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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the fiscal year ended December 31, 2014

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                      to                     

Commission file number 0-15341

DONEGAL GROUP INC.
(Exact name of registrant as specified in its charter)
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Delaware 23-2424711
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

1195 River Road, Marietta, Pennsylvania 17547
(Address of principal executive offices) (Zip code)

Registrant�s telephone number, including area code:

(888) 877-0600

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Class A Common Stock, $.01 par value The NASDAQ Global Select Market
Class B Common Stock, $.01 par value The NASDAQ Global Select Market

Securities registered pursuant to Section 12(g) of the Act: None.

Indicate by check mark whether the registrant is a well-known seasoned issuer as defined in Rule 405 of the Securities Act:    Yes  ¨.     No  x.

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Exchange Act.    Yes  ¨.    No  x.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports) and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x.    No  ¨.

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).    Yes  x.    No  ¨.

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements we incorporate by reference in Part III of this Form
10-K or any amendment to this Form 10-K.  x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of �large accelerated filer,� �accelerated filer� or �smaller reporting company� in Rule 12b-2 of the Exchange Act (check
one):

Large accelerated filer ¨ Accelerated filer x

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company.    Yes  ¨.    No  x.
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State the aggregate market value of the voting and non-voting common equity held by non-affiliates computed by reference to the price at which
the common equity was last sold, or the average bid and asked price of such common equity, as of the last business day of the registrant�s most
recently completed second fiscal quarter. $216,408,004.

Indicate the number of shares outstanding of each of the registrant�s classes of common stock, as of the latest practicable date: 21,534,176 shares
of Class A common stock and 5,576,775 shares of Class B common stock outstanding on March 2, 2015.

Documents Incorporated by Reference

The registrant incorporates by reference portions of the registrant�s definitive proxy statement relating to registrant�s annual meeting of
stockholders to be held April 16, 2015 into Part III of this report.
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PART I

Item 1. Business.
Introduction

Donegal Group Inc., or DGI, is an insurance holding company whose insurance subsidiaries offer personal and commercial lines of property and
casualty insurance to businesses and individuals in 21 Mid-Atlantic, Midwestern, New England and Southern states. As used herein, the terms
�we,� �us� and �our� refer to Donegal Group Inc. and its subsidiaries.

Donegal Mutual Insurance Company, or Donegal Mutual, organized us as an insurance holding company on August 26, 1986. At December 31,
2014, Donegal Mutual held approximately 36% of our outstanding Class A common stock and approximately 76% of our outstanding Class B
common stock. Donegal Mutual�s ownership provides Donegal Mutual with approximately 65% of the aggregate voting power of our
outstanding shares of Class A common stock and our outstanding shares of Class B common stock. Our insurance subsidiaries and Donegal
Mutual have interrelated operations due to our intercompany pooling agreement and other intercompany agreements and transactions we
describe in Note 3 of the Notes to Consolidated Financial Statements. While maintaining the separate corporate existence of each company, our
insurance subsidiaries and Donegal Mutual conduct business together as the Donegal Insurance Group. As such, Donegal Mutual and our
insurance subsidiaries share the same business philosophy, the same management, the same employees and the same facilities and offer the same
types of insurance products.

We have been an effective consolidator of smaller �main street� property and casualty insurance companies, and we expect to continue to acquire
other insurance companies to expand our business in a given region or to commence operations in a new region. Since 1995, we have completed
six acquisitions of property and casualty insurance companies or began to participate in their business through Donegal Mutual�s entry into
quota-share reinsurance agreements with them.

Our insurance subsidiaries and Donegal Mutual provide their policyholders with a selection of insurance products at competitive rates, while
pursuing profitability by adhering to a strict underwriting discipline. Our insurance subsidiaries derive a substantial portion of their insurance
business from smaller to mid-sized regional communities. We believe this focus provides our insurance subsidiaries with competitive advantages
in terms of local market knowledge, marketing, underwriting, claims servicing and policyholder service. At the same time, we believe our
insurance subsidiaries have cost advantages over many smaller regional insurers that result from economies of scale our insurance subsidiaries
realize through centralized accounting, administrative, data processing, investment and other services.

We believe we have a substantial opportunity, as a well-capitalized regional insurance holding company with a solid business strategy, to grow
profitably and compete effectively with national property and casualty insurers. Our downstream holding company structure, with Donegal
Mutual holding approximately 65% of the aggregate voting power of our common stock, has proven its effectiveness and success over the past
29 years of our existence. Over that time frame, we have grown significantly in terms of revenue and financial strength, and the Donegal
Insurance Group has developed an excellent reputation as a regional group of property and casualty insurers.

We own 48.2% of Donegal Financial Services Corporation, or DFSC. DFSC is a grandfathered unitary savings and loan holding company that
owns all of the outstanding capital stock of Union Community Bank, a state savings bank, or UCB. UCB has 14 banking offices, all of which are
located in Lancaster County, Pennsylvania. Donegal Mutual owns the remaining 51.8% of DFSC. For further information regarding DFSC, we
refer to �Business - Donegal Financial Services Corporation� in this Form 10-K Report.

We have four segments: our investment function, our personal lines of insurance, our commercial lines of insurance and our investment in
DFSC. We set forth financial information about these segments in Note 19 of the Notes to Consolidated Financial Statements. The personal lines
products of our insurance subsidiaries consist primarily of homeowners and private passenger automobile policies. The commercial lines
products of our insurance subsidiaries consist primarily of commercial automobile, commercial multi-peril and workers� compensation policies.

Available Information

You may obtain our Annual Reports on Form 10-K, including this Form 10-K Report, our quarterly reports on Form 10-Q, our current reports on
Form 8-K, our proxy statement and our other filings pursuant to the Securities Exchange Act of 1934, or the Exchange Act, without charge by
viewing our website at www.donegalgroup.com. You may also view on our website our Code of Business Conduct and Ethics and the charters
of the executive committee, the audit committee, the compensation
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committee and the nominating committee of our board of directors. Upon request to our corporate secretary, we will also provide printed copies
of any of these documents to you without charge. We have provided the address of our website solely for the information of investors. We do
not intend the reference to our website address to be an active link or to otherwise incorporate the contents of our website into this Form 10-K
Report.

History and Organizational Structure

In the mid-1980�s, Donegal Mutual, as a mutual insurance company, recognized the desirability of developing additional sources of capital and
surplus so it could remain competitive and have the surplus to expand its business and ensure its long-term viability. Accordingly, Donegal
Mutual determined to implement a downstream holding company structure as one of its business strategies. Thus, in 1986, Donegal Mutual
formed us as a downstream holding company. Initially, Donegal Mutual owned all of our outstanding common stock. After Donegal Mutual
formed us, we in turn formed Atlantic States as our wholly owned property and casualty insurance company subsidiary.

In connection with the formation of Atlantic States and the establishment of our downstream insurance holding company system, Donegal
Mutual and DGI entered into a proportional reinsurance agreement, or pooling agreement, that became effective October 1, 1986. Under the
pooling agreement, Donegal Mutual and Atlantic States pool substantially all of their respective premiums, losses and loss expenses to the
reinsurance pool, and the reinsurance pool, acting through Donegal Mutual, then cedes a portion of the pooled business, currently 80%, to
Atlantic States. Donegal Mutual and Atlantic States share the underwriting results in proportion to their respective participation in the
underwriting pool.

Since we established Atlantic States in 1986, Donegal Mutual and our insurance subsidiaries have conducted business together as the Donegal
Insurance Group, while retaining their separate legal and corporate existences. As the Donegal Insurance Group, Donegal Mutual and our
insurance subsidiaries share a combined business plan to enhance market penetration and underwriting profitability objectives. As such, Donegal
Mutual and our insurance subsidiaries share the same business philosophies, the same management, the same employees and the same facilities
and offer the same types of insurance products. We believe Donegal Mutual�s majority interest in the combined voting power of our Class A
common stock and of our Class B common stock fosters our ability to implement our business philosophies, enjoy management continuity,
maintain superior employee relations and provide a stable environment within which we can grow our businesses.

The products Donegal Mutual and our insurance subsidiaries offer are generally complementary, which permits the Donegal Insurance Group to
offer a broad range of products in a given market and to expand the Donegal Insurance Group�s ability to service an entire personal lines or
commercial lines account. Distinctions within the products Donegal Mutual and our insurance subsidiaries offer generally relate to specific risk
profiles within similar classes of business, such as preferred tier products versus standard tier products. Donegal Mutual and we do not allocate
all of the standard risk gradients to one company. As a result, the underwriting profitability of the business the individual companies write
directly will vary. However, the underwriting pool homogenizes the risk characteristics of all business Donegal Mutual and Atlantic States write
directly. We receive 80% of the results of the underwriting pool because Atlantic States has an 80% participation in the pool. The business
Atlantic States derives from the underwriting pool represents a significant percentage of our total consolidated revenues. However, that
percentage has gradually decreased over the past few years as we have acquired a number of other property and casualty insurance companies
that do not participate in the underwriting pool.

As the capital of Atlantic States and our other insurance subsidiaries has increased, the underwriting capacity of our insurance subsidiaries has
increased proportionately. The size of the underwriting pool has also increased substantially. Therefore, as we originally planned in the
mid-1980s, Atlantic States has successfully raised the capital necessary to support the growth of its direct business as well as to accept increases
in its allocation of business from the underwriting pool. The portion of the underwriting pool allocated to Atlantic States has increased from an
initial allocation of 35% in 1986 to an 80% allocation since March 1, 2008. We do not anticipate any further change in the pooling agreement
between Atlantic States and Donegal Mutual in the foreseeable future, including any change in the percentage participation of Atlantic States in
the underwriting pool.

In addition to Atlantic States, our insurance subsidiaries are Southern Insurance Company of Virginia, or Southern, Le Mars Insurance
Company, or Le Mars, The Peninsula Insurance Company and its wholly owned subsidiary, Peninsula Indemnity Company, or collectively,
Peninsula, Sheboygan Falls Insurance Company, or Sheboygan, and Michigan Insurance Company, or MICO. We also benefit from Donegal
Mutual�s 100% quota-share reinsurance agreement with Southern Mutual Insurance Company, or Southern Mutual, and Donegal Mutual�s
placement of its assumed business from Southern Mutual into the underwriting pool.
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The following chart depicts our organizational structure, including all of our property and casualty insurance subsidiaries, Southern Mutual and
our interest in DFSC:

(1) Because of the different relative voting power of our Class A common stock and Class B common stock, our public stockholders hold
approximately 35% of the aggregate voting power of our Class A common stock and Class B common stock and Donegal Mutual holds
approximately 65% of the aggregate voting power of our Class A common stock and Class B common stock.

Relationship with Donegal Mutual

Donegal Mutual provides facilities, personnel and other services to us and our insurance subsidiaries. Donegal Mutual allocates certain related
expenses to Atlantic States in relation to the relative participation of Donegal Mutual and Atlantic States in the underwriting pool they maintain.
Our insurance subsidiaries other than Atlantic States reimburse Donegal Mutual for their respective personnel costs and bear their proportionate
share of information services costs based on their respective percentage of the total net written premiums of the Donegal Insurance Group.
Charges for these services totaled $98.6 million, $94.0 million and $78.8 million for 2014, 2013 and 2012, respectively.

Our insurance subsidiaries have various reinsurance arrangements with Donegal Mutual. These agreements include:

� excess of loss reinsurance agreements with Le Mars, Peninsula, Sheboygan and Southern;

� catastrophe reinsurance agreements with Atlantic States, Le Mars and Southern; and

� quota-share reinsurance agreements with Le Mars, Peninsula and MICO.
The purpose of the excess of loss and catastrophe reinsurance agreements is to lessen the effects of a single large loss, or an accumulation of
smaller losses arising from one event, to levels that are appropriate given each subsidiary�s size, underwriting profile and surplus position.

The purpose of the quota-share reinsurance agreement with Le Mars is to transfer to Le Mars 100% of the premiums and losses related to certain
products Donegal Mutual offers in certain Midwest states, which provide the availability of complementary products to Le Mars� commercial
accounts.

The purpose of the quota-share reinsurance agreement with Peninsula is to transfer to Donegal Mutual 100% of the premiums and losses related
to the workers� compensation product line of Peninsula in certain states, which provides the availability of an additional workers� compensation
tier for Donegal Mutual�s commercial accounts. Donegal Mutual places its assumed business from Peninsula into the underwriting pool.
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The purpose of the quota-share reinsurance agreement with MICO is to transfer to Donegal Mutual 25% of the premiums and losses related to
MICO�s business. Donegal Mutual places its assumed business from MICO into the underwriting pool.

Effective November 1, 2012, Donegal Mutual and Southern terminated their quota-share reinsurance agreement on a run-off basis. The intent of
the quota-share reinsurance agreement with Southern was to transfer to Southern 100% of the premiums and losses related to certain personal
lines products Donegal Mutual offered in Virginia through the use of its automated policy quoting and issuance system.

We and Donegal Mutual have maintained a coordinating committee since our formation in 1986. The coordinating committee consists of two
members of our board of directors, neither of whom is a member of Donegal Mutual�s board of directors, and two members of Donegal Mutual�s
board of directors, neither of whom is a member of our board of directors. The purpose of the coordinating committee is to establish and
maintain a process for an annual evaluation of the transactions between Donegal Mutual, our insurance subsidiaries and us. The coordinating
committee considers the fairness of each intercompany transaction to Donegal Mutual and its policyholders and to us and our stockholders.

A new agreement or any change to a previously approved agreement must receive coordinating committee approval. The approval process for a
new agreement between Donegal Mutual and us or one of our insurance subsidiaries or a change in such an agreement is as follows:

� both of our members on the coordinating committee must determine that the new agreement or the change in an existing agreement
is fair and equitable to us and in the best interests of our stockholders;

� both of Donegal Mutual�s members on the coordinating committee must determine that the new agreement or the change in an
existing agreement is fair and equitable to Donegal Mutual and in the best interests of its policyholders;

� our board of directors must approve the new agreement or the change in an existing agreement; and

� Donegal Mutual�s board of directors must approve the new agreement or the change in an existing agreement.
The coordinating committee also meets annually to review each existing agreement between Donegal Mutual and us or our insurance
subsidiaries, including all reinsurance agreements between Donegal Mutual and our insurance subsidiaries. The purpose of this annual review is
to examine the results of the agreements over the past year and, in the case of reinsurance agreements, over the most recent five-year period and
to determine if the results of the existing agreements remain fair and equitable to us and our stockholders and fair and equitable to Donegal
Mutual and its policyholders or if Donegal Mutual and we should mutually agree to certain adjustments to the terms of the agreements. In the
case of these reinsurance agreements, the annual adjustments typically relate to the reinsurance premiums, losses and reinstatement premiums.
These agreements are ongoing in nature and will continue in effect throughout 2015 in the ordinary course of business.

Our members on the coordinating committee, as of the date of this Form 10-K Report, are Robert S. Bolinger and Richard D. Wampler, II.
Donegal Mutual�s members on the coordinating committee as of such date are Dennis J. Bixenman and John E. Hiestand. We refer to our proxy
statement for our annual meeting of stockholders on April 16, 2015 for further information about the members of the coordinating committee.

We believe our relationships with Donegal Mutual offer us and our insurance subsidiaries a number of competitive advantages, including the
following:

� enabling our stable management, the consistent underwriting discipline of our insurance subsidiaries, external growth, long-term
profitability and financial strength;

� creating operational and expense synergies from the combination of resources and integrated operations of Donegal Mutual and our
insurance subsidiaries;
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� enhancing our opportunities to expand by acquisition because of the ability of Donegal Mutual to affiliate with and acquire control of
other mutual insurance companies and, thereafter, demutualize them and combine them with us;

� producing more stable and uniform underwriting results for our insurance subsidiaries over extended periods of time than we could
achieve without our relationship with Donegal Mutual;
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� providing opportunities for growth because of the ability of Donegal Mutual to enter into reinsurance agreements with other mutual
insurance companies and place the business it assumes into the pooling agreement; and

� providing Atlantic States with a significantly larger underwriting capacity because of the underwriting pool Donegal Mutual and
Atlantic States have maintained since 1986.

In the first quarter of 2015, our board of directors and the board of directors of Donegal Mutual each undertook a review of the relationships of
Donegal Mutual and DGI and determined that continuing the current relationships and the current corporate structure of Donegal Mutual and
DGI is in the best interests of DGI and its various constituencies.

Business Strategy

Our strategy is designed to allow our insurance subsidiaries to achieve their longstanding goal of outperforming the United States property and
casualty insurance industry in terms of profitability and service, thereby providing value to the policyholders of our insurance subsidiaries and,
ultimately, providing value to our stockholders. The annual net premiums earned of our insurance subsidiaries have increased from $265.8
million in 2004 to $556.5 million in 2014, a compound annual growth rate of 7.7%.

The combined ratio of our insurance subsidiaries and that of the United States property and casualty insurance industry as computed using
United States generally accepted accounting principles, or GAAP, and statutory accounting principles, or SAP, for the years 2010 through 2014
are shown in the following table:

2014 2013 2012 2011 2010
Our GAAP combined ratio (1) 101.7% 98.8% 101.6% 110.6% 104.7% 
Our SAP combined ratio 100.5 97.4 99.8 107.9 102.9
Industry SAP combined ratio (2) 97.2 96.4 102.5 106.5 101.1

(1) Our GAAP combined ratio for 2011 was adversely affected by accounting adjustments related to the acquisition of MICO.
(2) As reported or projected by A.M. Best Company.
We and Donegal Mutual believe we can continue to expand our insurance operations over time through organic growth and acquisitions of, or
affiliations with, other insurance companies. We and Donegal Mutual have enhanced the performance of companies we have acquired, while
leveraging the acquired companies� core strengths and local market knowledge to expand their operations. Our insurance subsidiaries and
Donegal Mutual also seek to increase their premium base by making quality independent agency appointments, enhancing their competitive
position within each agency, introducing new and enhanced insurance products and developing and maintaining automated systems to improve
service, communications and efficiency.

We translate these initiatives into our book value growth in a number of ways, including the following:

� maintaining a conservative underwriting culture and pricing discipline to sustain our record of underwriting profitability;

� continuing our investment in technology to achieve operating efficiencies that lower expenses, enhance the service we provide to
agencies and policyholders and increase the speed of our communications with agencies and policyholders; and

� maintaining a conservative investment approach.
A detailed review of our business strategies follows:

Edgar Filing: DONEGAL GROUP INC - Form 10-K

Table of Contents 11



� Achieving underwriting profitability.
Our insurance subsidiaries focus on achieving a combined ratio of less than 100%. Our insurance subsidiaries fell modestly short of that
objective in 2014 due primarily to severe weather during the first half of the year. We remain committed to achieving consistent underwriting
profitability. We believe that underwriting profitability is a fundamental component of our long-term financial strength because it allows our
insurance subsidiaries to generate profits without relying exclusively on their investment income. Our insurance subsidiaries seek to enhance
their underwriting results by:

� carefully selecting the product lines they underwrite;
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� carefully selecting the individual risks they underwrite;

� minimizing their individual exposure to catastrophe-prone areas; and

� evaluating their claims history on a regular basis to ensure the adequacy of their underwriting guidelines and product pricing.
Our insurance subsidiaries have no material exposures to asbestos and environmental liabilities. Our insurance subsidiaries seek to provide more
than one policy to a given personal lines or commercial lines customer because this �account selling� strategy diversifies their risk and has
historically improved their underwriting results. Our insurance subsidiaries also use reinsurance to manage their exposure and limit their
maximum net loss from large single risks or risks in concentrated areas. Our insurance subsidiaries believe these practices are key factors in their
ability to maintain a statutory combined ratio that has generally been more favorable than the combined ratio of the United States property and
casualty insurance industry.

� Pursuing profitable growth by organic expansion within the traditional operating territories of our insurance subsidiaries through
developing and maintaining quality agency representation.

We believe that continued expansion of our insurance subsidiaries within their existing markets will be a key source of their continued premium
growth and that maintaining an effective and growing network of independent agencies is integral to their expansion. Our insurance subsidiaries
seek to be among the top three insurers within each of the independent agencies for the lines of business our insurance subsidiaries write by
providing a consistent, competitive and stable market for their products. We believe that the consistency of the product offerings of our
insurance subsidiaries enables our insurance subsidiaries to compete effectively for independent agents with other insurers whose product
offerings may fluctuate based on industry conditions. Our insurance subsidiaries offer a competitive compensation program to their independent
agents that rewards them for producing profitable growth for our insurance subsidiaries. Our insurance subsidiaries provide their independent
agents with ongoing support to enable them to better attract and service customers, including:

� fully automated underwriting and policy issuance systems for both personal, commercial and farm lines of insurance;

� training programs;

� marketing support;

� availability of a service center that provides comprehensive service for our personal lines policyholders; and

� field visitations by marketing and underwriting personnel and senior management of our insurance subsidiaries.
Our insurance subsidiaries appoint independent agencies with a strong underwriting and growth track record. We believe that our insurance
subsidiaries, by carefully selecting, motivating and supporting their independent agencies, will drive continued long-term growth.

Acquiring property and casualty insurance companies to augment the organic growth of our insurance subsidiaries in existing markets and
to expand into new geographic regions.

We have been an effective consolidator of smaller �main street� property and casualty insurance companies, and we expect to continue to acquire
other insurance companies to expand our business in a given region or to commence operations in a new region.

Since 1995, we have completed six acquisitions of property and casualty insurance companies or participated in their business through Donegal
Mutual�s entry into quota-share reinsurance agreements with them. We intend to continue our growth by pursuing affiliations and acquisitions
that meet our criteria. Our primary criteria are:
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� location in regions where our insurance subsidiaries are currently conducting business or that offer an attractive opportunity
to conduct profitable business;

� a mix of business similar to the mix of business of our insurance subsidiaries;

-6-

Edgar Filing: DONEGAL GROUP INC - Form 10-K

Table of Contents 14



Table of Contents

� annual premium volume up to $100.0 million; and

� fair and reasonable transaction terms.
We believe that our relationship with Donegal Mutual assists us in pursuing affiliations with, and subsequent acquisitions of, mutual insurance
companies because, through Donegal Mutual, we understand the concerns and issues that mutual insurance companies face. In particular,
Donegal Mutual has had success affiliating with underperforming mutual insurance companies, and we have either acquired them following
their conversion to a stock company or benefited from their underwriting results as a result of Donegal Mutual�s entry into a 100% quota-share
reinsurance agreement with them and placement of its assumed business into the pooling agreement. We have utilized our strengths and
financial position to improve the operations of those underperforming insurance companies. We evaluate a number of areas for operational
synergies when considering acquisitions, including product underwriting, expenses, the cost of reinsurance and technology.

We and Donegal Mutual have the ability to employ a number of acquisition and affiliation methods. Our prior acquisitions and affiliations have
taken one of the following forms:

� purchase of all of the outstanding stock of a stock insurance company;

� purchase of a book of business;

� quota-share reinsurance transaction; or

� two-step acquisition of a mutual insurance company in which:

� as the first step, Donegal Mutual purchases a surplus note from the mutual insurance company, Donegal Mutual enters
into a services agreement with the mutual insurance company and Donegal Mutual�s designees become a majority of the
members of the board of directors of the mutual insurance company; and

� as the second step, the mutual insurance company enters into a quota-share reinsurance agreement with Donegal Mutual
or demutualizes, or converts, into a stock insurance company. Upon the demutualization or conversion, we purchase the
surplus note from Donegal Mutual and exchange it for all of the stock of the stock insurance company resulting from
the demutualization or conversion.

We believe that our ability to make direct acquisitions of stock insurance companies and to make indirect acquisitions of mutual insurance
companies through a sponsored conversion or a quota-share reinsurance agreement provides us with flexibility that is a competitive advantage in
making acquisitions. We also believe our historic record clearly demonstrates our ability to acquire control of an underperforming insurance
company, re-underwrite its book of business, reduce its cost structure and return it to sustained profitability.

While Donegal Mutual and we generally engage in preliminary discussions with potential direct or indirect acquisition candidates on an almost
continuous basis and are so engaged at the date of this Form 10-K Report, neither Donegal Mutual nor we make any public disclosure regarding
a proposed acquisition until Donegal Mutual or we have entered into a definitive acquisition agreement.
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The following table highlights our history of insurance company acquisitions and affiliations since 1988:

Company Name State of Domicile
Year Control

Acquired Method of Acquisition/Affiliation
Southern Mutual Insurance Company and now
Southern Insurance Company of Virginia

Virginia 1984 Surplus note investment by Donegal Mutual in
1984; demutualization in 1988; acquisition of
stock by us in 1988.

Pioneer Mutual Insurance Company and then Pioneer
Insurance Company (1)(2)

Ohio 1992 Surplus note investment by Donegal Mutual in
1992; demutualization in 1993; acquisition of
stock by us in 1997.

Delaware Mutual Insurance Company and then
Delaware Atlantic Insurance Company (1)(2)

Delaware 1993 Surplus note investment by Donegal Mutual in
1993; demutualization in 1994; acquisition of
stock by us in 1995.

Pioneer Mutual Insurance Company and then Pioneer
Insurance Company (1)(2)

New York 1995 Surplus note investment by Donegal Mutual in
1995; demutualization in 1998; acquisition of
stock by us in 2001.

Southern Heritage Insurance Company (2) Georgia 1998 Purchase of stock by us in 1998.

Le Mars Mutual Insurance Company of Iowa and now
Le Mars Insurance Company (1)

Iowa 2002 Surplus note investment by Donegal Mutual in
2002; demutualization in 2004; acquisition of
stock by us in 2004.

Peninsula Insurance Group Maryland 2004 Purchase of stock by us in 2004.

Sheboygan Falls Mutual Insurance Company and now
Sheboygan Falls Insurance Company (1)

Wisconsin 2007 Contribution note investment by Donegal Mutual
in 2007; demutualization in 2008; acquisition of
stock by us in 2008.

Southern Mutual Insurance Company (3) Georgia 2009 Surplus note investment by Donegal Mutual and
quota-share reinsurance in 2009.

Michigan Insurance Company Michigan 2010 Purchase of stock by us and surplus note
investment by Donegal Mutual in 2010.

(1) Each of these acquisitions initially took the form of an affiliation with Donegal Mutual. Donegal Mutual provided surplus note financing to
the insurance company, and, in connection with that financing, sufficient designees of Donegal Mutual were appointed so as to constitute a
majority of the members of the board of directors of the insurance company. Donegal Mutual and the insurance company simultaneously
entered into a services agreement whereby Donegal Mutual provided services to improve the operations of the insurance company. Once
the insurance company�s results of operations improved to the satisfaction of Donegal Mutual, Donegal Mutual sponsored the
demutualization of the insurance company. Upon the consummation of the demutualization, Donegal Mutual converted the surplus note to
capital stock of the newly demutualized insurance company. We then purchased all of the capital stock of the insurance company from
Donegal Mutual and made an additional capital contribution in cash to provide adequate surplus to support the insurance company�s
planned premium growth.

(2) To reduce administrative and compliance costs and expenses, these subsidiaries subsequently merged into one of our existing insurance
subsidiaries.

(3) Control acquired by Donegal Mutual.

� Providing responsive and friendly customer and agent service to enable our insurance subsidiaries to attract new policyholders
and retain existing policyholders.

We believe that excellent policyholder service is important in attracting new policyholders and retaining existing policyholders. Our insurance
subsidiaries work closely with their independent agents to provide a consistently responsive level of claims service, underwriting and customer
support. Our insurance subsidiaries seek to respond expeditiously and effectively to address customer and independent agent inquiries in a
number of ways, including:
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� availability of a customer call center for claims reporting;

� availability of a secure website for access to policy information and documents, payment processing and other features;
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� timely replies to information requests and policy submissions; and

� prompt responses to, and processing of, claims.
Our insurance subsidiaries periodically conduct policyholder surveys to evaluate the effectiveness of their service to policyholders. The
management of our insurance subsidiaries meets on a regular basis with the personnel of the independent insurance agents our insurance
subsidiaries appoint to seek service improvement recommendations, react to service issues and better understand local market conditions.

� Maintaining premium rate adequacy to enhance the underwriting results of our insurance subsidiaries, while maintaining their
existing book of business and preserving their ability to write new business.

Our insurance subsidiaries maintain discipline in their pricing by effecting rate increases to sustain or improve their underwriting profitability
without unduly affecting their customer retention. In addition to appropriate pricing, our insurance subsidiaries seek to ensure that their premium
rates are adequate relative to the amount of risk they insure. Our insurance subsidiaries review loss trends on a periodic basis to identify changes
in the frequency and severity of their claims and to assess the adequacy of their rates and underwriting standards. Our insurance subsidiaries also
carefully monitor and audit the information they use to price their policies for the purpose of enabling them to receive an adequate level of
premiums for the risk they assume. For example, our insurance subsidiaries inspect substantially all commercial lines risks and a substantial
number of personal lines property risks before they commit to insure them to determine the adequacy of the insured amount to the value of the
insured property, assess property conditions and identify any liability exposures. Our insurance subsidiaries audit the payroll data of their
workers� compensation customers to verify that the assumptions used to price a particular policy were accurate. By implementing appropriate rate
increases and understanding the risks our insurance subsidiaries agree to insure, our insurance subsidiaries are generally able to achieve
consistent underwriting profitability.

� Focusing on expense controls and utilization of technology to increase the operating efficiency of our insurance subsidiaries.
Our insurance subsidiaries maintain stringent expense controls under direct supervision of their senior management. We centralize many
processing and administrative activities of our insurance subsidiaries to realize operating synergies and better expense control. Our insurance
subsidiaries utilize technology to automate much of their underwriting and to facilitate agency and policyholder communications on an efficient,
timely and cost-effective basis. We operate on a paperless basis. As a result of our focus on expense control, our insurance subsidiaries have
reduced their expense ratio from 36.6% in 1999 to 31.4% in 2014. Our insurance subsidiaries have also increased their annual premium per
employee, a measure of efficiency that our insurance subsidiaries use to evaluate their operations, from approximately $470,000 in 1999 to
approximately $948,000 in 2014.

Our insurance subsidiaries maintain technology comparable to that of the largest of their competitors. �Ease of doing business� is an increasingly
important component of an insurer�s value to an independent agency. Our insurance subsidiaries provide a fully automated personal lines
underwriting and policy issuance system called �WritePro®.� WritePro® is a web-based user interface that substantially eases data entry and
facilitates the quoting and issuance of policies for the independent agents of our insurance subsidiaries. Our insurance subsidiaries also provide a
similar commercial business system called �WriteBiz®.� WriteBiz® is a web-based user interface that provides the independent agents of our
insurance subsidiaries with an online ability to quote and issue commercial automobile, workers� compensation, business owners and tradesman
policies automatically. WriteFarm® is a web-based user interface that provides the independent agents of our insurance subsidiaries with an
online ability to quote and issue farm policies. As a result, applications of the independent agents for our insurance subsidiaries can result in
policy issuance without further re-entry of information. These systems also interface with the policy management systems of the independent
agents of our insurance subsidiaries.

� Maintaining a conservative investment approach.
Return on invested assets is an important element of the financial results of our insurance subsidiaries. The investment strategy of our insurance
subsidiaries is to generate an appropriate amount of after-tax income on invested assets while minimizing credit risk through investments in
high-quality securities. As a result, our insurance subsidiaries seek to invest a high percentage of their assets in diversified, highly rated and
marketable fixed-maturity instruments. The fixed-maturity portfolios of our insurance subsidiaries consist of both taxable and tax-exempt
securities. Our insurance subsidiaries maintain a portion of their portfolios in short-term securities to provide liquidity for the payment of claims
and operation of their respective businesses. Our insurance subsidiaries maintain a small percentage (3.7% at December 31, 2014) of their
portfolios in equity securities.
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Competition

The property and casualty insurance industry is highly competitive on the basis of both price and service. Numerous companies compete for
business in the geographic areas where our insurance subsidiaries operate. Many of these other insurance companies are substantially larger and
have greater financial resources than those of our insurance subsidiaries. In addition, because our insurance subsidiaries and Donegal Mutual
market their respective insurance products exclusively through independent insurance agencies, most of which represent more than one
insurance company, our insurance subsidiaries face competition within agencies, as well as competition to retain qualified independent agents.

Products and Underwriting

We report the results of our insurance operations in two segments: personal lines of insurance and commercial lines of insurance. The personal
lines our insurance subsidiaries write consist primarily of private passenger automobile and homeowners insurance. The commercial lines our
insurance subsidiaries write consist primarily of commercial automobile, commercial multi-peril and workers� compensation insurance. We
describe these lines of insurance in greater detail below:

Personal

� Private passenger automobile � policies that provide protection against liability for bodily injury and property damage arising from
automobile accidents and protection against loss from damage to automobiles owned by the insured.

&nbs
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