA 17547-0302

Gregorv M. Sheoard

“** FISMA & OMB Memorandum M-07-16 ***

Re: Shareholder Proposal and Supporting Statement

Dear Mr. Nikolaus and Ms. Smith:

Enclosed is a shareholder proposal and supporting statement for inclusion in the proxy statement for the
annual shareholders® meeting of Donegal Group Inc. (the “Company™) to be held in April 2012.

Please know it is my intent to present the attached shareholder proposal at the Company’s annual

shareholders’ meeting.

Enclosed is a copy of a Schedule 13D to be filed with the Securities and Exchange Commission on
November 9, 2011 indicating that I am the beneficial owner of 3,602,900 Class A shares and 397,100 Class
B shares of the common stock of the Company. As required by Rule 14a-8 promulgated under the
Securities Act of 1934, I (i) have continuously held shares with a market value of at least $2,000 for longer
than the previous year, and (ii) intend to hold these shares through the date of the Company’s annual

shareholders® meeting.

Sincerely,

Gregory M. Shepard



SHAREHOLDER PROPOSAL AND SUPPORTING STATEMENT

Shareholder Proposal:

Gregory M. Shepard, " FISMA & OMB Memorandum M-07-16 """ ' hg individually is the beneficial
owner of 3,602,900 Class A shares and 397,100 Class B shares of common stock of the Company, submits
the following proposal:

Resolved, that the shareholders of Donegal Group Inc. (“DGI”) hereby request that the Board of
Directors (1) appoint a committee of independent, non-management directors who are authorized and
directed to work with Donegal Mutual Insurance Company (*DMIC™) to explore strategic alternatives to
maximize shareholder value, including consideration of a merger of DMIC with another mutual insurer
followed by the sale or merger of DG, (2) instruct such committee to retain a leading investment banking
firm to advise the committee with respect to such strategic alternatives and (3) authorize the committee and
investment banking firm to solicit and evaluate offers for the merger of DMIC followed by the sale or
merger of DGL

.Supporting Statement:

For many years, I have invested in publicly traded subsidiaries of mutual insurance companies. For
example, in the past I owned 20% of Meridian Insurance Group, Inc. (“MIGI”) and was the catalyst who
provided the opportunity for State Auto Mutnal Insurance Company’s merger with Meridian Mutual
Insurance Company, followed by State Auto Mutual’s purchase of MIGI’s publicly traded shares. My
efforts helped to deliver the shares’ true value to MIGI’s publicly traded shareholders, with a 135%
premium over the valnation of those shares prior to State Auto Mutual’s purchase.

DGI, as a public company, has several advantages compared with being a mutual company: the ability
to raise capital; additional flexibility to restructure; and the ability to provide incentives to management,
employees, and agents, However, DGI has not been successful in delivering a positive return for its
shareholders. DGI’s Class A and Class B stock prices today are respectively 33% and 5% lower than five
years ago.

As the owner of approximately 29.5% and 28.9% of the publicly traded Class A and Class B shares, I
believe the Company’s shares trade at a discount of more than 200% to their realizable value if combined
with another mutual insurer. Examples of such realization of value include the Nationwide-ALLIED, State
Auto-Meridian, and recently announced Nationwide-Harleysville transactions. As a committed investor in
DGI, it is my focus for the Company to enhance value for its investors. Based upon the aforesaid
examples, no amount of rate increases, fortuitous avoidance of catastrophic storms, or other operational
improvements can unleash realization of DGI’s shares’ true value as will a merger of DMIC with another
mutual insurer, followed by the purchase of DGI’s public shares.

If other shareholders also believe that the value of DGI is not reflected in current share prices, then the
board and management of DGI have an obligation to take steps to realize the shares’ true value. The board
and management of DGI can best do this by taking the three steps contained in the aforesaid resolution,
guided by the advice of an independent investment banker.



