fPml!lllllI!Ul)llﬂlﬂlzllﬂlﬂlﬂlllmlllUlll
UINCAN

UNITED INSURANCE
HOLDINGS CORP.

To Our Fellow Stockholders...

The U.S. economy continued to sputter throughout 2009 as it
tries to recover from one of the worst recessions in memory.
United Insurance Holdings Corp., as did countless other
companies, faced difficult operating conditions, yet it
continued to build on a record of profitability that stretches
back to its inception in 1999.

2009 RESULTS

Despite the difficult economic conditions and the turmoil that
affected the capital markets, and despite a $33.8 million
increase in reinsurance costs, we still reported net income of
$4.1 million, or $0.38 per diluted share.

We achieved our positive results by organically growing our
book of business and by continuing our focus on conservative
underwriting. We increased our total number of homeowner
and dwelling fire policies by 16% to over 93,000, by writing
more new policies and improving our retention of existing
policies. The additional writings and improved retention
allowed us to increase our gross premiums written by 10% to
$155.8 million.

Our gross non-catastrophe loss ratio increased to 28.5% for
2009 compared to 21.9% for 2008 due to the significant
increase in policies-in-force and gross earned premiums
suppressed by state-mandated wind mitigation credits. We
responded to the increase in losses and risk exposure by scaling
back our writings in the second half of the year to reduce our
future risk exposure. In addition, we obtained approval for two
rate increases from the Florida Office of Insurance Regulation
which should solidify and then begin to improve our results.

Our thoughtful approach to risk management is exhibited at all
levels of the organization, from the day-to-day review of
policies, to our business development process, and the
continued geographic diversification of our policies throughout
the state of Florida.

‘We continued to improve our strong balance sheet, which
included cash and cash equivalents of $27.1 million, total
investments of $133 million, total assets of $247.8 million and
total stockholders’ equity of $48.1 million. Though our cash
decreased overall mainly as a result of investing our excess
cash and paying dividends to our investors, our core operations
provided approximately $6.4 million of cash.



CONSERVATIVE INVESTMENT PHILOSOPHY

We take a conservative approach with our investments, an
approach that includes a continued focus on investment-grade
fixed maturities. We prefer to ensure the security of our
principal before we look for additional yield. We believe this
approach reinforces our position as a stable writer of insurance
in Florida, and generates more business from our existing
agents as well as attracting new agents to our distribution
network.

LOOKING AHEAD

As we complete the first decade of the twenty-first century, we
look forward with optimism to our prospects for profitability
and for growth. We will certainly face obstacles to continue
our profitability, and therefore we must diligently manage
through the economic and insurance-cycle conditions that
persist. We believe that we are well positioned to take
advantage of growth opportunities that may arise, whether in
the form of company acquisitions, policy assumptions or
organic growth as economic and market conditions improve.

We very much appreciate the dedication of our directors,
employees, and agents, and we recognize their role in helping
us overcome the challenges we faced during the year. We will
continue to manage and grow our organization with prudence
and discipline, and we express our appreciation to you, our
stockholders, for your continuing confidence.

Sincerely,

Mr. Donald J. Cronin
Chief Executive Officer
United Insurance Holdings Corp.
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FORWARD LOOKING STATEMENTS

Statements in this Annual Report on Form 10-K for the year ended December 31, 2009 (“Form 10-K”) or in
documents incorporated by reference that are not historical fact are “forward-looking statements” within the
meaning of the Private Securities Reform Litigation Act of 1995. These forward-looking statements include
statements about anticipated growth in revenues, earnings per share, estimated unpaid losses on insurance
policies, investment returns and expectations about our liquidity. These statements are based on current
expectations, estimates and projections about the industry and market in which we operate, and management’s
beliefs and assumptions. Without limiting the generality of the foregoing, words such as “may,” “will,” “expect,”
“believe,” “anticipate,” “intend,” “could,” “would,” “estimate,” or “continue” or the negative other variations
thereof or comparable terminology are intended to identify forward-looking statements. Forward-looking
statements are not guarantees of future performance and involve certain known and unknown risks and
uncertainties that could cause actual results to differ materially from those expressed or implied by such
statements. The risks and uncertainties include, without limitation, uncertainties related to estimates, assumptions
and projections relating to unpaid losses and loss adjustment expenses and other accounting policies, losses from
the hurricanes that occurred in 2005 and 2004 and in other estimates, assumptions and projections contained in
this Form 10-K; inflation and other changes in economic conditions (including changes in interest rates and
financial markets); the impact of new Federal or State regulations that affect the property and casualty insurance
market; the costs of reinsurance; assessments charged by various governmental agencies; pricing competition and
other initiatives by competitors; our ability to obtain regulatory approval for requested rate changes and the
timing thereof; legislative and regulatory developments; the outcome of litigation pending against us, including
the terms of any settlements; risks related to the nature of our business; dependence on investment income and
the composition of our investment portfolio; the adequacy of our liability for loss and loss adjustment expense;
insurance agents; claims experience; ratings by industry services; catastrophe losses; reliance on key personnel;
weather conditions (including the severity and frequency of storms, hurricanes, tornadoes and hail); acts of war
and terrorist activities; and other matters described from time to time by us in this Form 10-K and in our other
filings with the Securities and Exchange Commission (“SEC”).

‘We caution you to not place reliance on these forward-looking statements, which are valid only as of the
date they were made. We undertake no obligation to update or revise any forward-looking statements to reflect
new information or the occurrence of unanticipated events or otherwise. In addition, we prepare our financial
statements in accordance with U.S. generally accepted accounting principles (“GAAP”), which prescribes when
we may reserve for particular risks, including litigation exposures. Accordingly, our results for a given reporting
period could be significantly affected if and when we establish a reserve for a major contingency. Therefore, the
results we report in certain accounting periods may appear to be volatile.

These forward-looking statements are subject to numerous risks, uncertainties and assumptions about us
described in our filings with the SEC. The forward-looking events that we discuss in this Form 10-K are valid
only as of the date of this Form 10-K and may not occur in light of the risks, uncertainties and assumptions that
we describe in our filings with the SEC. A detailed discussion of these and other risks and uncertainties that
could cause actual results and events to differ materially from such forward-looking statements is included in the
section entitled “Risk Factors” in Part I, Item 1A of this Annual Report. Except as required by applicable law, we
undertake no obligation and disclaim any obligation to publicly update or revise any forward-looking statements,
whether as a result of new information, future events or otherwise.
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PARTI

Our discussions below reference “UIHC”, “United”, “we”, and “us”, which refer to United Insurance
Holdings Corp. and its consolidated subsidiaries, unless the context otherwise requires. Also, “UIH” refers to
United Insurance Holdings, L.C., “UPC” refers to United Property & Casualty Insurance Company, “UIM” refers
to United Insurance Management, L.C. and “Skyway” refers to Skyway Claims Services, LLC.

Item 1. Business.
INTRODUCTION

We incorporated on May 22, 2007 under Delaware law and became a publicly-traded company during
October 2007. We initially were named FMG Acquisition Corp. (“FMG”) and changed our name to United
Insurance Holdings Corp. after we merged with UTH on September 30, 2008. The merger transaction is discussed
in detail below in the MERGER TRANSACTION section.

Through UIH and UIH’s three wholly-owned subsidiaries, we write and service property and casualty
insurance policies in Florida. The three subsidiaries of UIH are UPC, UIM and Skyway. We currently operate
under one business segment. We believe our holding company structure provides us flexibility to expand our
products and services in the future. During late 2009, our Board of Directors authorized Management to explore
expansion into seven other states. During 2010, we will attempt to become licensed in these additional states.

UPC was formed in 1999 to capitalize on legislation designed to attract capital to the Florida homeowner
insurance market and is authorized by the Florida Office of Insurance Regulation (“OIR”) to underwrite
homeowner and dwelling property and casualty lines.

UIM is a managing general agent (“MGA”) formed in 1999 and manages substantially all aspects of UPC’s
operations, including underwriting, policy administration, collections, disbursements, accounting and claims
processes.

Skyway was formed in 2004 to provide claims adjusting services. Skyway is currently one of several
companies that provide such services to UPC.

Our office is located at 360 Central Avenue, Suite 900, St. Petersburg, FL 33701 and our telephone number
at that location is (727) 895-7737.

MERGER TRANSACTION

On September 30, 2008, in a cash and stock transaction, we completed a merger pursuant to an Amended
and Restated Agreement and Plan of Merger, dated August 15, 2008, as amended on September 23, 2008,
whereby United Subsidiary Corp., a wholly-owned subsidiary of FMG, merged with and into UIH, a Florida
limited liability company, with UIH remaining as the surviving entity (the “Merger”). As consideration for the
Merger, we paid the members of UIH an aggregate of $25 million in cash, issued 8,929,819 shares of our
common stock and granted warrants to purchase 1,273,569 shares of our common stock. The cash consideration
for the Merger was funded with cash held in our trust account established in connection with our initial public
offering, as well as the net proceeds from the debt financing which closed on September 29, 2008. Though the
Merger Agreement contained a provision regarding contingent consideration of as much as $5.0 million, we did
not meet the net income target necessary to trigger payment of the contingent consideration.

We accounted for the Merger as a reverse acquisition and recapitalization since UIH was deemed to be the
acquirer for accounting purposes. Accordingly, our historical consolidated financial statements reflect the assets,
liabilities and operations of UIH prior to the Merger date, recorded on a historical cost basis. We then recorded
UIHC’s (formerly FMG’s) assets and liabilities at their fair value on the date of the Merger.
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NATURE OF THE INSURANCE INDUSTRY

Factors affecting the insurance industry may subject us to significant fluctuations in operating results. These
factors include competition, catastrophe losses and general economic conditions, including interest rate changes
and inflation, as well as legislative initiatives, the regulatory environment, the frequency of litigation, the size of
judgments, severe weather conditions, climate changes or cycles, the role of federal or state government in the
insurance market, judicial or other authoritative interpretations of laws and policies, market conditions for
homeowner insurance and the availability and cost of reinsurance.

Historically, the financial performance of the property and casualty insurance industry has tended to
fluctuate in cyclical patterns of soft markets followed by hard markets. A soft market is typically characterized
by increased competition that results in lower pricing, expanded coverage terms and increased commissions paid
to distribution sources in order to compete for business. A hard market, generally considered a beneficial industry
trend, is characterized by reduced competition that results in higher pricing, reduced coverage terms and lower
commissions paid to acquire business. Although an individual insurance company’s financial performance is
dependent on its own specific business characteristics, the profitability of most property and casualty insurance
companies tends to follow this cyclical market pattern. During 2009, the Florida property and casualty industry
was in a “soft” market, but that could change during 2010 depending on legislative actions, reinsurance pricing
and the financial condition of the Florida domestic insurers.

PRODUCT LINES

We offer standardized policies. Policies we issue under our Protector Homeowner Program provide both
structure and content coverage for a broad range of exposures, and includes coverage options for standard single-
family homeowners, tenants (renters), and condominium unit owners. Our Guardian Dwelling Fire Program
allows policyholders to select from a range of standardized policies with differing types and levels of coverage.
(Hereinafter, with reference to policy type, the term “homeowner” refers to both homeowner and dwelling
policies, unless otherwise noted.)

The OIR has also authorized us to write flood coverage (“Flood”) and a smaller commercial auto (“Garage”)
line of business. We write Flood insurance through the National Flood Insurance Program (“NFIP”). We earn a
commission on our Flood policies while retaining no risk of loss. We discontinued writing Garage policies after
May 31, 2009.

PRICING

We price our product at levels that are projected to generate an acceptable underwriting profit. We generally
use actuarial loss costs promulgated by the Insurance Service Office, a company providing statistical, actuarial
and underwriting claims information and related services to insurers, as a benchmark during the development of
pricing for our products. With assistance from our actuary, we further adjust pricing to account for our historical
loss experience and individual risk and coverage characteristics.

As demonstrated during 2009, we are unable to increase our prices until some time after the costs associated
with coverage have increased, primarily because of state insurance rate regulation. The pace at which we can
change our rates in response to increased costs is dependent upon the time it takes for us to submit a rate filing
with the OIR and the OIR to review and approve the filing. At times, our ability or willingness to raise prices,
modify underwriting terms or reduce exposure may be limited due to considerations of public policy, the
evolving political environment, competition and/or our social responsibilities.

During the second quarter of 2009, we submitted our annual rate filing for an average 12.7% rate increase
on policies written under our Protector Homeowner Program. The OIR approved the increase which became
effective September 15, 2009. The OIR also approved our annual rate filing for an average 15% rate increase on
policies written under our Guardian Dwelling Fire Program, which became effective October 15, 2009. We also
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filed for an additional rate increase to partially offset our higher reinsurance costs during the fourth quarter of
2009. The OIR approved an overall 14% rate increase for our Protector Homeowner Program that became
effective March 15, 2010, and an overall 14.7% rate increase for our Guardian Dwelling Fire Program to be
effective April 15, 2010. Applying a rate increase to all policies that were in force on the date the increase
became effective takes as long as a year, and then we must recognize the increased premium pro rata over

12 months; therefore, rate increases may take as long as two years to fully impact net income.

COMPETITION

The property and casualty insurance industry is very competitive both as to rate and service and many
companies currently write homeowner property and casualty policies in Florida. Except for certain regulatory
considerations, the insurance industry has relatively few barriers to entry. We compete with large national
insurance providers, smaller regional providers and Florida domestic property and casualty companies. Our
primary domestic competitors are Universal Insurance Company of North America, Security First Insurance
Company, and other similar companies. Also, due to legislation passed by the Florida legislature in 2007,
Citizens Property Insurance Corporation (“Citizens”), a state-sponsored insurer, is authorized to compete with
private insurers.

We compete primarily on the basis of underwriting criteria, our distribution network and high-quality
service to our agents and policyholders because we believe that we compare favorably in these areas. Many of
our competitors have higher ratings, more capital, greater resources and more access to capital than we have.
They may offer a wider range of products and services than we do and may cover larger geographic markets.
New entrants to our markets may arise and create additional competition leading to potentially lower prices and
higher limits offered. Although our pricing is influenced to some degree by the pricing of our competitors, we
believe it is generally not in our best interest to compete.

MARKETING AND DISTRIBUTION

To reach a broad range of prospective policyholders, we use more than 200 agency groups representing
approximately 1,800 agents who write direct policies for us. We recruit, train and license the full-service
insurance agents that distribute our products. Typically, a full-service agency is small to medium in size and
represents several companies for both personal and commercial product lines. We depend upon our agents to
produce new business for us. Our agents also provide us with valuable marketing information about the
homeowners’ insurance needs in the communities we serve. We compensate our agents primarily with a fixed-
rate commission. We do not have any placement service agreements or other similar arrangements with our
agents.

Our marketing representatives monitor and support our agents and also have the principal responsibility for
recruiting and training our new agents. We manage our agents through periodic business reviews using
established benchmarks/goals for premium volume and profitability. We review an agent’s performance and if a
particular agent does not meet its established benchmarks/goals for premium volume and profitability, then we
may terminate that agent.

We also appoint limited-service insurance agents that only service the policies we have assumed from
Citizens. These limited-service agents are an outgrowth of the Consumer Choice amendment passed by the
Florida legislature in 2003. We believe our large network of limited-service agents is valuable for quickly and
effectively completing the transactions we have assumed from Citizens.

POLICY ADMINISTRATION

We are committed to providing the highest possible level of service to our insurance agents and our
policyholders. We use third-party administrators (“TPAs”) to manage our information systems and to perform
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the administrative duties of processing a policy. Using a TPA allows us to obtain up-to-date technology at a
reasonable cost and to achieve economies of scale without incurring significant fixed-overhead expenses.

Our TPAs provide us with integrated policy underwriting, billing, collection and reporting, and they employ
Internet-based systems for the on-line submission of applications, the underwriting of policies and the automated
issuance of policies. These TPA systems allow us to issue our policies efficiently and quickly and provide our
agents with the ability to easily submit periodic changes for our customers via the Internet.

We monitor the work of our TPAs by conducting weekly conference calls and monthly meetings, as well as
periodically testing their data through our internal audit function.

During 2008, we contracted with Computer Sciences Corporation (“CSC”) to become our new policy-
processing TPA. Beginning on January 10, 2009, we began transitioning all of our policies-in-force, excluding
Garage and Flood policies, from our former TPA to CSC upon renewal. As a result, CSC administers all new
policies, excluding Garage and Flood policies, written during 2009 and thereafter.

UNDERWRITING

Our underwriting policies and procedures seek to minimize our risk of loss while maximizing our premium
by optimizing our geographic exposure and diversifying our portfolio with respect to probable maximum loss
(“PML”), total insured value (“TIV”) and average annual losses. Using output from our modeling software, we
strategically analyze each of our exposures, including wind exposures, by zip code as part of our optimization
process.

We establish underwriting guidelines for the policies that we write to provide a uniform approach to our risk
selection and to achieve underwriting profitability. After we bind a new risk, with few exceptions, we have the
insured property physically inspected. Our underwriters review the property inspection report during their risk
evaluation and if the policy does not meet our underwriting criteria, we typically cancel the policy within 60
days.

Our underwriting profitability shows the effectiveness of our underwriting policies and procedures. Except
for losses incurred from Hurricane Wilma, our hurricane losses in 2004 and 2005 developed below modeled
expectations. We currently write policies in every Florida county except Pasco and Hernando counties, where
sinkhole losses are an increased risk.

Our homeowner rates vary across each of our 108 rating territories. While we are required to maintain rates
in all 108 territories by the OIR, our underwriting criteria determines in which territories we would write a
policy. Our underwriting criteria can change over time by territory depending on the circumstances in each
territory.

RESERVES FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES

We establish reserves for unpaid losses and loss adjustment expenses (collectively “losses™) that have
occurred at or before the balance sheet date for amounts we estimate we will be required to pay in the future. Our
policy is to establish these loss reserves after considering all information known to us at each reporting period. At
any given point in time, our loss reserve represents our best estimate of the ultimate settlement and
administration cost of our insured claims incurred and unpaid. Since the process of estimating loss reserves
requires significant judgment due to a number of variables, such as fluctuations in inflation, judicial decisions,
legislative changes and changes in claims handling procedures, our ultimate liability will likely differ from these
estimates. We revise our reserve for unpaid losses as additional information becomes available, and reflect
adjustments, if any, in our earnings in the periods in which they are determined.
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Reserves for unpaid losses fall into two categories: reserves for unpaid losses associated with a specific
reported claim (“case” reserves) and reserves for unpaid losses incurred but not reported (“IBNR”). See our
CRITICAL ACCOUNTING POLICIES AND ESTIMATES section under Item 7 of this Annual Report for a
discussion of these two categories of reserves for unpaid losses and for a discussion of the methods we use to
estimate those reserves.

On an annual basis, our independent actuary issues a Statement of Actuarial Opinion (“SAQ”) that
documents the actuary’s evaluation of the adequacy of our unpaid loss obligations under the terms of our
policies. We review the SAO and compare the projected ultimate losses per the SAO to our own projection of
ultimate losses to ensure that our reserve for unpaid losses recorded at each annual balance sheet date is based
upon our analysis of all internal and external factors related to known and unknown claims against us and to
ensure our reserve is within National Association of Insurance Commissioners (“NAIC”) guidelines. We
compare our recorded reserve to the indicated range provided in the report accompanying the SAO.

We maintain an in-house claims staff that monitors and directs all aspects of our claims process. We assign
the fieldwork to our third-party claims adjustors (“Claims TPAs”), none of whom have the authority to settle or
pay any claims on our behalf. The Claims TPAs conduct inspections of the damaged property and prepare initial
estimates. We review the inspection reports and initial estimates to determine the amounts to be paid to the
policyholder in accordance with the terms and conditions of the policy. Our exclusive contract with a particular
Claims TPA requires us to assign all catastrophe claims to that company through December 31, 2010; however,
that particular Claims TPA may choose to outsource catastrophe claims fieldwork to other Claims TPAs. We also
maintain strategic relationships with several Claims TPAs which we can engage should we need additional
non-catastrophe claims servicing capacity. As demonstrated during 2004 and 2005 when we had several
catastrophic hurricanes, we believe this relationship provides an adequate level of claims servicing in the event
we have future catastrophes.

RECONCILIATION OF LOSS AND LOSS ADJUSTMENT EXPENSE RESERVES
The table below shows the analysis of our reserve for unpaid losses and LAE for each of our last three years
(in millions):
2009 2008 2007

BalanceatJanuary 1..................covirinnn. $40.1 $36.0 $57.2
Less: reinsurance recoverable on unpaid losses . . . 20.9 144 335
NetbalanceatJanuary 1..................... $19.2 $21.6 $23.7

Incurred related to:

Currentyear .........c.cotiiieninnnnnnnn.. 437 33.0 31.5
Prioryears ...........c.o0iiiiiiiiiiianann, 29 (.0 (5.8)
Totalincurred ..........oovvviiiiiiin.... $40.8 $28.0 $25.7

Paid related to:

Currentyear ...........c.oooiiiinieinnenn, 30.6 21.0 18.5
Prioryears ..........cooiiiiiiiiiiiii., 8.7 94 9.3
Totalpaid ...........c0iiiiiiiiniin. $39.3 $304 $27.8

Net balance at December 31...................... $20.7 $192 $21.6
Plus: reinsurance recoverable on unpaid losses . . . 234 20.9 14.4
Balance at December31..................... $44.1 $40.1 $36.0

Composition of reserve for unpaid losses and LAE:

CaSETIESEIVES . ..vvvnrrnerenenennsenns $18.6 $144 $139
IBNRIESEIvVes .....covvvvvnnenennnenn. 25.5 25.7 22.1
Balance at December 31 ..................... $44.1 $40.1 $36.0




LOSS RESERVE DEVELOPMENT

The following table presents our loss reserve development for business written in each year from 1999
through 2009 and does not distinguish between catastrophic and non-catastrophic events. This table diplays, on a
GAAP basis, the changes in our loss and LAE reserves in years subsequent to the initial loss estimates based on
our experience as of the end of each succeeding year.

The top line of the table represents the original estimated amount of reserves for unpaid losses for claims
arising in all prior years that were unpaid at the balance sheet date for each of the periods indicated, including
estimated losses that had been incurred but not reported, net of reinsured losses. The portion of the table labeled
“Net cumulative paid as of” shows the net cumulative payments for losses made in succeeding years for losses
incurred prior to the balance sheet date. The lower portion of the table shows the re-estimated amount of the
previously recorded liability based on experience as of the end of each succeeding year. An increase or decrease
from the original reserve estimate is caused by a combination of factors, including i) claims being settled for
amounts different than originally estimated, ii) reserves being increased or decreased for claims remaining open
as more information becomes available on those individual claims and iii) more or fewer claims being reported
after the year end than estimated.

(in millions) 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999

Original net liability ........ $20.7 $19.2 $21.6 $23.7 $204 $ 84 $ 36 $ 45 $21 $12 $17

Net cumulative paid as of:
One year later ......... 9.0 9.7 9.0 12.9 11.0 45 4.5 1.7 0.8 04
Two years later ........ 121 131 144 13.9 6.1 6.1 21 1.0 04
Three years later ....... 14.1 15.6 14.9 6.6 6.8 23 1.1 0.5
Four years later ........ 16.3 15.0 6.4 72 23 12 0.6
Five years later ........ 15.2 6.4 7.0 23 1.2 0.7
Six years later ......... 6.5 69 21 12 0.7
Seven years later . ...... 69 21 1.0 0.7
Eight years later ....... 2.1 1.0 0.6
Nine years later ........ 1.0 0.6
Tenyearslater......... 0.6

Net liability re-estimated as of:
Endofyear ........... 207 192 216 237 20.4 8.4 3.6 45 21 1.2 1.7
One year later ......... 166 169 177 18.8 13.0 6.1 53 23 0.9 0.4
Two years later ........ 158 16.7 17.7 153 6.4 6.5 23 1.1 0.4
Three years later ....... 16.3 174 15.6 7.1 70 24 12 0.5
Four years later ........ 17.8 15.6 6.6 74 23 13 0.7
Five yearslater ........ 15.6 6.7 7.1 23 12 0.7
Six years later ......... 6.8 6.9 21 12 0.7
Seven years later . . ..... 69 21 1.0 0.7
Eight years later ....... 2.1 1.0 0.6
Nine years later ........ 1.0 0.6
Ten yearslater......... 0.6

Cumulative redundancy

(deficiency) at
December 31,2009 ....... 2.6 58 74 2.6 72 (B2 24 — 0.2 1.1
Cumulative redundancy

(deficiency) as a % of
reserves originally

established . ............. 13.7% 269% 31.2% 129% (85. 5)% (89.2)% (53.5)% 0.5% 16.7% 63.2%
Netreserves .............. $20.7 $19.2 $21.6 $237 $ 204 $ 84 36 $ 45 $21 $12 $17
Cededreserves ............ 234 209 144 335 153.8 4.1 — — — — 0.2

GIOss IESeTves .. ....... $44.1 $40.1 $36.0 $57.2 $1742 $125 $ 36 $ 45 $21 $12 $19
Net re-estimated . .......... $166 $158 $163 $178 $156 $ 68 $ 69 $21 $10 $ 06
Ceded re-estimated ......... 180 105 23.0 1340 7.7 — — — — 0.1
Gross re-estimated .. ... $34.6 $26.3 $39.3 $151.8 $233 $ 68 $ 69 $21 $10 $ 07




The cumulative redundancy or deficiency at December 31, 2009, represents the difference between the latest
re-estimated liability and the reserves as originally estimated. A redundancy means the original estimate was
higher than the current estimate; a deficiency means that the original estimate is lower than the current estimate.
It is important to note that the table above presents a run-off of balance sheet liability for the periods indicated
rather than accident or policy loss development for those periods. Therefore, each amount in the table includes
the cumulative effects of changes in liability for all prior periods. Conditions and trends that have affected
liabilities in the past may not necessarily occur in the future.

MANAGEMENT OF EXPOSURE TO CATASTROPHIC LOSSES

As with all property and casualty insurers, we are exposed to potentially numerous insured losses arising out
of single or multiple occurrences of natural catastrophes. We expect to and will incur some losses related to
catastrophes and with the approval of the OIR, we will attempt to price our policies accordingly. Our exposure to
catastrophic losses arises principally out of hurricanes and windstorms. Through the use of standard industry
modeling techniques, we manage our exposure to such losses. As discussed below in the Reinsurance section, we
also obtain reinsurance coverage to help mitigate the risk of catastrophic losses.

REINSURANCE

Reinsurance involves transferring, or “ceding”, all or a portion of the risk exposure on policies we write to
another insurer (“reinsurer’”). We purchase reinsurance to expand our underwriting capacity, to allow us to
maintain our exposure to loss within our capital resources and to reduce our net liability on individual risks. The
property and casualty reinsurance industry is subject to the same market conditions as the direct property and
casualty insurance market. In recent years, the reinsurance industry has undergone dramatic changes. During
2009, the Florida Hurricane Catastrophe Fund (“FHCF”) increased the attachment point of its mandatory layer
which, as the name implies, all insurers must purchase; therefore, we purchased more expensive private
reinsurance up to that revised FHCF attachment point to avoid a gap in coverage.

We determine the amount of reinsurance coverage to purchase each year based on a number of factors,
including the evaluation of the risks accepted, regulatory and rating bureau requirements, consultations with
reinsurance representatives and a review of market conditions, including the availability and pricing of
reinsurance. See Note 9 in our consolidated financial statements for details on the reinsurance coverage we have
in place at December 31, 2009.

We use per-risk, excess-of-loss agreements for our non-catastrophe homeowner and dwelling programs, and
we used quota share agreements for our Garage program prior to discontinuing the Garage program. We retain no
risk of loss with our Flood program.

We purchase catastrophe reinsurance coverage in an amount up to our estimated 100-year PML at the date
of purchase, with levels of retained loss that vary in proportion to the severity of an insured event(s). To manage
our reinsurance costs, we analyze our PML on a regular basis using a licensed in-house catastrophe modeling
software program. For our catastrophe reinsurance program, we have excess-of-loss contracts with a group of
private reinsurers and with the FHCF. The private contract provides coverage against severe weather events such
as hurricanes, tropical storms and tornadoes. The contract with the FHCF only provides coverage against any
storm that the National Hurricane Center designates as a hurricane at landfall. Our catastrophe reinsurance
agreements coincide with the seasonality of Florida’s hurricane season; therefore, our agreements are from
June 1 to May 31.

Florida legislators and the Florida OIR are monitoring the financial condition of the FHCF, which provides
reinsurance to insurance companies in Florida for hurricane catastrophes. The FHCF has historically funded, and
is currently funding, all reimbursement requests; however, in the future the FHCF may have difficulty securing
funding or funding may not be available to the FHCF if a hurricane or multiple hurricanes were to cause massive
catastrophic losses in Florida.



To the extent that our reinsurers are unable to meet the obligations they assume under our reinsurance
contracts, we remain liable for the entire insured loss. Therefore, we are subject to credit risk with respect to our
reinsurers. We evaluate the financial condition of our reinsurers and monitor concentrations of credit risk arising
from similar geographic regions, activities or economic characteristics of the reinsurers to minimize our exposure
to such risk. In addition, while ceding premiums reduces our risk of exposure, it also reduces our potential for
greater profits should no catastrophic or large non-catastrophic losses occur.

The following table summarizes our reinsurance exposures by reinsurer at December 31, 2009 ($ in
millions):

AM Ceded Letters Net
Best Total Balances Net of Unsecured
Rating Recoverable Payable Recoverable! Credit Recoverable
ACE Tempest Reinsurance Ltd ......... A+ $ 08 — $ 08 $04 $ 04
AleaLlondonLtd .................... — 0.2 — 0.2 —_ 02
Allianz Risk Transfer Ltd ............. — 26 $ 31 _ — —_—
Amlin Bermuda Ltd .................. A 0.5 0.6 — — —
ArgoRe ...l A 0.2 0.3 — — —_
Axis Reinsurance Company ............ A 0.1 0.1 — —_ —_
Catlin Insurance Company Ltd ......... A 0.1 — 0.1 — 0.1
DaVinci Reinsurance Itd . ............. A 2.0 24 — — —
EverestRe ......c.coiviiviinn... A+ 1.2 14 — —— —_
Flagstone Reassurance Suisse SA ....... — 1.2 14 — — —
Florida Hurricane Catastrophe Fund . . ... — 27.6 —_ 27.6 — 27.6
Hanover Ruckversicherungs Ag ........ A 0.1 0.1 — — —
Harco National Insurance Group ........ A- 22 1.1 1.1 — 1.1
Hiscox Insurance CoLtd .............. A 0.2 0.2 — — —
Lancashire Insurance CoLtd ........... A- 0.3 03 — — —
Lloyd’s Syndicates ................... As 10.1 4.5 5.6 — 5.6
Montpelier Reinsurance Ltd .. .......... A- 33 32 0.1 —_ 0.1
Munich Reinsurance Americalnc ....... A+ 0.7 0.8 —_ — —
National Flood Insurance Program ...... — 4.5 — 4.5 — 4.5
Odyssey America Reinsurance ......... A 0.5 0.3 0.2 —_ 0.2
Omega Specialty Insurance CoLtd ...... A- 0.7 0.8 — — —
ParisRe ........... e A 0.2 0.3 — — —
Platinum Underwriters Bermuda Ltd . . . . . A 14 1.7 _ = —
Platinum Underwriters Reinsurance Inc .. A 04 — 04 — 04
Renaissance Reinsurance Ltd ... ........ A+ 3.5 42 — — —
Scor Reinsurance Company ............ A- 0.1 0.1 — — —
Tokio Millennium ReLtd -............. A+ 0.2 0.3 — — —
Torus Insurance (Bermuda) Ltd ......... A- 0.8 1.0 — —_ -
Wurttembergische Versicherung Ag .. ... NR-4 0.1 — 0.1 0.1 —

$65.8 $28.2 $40.7 $0.5  $40.2

1 If our ceded balance payable to a reinsurer exceeds our total recoverable from that reinsurer, we reflect the net
recoverable from that reinsurer as “~—" in this schedule as we do not have a right of offset with the other
reinsurance carriers.

At December 31, 2009, the net unsecured recoverable amount from the FHCF is $27.6 million, comprised of
a) $1.1 million receivable for claims we paid and will submit to FHCF for reimbursement, b) $13.5 million of
estimated unpaid losses and c) $13.0 million of prepaid reinsurance premiums we will recognize in the Decrease
(increase) in net unearned premiums line item on our Consolidated Statements of Income over the remainder of
the FHCF contract. The receivable from the FHCF and the estimated unpaid losses recoverable relate to
hurricanes that occurred in 2004 and 2005.



The net unsecured recoverable amount from the FHCF increased from $22.7 million at December 31, 2008,
to $27.6 million at December 31, 2009. This $4.9 million increase is primarily related to an increase in our
estimated unpaid losses and LAE. We did not incur any losses and LAE resulting from hurricanes occurring in
2009; however, our catastrophe losses related to Hurricane Wilma, which we can recover from the FHCF, have
increased.

REGULATION

We are subject to the laws and regulations in Florida and will become subject to the laws and regulations of
any other states in which we seek to conduct business in the future. The regulations are generally designed to
protect the interests of insurance policyholders, as opposed to the interests of shareholders. Such regulations
relate to authorized lines of business, maintenance of reserves, risk-based capital, capital and surplus
requirements, allowable rates and forms, investment parameters, underwriting limitations, transactions with
affiliates, dividend limitations, changes in control, market conduct, maximum amount allowable for premium
financing service charges, dealings with policyholders and a variety of other financial and non-financial
components of our business. From time to time, new regulations and legislation are proposed that affect us. It is
not possible for us to predict whether, in what form or in what jurisdictions, any of these proposals might be
adopted, or the effect, if any, on us.

The OIR has broad regulatory, supervisory and administrative powers over Florida insurance companies.
Such powers include, among others, the granting and revocation of licenses to transact business, the licensing of
agents (through the Florida Department of Financial Services), the creation of solvency standards, the imposition
of restrictions on the type, quality and/or concentration of investments, the approval of policy forms and rates,
the review of reinsurance contracts, the periodic examination of the affairs of insurance companies, and the
specification of the form and content of required financial statements.

UPC submits andited statutory financial statements to the OIR and is subject to periodic audits and
examinations conducted by OIR personnel. The OIR completed its most recent examination pertaining to our
December 31, 2004 Annual Statement in September 2005 and reported no material adverse findings.

OIR guidelines require UPC to maintain adequate statutory capital and surplus such that 90% of written
premiums divided by surplus does not exceed the ratio of 10 to 1 for gross written premiums or 4 to 1 for net
written premiums. Our ratio of net written premium for the year ended December 31, 2009 to surplus as of
December 31, 2009 was 1.13 to 1, and UPC’s surplus as to policyholders exceeded the minimum capital required
by Florida law.

From time to time, the Florida legislature and the NAIC consider proposals that may affect, among other
things, regulatory assessments and reserve requirements. We cannot predict the effect any proposed or future
legislation or regulatory or administrative initiatives may have on our financial condition or operations. To cover
operating deficiencies related to windstorm catastrophes, Citizens and the FHCF may levy assessments against
all assessable insurers that write premiums in Florida. To cover the claims of policyholders of Florida insurance
companies that have become insolvent, Florida Insurance Guaranty Association (“FIGA”) may levy assessments
against all assessable insurers that write premiums in Florida. While we can recover these assessments from
policyholders through policy surcharges, our payment of the assessments and our recoveries may not offset each
other in the same fiscal period in our financial statements.

We are currently collecting assessments upon policyholders on behalf of Citizens in the amount of 1.4%,
and on behalf of FHCF in the amount of 1.0%. The premium written on each policy, except our Flood policies, is
multiplied by these assessment percentages to determine the additional amount to be collected from the
policyholder and remitted to the assessing agencies.



At December 31, 2009, we had $1.5 million remaining to collect from policyholders which we are collecting
at a rate of 0.49% for homeowners and 0.35% for dwelling related to an October 31, 2007 FIGA assessment. On
October 30, 2009, the board of directors of the FIGA approved a 0.8% assessment on any Florida net direct
written premiums for calendar year 2008. We paid $1.0 million during December 2009 for this FIGA assessment.
We will begin collecting this assessment from our policyholders on February 1, 2010 and will be able to recover
this assessment over time.

The State of Florida operates Citizens to provide insurance to Florida homeowners and businesses. In May
2007, the State of Florida passed legislation that froze property insurance rates for Citizens customers at
December 2006 levels through December 31, 2009, and permits insurance customers to choose a Citizens policy
when the price of a privately-offered insurance policy is 15% more than the Citizens rate. These initiatives,
together with any future initiatives that seek to further relax eligibility requirements or reduce premium rates for
Citizens customers, could adversely affect our ability to grow and successfully operate. During 2009, the Florida
Insurance Commissioner approved an overall rate increase of as much as 10% per year for Citizens’
policyholders.

RESTRICTIONS ON PAYMENTS OF DIVIDENDS BY DOMESTIC INSURANCE COMPANIES

Under Florida law, a domestic insurer like UPC may not pay any dividend or distribute cash or other
property to its shareholders except out of its available and accumulated surplus funds which is derived from
realized net operating profits on its business and net realized capital gains. A Florida domestic insurer may not
make dividend payments or distributions to shareholders without prior approval by the OIR if the dividend or
distribution would exceed the larger of (i) the lesser of (a) 10% of UPC’s capital surplus or (b) net income, not
including realized capital gains, plus a two-year carryforward, (ii) 10% of capital surplus with dividends payable
constrained to unassigned funds minus 25% of unrealized capital gains or (iii) the lesser of (a) 10% of capital
surplus or (b) net investment income plus a three-year carryforward with dividends payable constrained to
unassigned funds minus 25% of unrealized capital gains.

Alternatively, UPC may pay a dividend or distribution without the prior written approval of the OIR if
(i) the dividend is equal to or less than the greater of (a) 10% of the insurer’s surplus as to policyholders derived
from realized net operating profits on its business and net realized capital gains or (b) the insurer’s entire net
operating profits and realized net capital gains derived during the immediately preceding calendar year, and
(1) the insurer will have surplus as to policyholders equal to or exceeding 115% of the minimum required
statutory surplus as to policyholders after the dividend or distribution is made, (2) the insurer files a notice of the
dividend or distribution with the OIR at least ten business days prior to the dividend payment or distribution and
(3) the notice includes a certification by an officer of the insurer attesting that, after the payment of the dividend
or distribution, the insurer will have at least 115% of required statutory surplus as to policyholders. Except as
provided above, a Florida domiciled insurer may only pay a dividend or make a distribution (i) subject to prior
approval by the OIR or (ii) 30 days after the OIR has received notice of such dividend or distribution and has not
disapproved it within such time.

RISK-BASED CAPITAL REQUIREMENTS

To enhance the regulation of insurer solvency, the NAIC published risk-based capital requirements for
insurance companies designed to assess capital adequacy and to raise the level of protection statutory surplus
provides for policyholders. The requirements measure three major areas of risk facing property and casualty
insurers: (i) underwriting risks, which encompass the risk of adverse loss developments and inadequate pricing;
(ii) declines in asset values arising from credit risk; and (iii) other business risks. Most states, including Florida,
have adopted the NAIC requirements, and insurers having less statutory surplus than required will be subject to
varying degrees of regulatory action, depending on the level of capital inadequacy. The OIR could require UPC
to cease operations in the event we fail to maintain the required statutory capital. At December 31, 2009, UPC
exceeded the risk-based capital requirements.
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INSURANCE HOLDING COMPANY REGULATION

As a holding company of an insurance subsidiary, we are subject to laws governing insurance holding
companies in Florida. These laws, among other things, (i) require us to file periodic information with the OIR,
including information concerning our capital structure, ownership, financial condition and general business
operations, (ii) regulate certain transactions between our affiliates and us, including the amount of dividends and
other distributions and the terms of surplus notes and (iii) restrict the ability of any one person to acquire certain
levels of our voting securities without prior regulatory approval. Any purchaser of 5% or more of the outstanding
shares of our common stock could be presumed to have acquired control of us unless the OIR, upon application,
determines otherwise.

Insurance holding company regulations also govern the amount any affiliate of the holding company may
charge UPC for services (e.g., management fees and commissions). We have a long-term management agreement
between UPC and UIM, which presently provides for monthly management fees. Any changes to this agreement
require OIR approval.

UNDERWRITING AND MARKETING RESTRICTIONS

During the past several years, various regulatory and legislative bodies have adopted or proposed new laws
or regulations to address the cyclical nature of the insurance industry, catastrophic events and insurance capacity
and pricing. These regulations include (i) the creation of “market assistance plans” under which insurers are
induced to provide certain coverage, (ii) restrictions on the ability of insurers to rescind or otherwise cancel
certain policies in mid-term, (iii) advance notice requirements or limitations imposed for certain policy
non-renewals, (iv) ability to terminate agents, (v) ability to reject insurance coverage applications and
(vi) limitations upon or decreases in rates permitted to be charged. These laws may affect our ability to earn a
profit on our underwriting operations.

Most states also have insurance laws requiring that rate schedules and other information be filed with the
state’s insurance regulatory authority, either directly or through a rating organization with which the insurer is
affiliated. The regulatory authority may disapprove a rate filing if it finds that the rates are inadequate, excessive
or unfairly discriminatory.

Most states require licensure or regulatory approval prior to the marketing of new insurance products.
Typically, licensure review is comprehensive and includes a review of a company’s business plan, solvency,
reinsurance, character of its officers and directors, rates, forms and other financial and non-financial aspects of a
company. The regulatory authorities may prohibit entry into a new market by not granting a license or by
withholding approval.

INVESTMENTS

Our primary investment goals are preserving capital, maximizing after-tax investment income, maintaining
liquidity and minimizing risk. To accomplish our goals, we purchase debt securities in sectors that represent the
most attractive relative value and we maintain a moderate equity exposure. We must comply with applicable
state insurance regulations that prescribe the type, quality and concentrations of investments for our insurance
subsidiary. In accordance with these regulations, our current investment policy limits investment in
non-investment grade fixed maturities and limits total investment amounts in preferred stock, common stock and
mortgage notes receivable. We do not invest in derivative securities.

An outside asset management company, which has authority and discretion to buy and sell securities for us,
manages our investments subject to (i) the guidelines established by our Board of Directors, and (ii) the direction
of Management. We have the ability to direct our asset manager to make changes and to hold, buy or sell
securities in our portfolio. We instructed our portfolio manager to hold securities impaired at December 31, 2009,
because we have the intent to hold the impaired securities until their market value returns to or exceeds their
book value.
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The Investment Committee of our Board of Directors reviews and approves our investment policy on a
regular basis. As of December 31, 2009, over 96% of our investments were available-for-sale fixed-maturities,
which provide us with the liquidity we need to pay our claim and debt obligations. Our cash, cash equivalents
and investment portfolio totaled $160.1 million at December 31, 2009.

The following table summarizes, by type, our investments at December 31, 2009 and 2008:

December 31, 2009 December 31, 2008

Estimated % of Estimated % of
Fair Value Total Fair Value Total

U.S. government and agency securities ................ $ 746 56.1% $ 65.6 52.0%
Corporate SECUIities . .......c.oovviiiiieerrrninaeann 534 40.2% 52.1 41.3%
Total fixed maturities . ............. ...t 128.0 96.3% 117.7 93.3%
Equity securities . ..., 4.7 3.5% 8.2 6.5%
Other long-term investments .................... 0.3 0.2% 0.3 0.2%
Total investments .. ..........ovveeeeee...s $133.0 100.0% $126.2  100.0%

FINANCIAL STABILITY RATING

Financial stability ratings are an important factor in establishing the competitive position of insurance
companies and may impact an insurance company’s sales. Demotech, Inc. (“Demotech”) maintains a letter-scale
financial stability rating system ranging from A** (A double prime) to L (licensed by state regulatory
authorities). Demotech has assigned UPC a financial stability rating of A, which is the third highest of six rating
levels. According to Demotech, A ratings are assigned to insurers that demonstrate an “exceptional ability to
maintain liquidity of invested assets, quality reinsurance, acceptable financial leverage and realistic pricing while
simultaneously establishing loss and loss adjustment expense reserves at reasonable levels.” With a financial
stability rating of A, we expect our property insurance policies will be acceptable to the secondary mortgage
marketplace and mortgage lenders. This rating is intended to provide an independent opinion of an insurer’s
financial strength and is not an evaluation directed at our investors. At least annually, Demotech reviews our
rating and may revise it upward, downward or revoke it at their sole discretion.

EMPLOYEES

As of March 2010, we had 46 employees, all of which are full-time employees, including three executive
officers. We are not a party to any collective bargaining agreement and have not experienced any work stoppages
or strikes as a result of labor disputes. We consider relations with our employees to be good.

AVAILABLE INFORMATION

We make available, free of charge through our website, our annual report on Form 10-K, annual report to
shareholders, quarterly reports on Form 10-Q, current reports on Form 8-K and all amendments to those reports
filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934 as soon as
reasonably practicable after we electronically file such materials with, or furnish them to, the SEC. You may
view these reports at www.upcic.com.

These reports may also be obtained at the SEC’s Public Reference Room at 100 F Street NE, Washington,
D.C. 20549. Information on the operation of the Public Reference Room is available by calling the SEC at
1-800-SEC-0330. You may also access this information at the SEC’s website (www.sec.gov). This site contains
reports, proxy and information statements and other information regarding issuers that file electronically with the
SEC.

12



Item 1A. Risk Factors.

Many factors affect our business and results of operations, some of which are beyond our control.
Additional risks and uncertainties we are unaware of, or we currently deem immaterial, also may become
important factors that affect us. If any of the following risks occur, our business, financial conditions or results of
operations may be materially and adversely affected. In that event, the trading price of our securities could
decline, and our shareholders could lose all or part of their investment in our securities. This discussion contains
forward-looking statements. See “FORWARD-LOOKING STATEMENTS” for a discussion of uncertainties, risks
and assumptions associated with these statements.

RISKS RELATED TO OUR BUSINESS

Exposure to natural and man-made catastrophes could materially and adversely affect our results of
operations, financial condition and liquidity.

Our property and casualty insurance operations expose us to claims arising out of catastrophes. Catastrophes
can be caused by various natural events, including hurricanes, windstorms, earthquakes, hail, severe winter
weather and fires. Catastrophes can also be man-made, such as terrorist attacks (including those involving
nuclear, biological, chemical or radiological events) or consequences of war or political instability. The incidence
and severity of catastrophes are inherently unpredictable. It is possible both the frequency and severity of natural
and man-made catastrophic events will increase. Although the trend of increased severity and frequency of
storms was not evident in the United States in 2006 - 2009, it is possible the overall trend of increased severity
and frequency of storms experienced in the United States in 2004 and 2005, and in the Caribbean during 2007,
may continue in the foreseeable future.

Catastrophes can result in losses in our property insurance lines and may generally result in both an increase
in the number of claims incurred and an increase in the dollar amount of each claim asserted. The occurrence of
such claims from natural and man-made catastrophes could therefore materially and adversely affect our results
of operations for any year and may materially harm our financial position, which in turn could adversely affect
our financial strength and impair our ability to raise capital on acceptable terms or at all. In addition, catastrophic
events could cause us to exhaust our available reinsurance limits and could adversely impact the cost and
availability of reinsurance. Such events can also impact the creditworthiness of our reinsurers. Catastrophic
events could also adversely impact the credit of the issuers of securities in whom we have invested, which could
materially and adversely affect our results of operations.

In addition to catastrophes, the accumulation of losses from smaller weather-related events in a fiscal
quarter or year could materially and adversely impact our results of operations in those periods.

Our ability to manage our exposure to catastrophic events may be limited by new legislation and
regulations.

States have from time to time passed legislation, and regulators have taken action, that has the effect of
limiting the ability of insurers to manage catastrophe risk, such as legislation prohibiting insurers from reducing
exposures or withdrawing from catastrophe-prone areas, or mandating that insurers participate in residual
markets. In addition, following catastrophes, there are sometimes legislative initiatives and court decisions which
seek to expand insurance coverage for catastrophe claims beyond the original intent of the policies. Further, our
ability to increase pricing to the extent necessary to offset rising costs of catastrophes requires approval of
regulatory authorities. Our ability or willingness to manage our catastrophe exposure by raising prices, modifying
underwriting terms or reducing exposure to certain geographies may be limited due to considerations of public
policy, the evolving political environment and our ability to penetrate other geographic markets. We cannot
predict whether and to what extent new legislation and regulations that would affect our ability to manage our
exposure to catastrophic events will be adopted, the timing of adoption or the effects, if any, they would have on
our ability to manage our exposure to catastrophic events.
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Because we currently conduct business in only one state, our financial results may be disproportionately
affected by catastrophes and other conditions in that state.

We currently conduct business exclusively in Florida; therefore, prevailing regulatory, legal, economic,
political, demographic, competitive, weather and other conditions in that state affect our revenues and
profitability. Changes in conditions could make it less attractive for us to do business and would have a more
pronounced effect on us than it would on other insurance companies that are geographically diversified. We are
subject to increased exposure to certain catastrophic events such as hurricanes and floods, as well as an increased
risk of losses. Any catastrophe or series of catastrophes could cause us to exhaust available reinsurance limits,
and if that happens, we will have to pay any claims that exceed our reinsurance limits. Alternatively, we could
seek additional sources of reinsurance, but that would likely be a costly and time-consuming process that
ultimately may not succeed. The occurrence of one or more catastrophic events or other conditions affecting
losses in Florida could have a material adverse effect on our financial condition and results of operations.

If market conditions increase the cost of reinsurance or decrease its availability, we may be required to
bear increased risks or reduce the level of our underwriting commitment or reinsurance coverage may not
be available in the future at commercially reasonable rates or at all.

We use, and we expect to continue to use, reinsurance to help manage our exposure to property and casualty
risks. The availability and cost of reinsurance are each subject to prevailing market conditions which can affect
business volume and profitability. We may be unable to maintain our current reinsurance coverage, to obtain
additional reinsurance coverage in the event our current reinsurance limits are exhausted by a catastrophic event,
or to obtain other reinsurance coverage in adequate amounts or at acceptable rates. Similar risks exist whether we
are seeking to replace coverage terminated during the applicable coverage period or to renew or replace coverage
upon its expiration. There is no assurance we will have sufficient reinsurance to cover multiple storms in the
future or be able to obtain such reinsurance in a timely or cost-effective manner. If we are unable to renew our
expiring coverage or to obtain new reinsurance coverage, either our net exposure to risk would increase or, if we
are unwilling to accept an increase in net risk exposures, we would have to reduce the amount of risk we
underwrite.

There are inherent difficulties in estimating the ultimate amount of losses and loss adjustment expenses
and if the claims exceed our loss reserves, our financial results could be materially and adversely affected.

Loss and LAE reserves represent our estimate of ultimate unpaid losses and loss adjustment expenses for
claims that have been reported and claims that have been incurred but not yet reported. Loss and LAE reserves
do not represent an exact calculation of liability, but instead represent our best estimate, generally utilizing
actuarial expertise, historical information and projection techniques at a given reporting date.

The process of estimating our loss reserves involves a high degree of judgment and is subject to a number of
variables. These variables can be affected by both internal and external events, such as changes in claims
handling procedures, economic inflation, legal trends and legislative changes, and varying judgments and
viewpoints of the individuals involved in the estimation process, among others. The impact of many of these
items on our ultimate losses and LAE is difficult to estimate. The difficulty of estimating our loss reserves is due
to the complexity of the claims, the volume of claims, the potential severity of individual claims, the
determination of occurrence date for a claim and reporting lags (the time between the occurrence of the loss
event and when it is actually reported to us). ‘

Because of the inherent uncertainty in estimating reserves for catastrophes, additional liabilities resulting
from one insured event, or an accumulation of insured events, may exceed our current related reserves. These
additional liabilities or increases in estimates, or a range of either, cannot be reasonably estimated now; however,
they could materially and adversely affect our results of operations in the future. We adjust the estimates related
to catastrophes as actual claims emerge and additional information becomes available to us. If actual claims
exceed our loss reserves, or if changes in the estimated level of loss reserves are necessary, our financial results
could be materially and adversely affected.
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Difficult conditions in global capital markets and the economy may adversely affect our revenue and
profitability and harm our business, and these conditions may not improve in the near future.

Markets in the U.S. and elsewhere have experienced extreme volatility and disruption for more than 12
months. The U.S. was in a recession during 2009 and the U.S. government implemented bailout plans and stimulus
packages in 2009, which may or may not be continued during 2010. The current stimulus impact may begin to fade
during the middle of 2010, which could greatly impact the U.S. economy during 2010. These factors and the
continuing market disruption may have an adverse effect on our investment portfolio, revenues, and profit margins.
We are also subject to the risk that the issuers, or guarantors, of fixed maturities we own may default on principal
and interest payments due under the terms of the securities. At December 31, 2009, our fixed maturities portfolio
represented approximately 96% of our total invested assets. Approximately 56% of our fixed maturity securities are
state, municipality, or U.S. Government obligations. The occurrence of a major economic downturn (such as the
current economy), acts of corporate malfeasance, widening credit spreads, budgetary deficits, or other events that
adversely affect the issuers or guarantors of these securities could cause the value of our fixed maturity securities
portfolio and our net income to decline and the default rate of our fixed maturity securities portfolio to increase.
With economic uncertainty, credit quality of issuers or guarantors could be adversely affected and a ratings
downgrade of the issuers or guarantors of the securities in our portfolio could also cause the value of our fixed
maturity securities portfolio and our net income to decrease. A reduction in the value of our investment portfolio
could have a material adverse effect on our business, results of operations and financial condition. Challenging
economic conditions also may impair the ability of our customers to pay premiums as they come due. We are
unable to predict the duration and severity of the current disruptions in financial markets and adverse economic
conditions in the U.S. and other countries, which may have an adverse effect on us.

Our business is cyclical, which affects our financial performance and may affect the market price of our
common stock.

Historically, the financial performance of the property and casualty insurance industry has been cyclical,
characterized by periods of severe price competition and excess underwriting capacity, or soft markets, followed
by periods of high premium rates and shortages of underwriting capacity, or hard markets. The profitability of
most property and casualty insurance companies, including our company, tend to follow this cyclical pattern.
This cyclicality is due in large part to the actions of our competitors and to general economic factors that are not
within our control; therefore, we cannot predict how long any given hard or soft market will last. If we have to
reduce premiums or limit premium increases due to competitive pressures on pricing in a softening market, we
may experience a reduction in our premiums written and in our profit margins and revenues, which could
adversely affect our financial results and the market price of our common stock.

Our business is seasonal, which affects our financial performance and may affect the market price of our
common stock.

Our business has historically been seasonal. We generally experience higher losses during the third quarter
of the year as a result of an increase in claims due to weather conditions in Florida during hurricane season, as
storms may cause property damage that impacts claim frequency and severity. The recurrence of these seasonal
patterns, or any deviation from them, could affect the market price of our common stock.

The effects of emerging claim and coverage issues on the insurance business are uncertain.

As industry practices and legal, judicial, social and other environmental conditions change, unexpected and
unintended issues related to claim and coverage may emerge. These issues may adversely affect our business by
either extending coverage beyond our underwriting intent or by increasing the number or size of claims.
Examples of emerging claims and coverage issues include, but are not limited to:

» adverse changes in loss cost trends, including inflationary pressures in home repair costs;
* judicial expansion of policy coverage and the impact of new theories of liability; and

« plaintiffs targeting property and casualty insurers, in purported class-action litigation relating to claims-
handling and other practices.
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In some instances, these emerging issues may not become apparent to us for some time after our issuance of
the affected insurance policies. As a result, we may not know the full extent of liability under insurance policies
we issue for many years after the policies are issued.

It is very difficult for us to predict the effects of these and other unforeseen emerging claim and coverage
issues that could harm our business and materially and adversely affect our results of operations and future
operations.

We are subject to possible assessments from Citizens, FIGA and the FHCF.

Our insurance subsidiary is subject to mandatory assessments levied by Citizens, the FHCF and FIGA. If
Citizens has a financial deficit, they may, in turn, elect to assess participating insurers, including UPC, which
may adversely affect our results of operations. We and other insurance companies writing residential property
policies in Florida must participate in the FHCF, which potentially reimburses us for qualifying losses at various '
participating percentages above required retention levels, subject to maximum reimbursement amounts. If the
FHCF does not have sufficient funds to pay its ultimate reimbursement obligations to insurers, it has the
authority to issue bonds. Such bonds are funded by assessments on property and casualty premiums in Florida.
By law, these assessments are the obligation of insurance policyholders which insurance companies like ours
must collect and remit to FHCF. FIGA also may levy assessments against all assessable insurers that write
premiums in Florida to cover the claims of policyholders of Florida insurance companies that have become
insolvent. While we can recover these assessments from policyholders through policy surcharges, our payment of
the assessments and our recoveries may not offset each other in the same fiscal period in our financial statements
and could have an adverse effect on our financial results.

On October 30, 2009, FIGA assessed us 0.8% on our net direct written premiums for the 2008 calendar
year. We paid the $1.0 million assessment during December 2009. We will begin collecting this assessment from
our policyholders on February 1, 2010 and will be able to recover this assessment over time.

We will be exposed to credit risk in certain of our business operations and in our investment portfolio.

We will be exposed to credit risk in several areas of our business operations, including credit risk relating to
reinsurance and credit risk associated with commissions paid to agents. Though we earn the premium written on
each policy on a pro rata basis over the one-year term of the policy, we pay commissions on the entire policy
premium to our agents in the month we write the policy. Therefore, if a policyholder cancels, or if we cancel, a
policy during the policy year, the agent will owe us a pro rata portion of the commission we paid to such agent,
based on the number of days during the policy year the policy was not in force. Typically, we deduct any such
commissions owed to us from commissions on other policies we owe to the agent. If we do not owe the agent any
other commissions, then we will be subject to the risk the agent may not be able to repay to us the balance of a
commission, which could adversely affect our financial position.

We obtain reinsurance to. manage our exposures to property and casualty risks. Although reinsurers are
liable to us to the extent of the ceded reinsurance, we remain liable as the direct insurer on all risks reinsured. As
aresult, ceded reinsurance arrangements do not eliminate our obligation to pay claims. Accordingly, we are
subject to credit risk with respect to our ability to recover amounts due from reinsurers. Some of our reinsurance
claims may be disputed by the reinsurers, and we may ultimately receive partial or no payment.

In a number of jurisdictions, particularly the European Union and the United Kingdom, a reinsurer is
permitted to transfer a reinsurance arrangement to another reinsurer, which may be less creditworthy, without a
counterparty’s consent, provided the transfer has been approved by the applicable regulatory and/or court
authority. We do not currently have any reinsurance arrangements that permit such a transfer. However, we may
enter into such arrangements in the future, in which case the ability of reinsurers to transfer their risks to other,
less creditworthy reinsurers would impact our risk of collecting amounts due to us.
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The value of our investment portfolio will also be subject to the risk that certain investments may become
impaired due to a deterioration in the financial position of one or more issuers of securities held in our portfolio,
or due to a downgrade of the credit ratings of an insurer that guarantees an issuer’s payments of such investments
in our portfolio. In addition, defaults by the issuer and, where applicable, its guarantor, of certain investments
that result in the failure of such parties to fulfill their obligations with regard to any of these investments could
reduce our net investment income and net realized investment gains or result in investment losses.

While we will attempt to manage these risks through underwriting and investment guidelines, collateral
requirements and other oversight mechanisms, our efforts may not be successful. To a large degree, the credit
risk we face is a function of the economy; accordingly, we face a greater risk in an economic downturn or
recession. As a result, our exposure to any of the above credit risks could materially and adversely affect our
results of operations.

Competition could harm our ability to maintain or increase our profitability and premium volume.

The property and casualty insurance industry is highly competitive, and we believe it will remain highly
competitive for the foreseeable future. We compete with both regional and national insurers as well as Florida
domestic property and casualty companies, some of which have greater financial resources and have a longer
operating history than we do. Based on legislation passed in 2007, Citizens, a Florida state-supported insurer, is
also authorized to compete with us. Our primary competitors include Universal Insurance Company of North
America, Security First Insurance Company, and other similar insurance companies. The principal competitive
factors in our industry are price, service, commission structure and financial condition. In addition, our
competitors may offer products for alternative forms of risk protection. If competition limits our ability to retain
existing business or write new business at adequate rates, our results of operations could be materially and
adversely affected.

The insurance industry is the subject of a number of investigations by state and federal authorities in the
United States. We cannot predict the outcome of these investigations or the impact on our business
practices or financial results.

As part of ongoing, industry-wide investigations, we may from time to time receive subpoenas and written
requests for information from government agencies and authorities, including from the Attorney General of the
State of Florida, Florida insurance and business regulators and the Securities and Exchange Commission. If we
are subpoenaed for information by government agencies and authorities, potential outcomes could include
enforcement proceedings or settlements resulting in fines, penalties and/or changes in business practices that
could materially and adversely affect our results of operations and future growth prospectus. In addition, these
investigations may result in changes in laws and regulations affecting the industry in general which could, in
turn, also materially and adversely affect our results of operations.

The insurance business is heavily regulated and changes in regulation may reduce our profitability and
limit our growth.

We are extensively regulated and supervised in the jurisdiction in which we conduct business. This
regulatory system is generally designed to protect the interests of policyholders, and not necessarily the interests
of insurers, their stockholders and other investors. This regulatory system also addresses authorization for lines
of business, capital and surplus requirements, limitations on the types and amounts of certain investments,
underwriting limitations, licensing, transactions with affiliates, dividend limitations, changes in control, premium
rates and a variety of other financial and non-financial components of an insurer’s business.

In recent years, the state insurance regulatory framework has come under increased federal scrutiny, and
some state legislatures have considered or enacted laws that may alter or increase state authority to regulate
insurance companies and insurance holding companies. Further, the NAIC and state insurance regulators
continually reexamine existing laws and regulations, specifically focusing on modifications to holding company
regulations, interpretations of existing laws and the development of new laws and regulations. In addition,
Congress and some federal agencies from time to time investigate the current condition of insurance regulation in
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the United States to determine whether to impose federal or national regulation or to allow an optional federal
charter, similar to the option available to most banks. We cannot predict the effect any proposed or future
legislation or NAIC initiatives may have on the conduct of our business.

Although the United States federal government does not directly regulate the insurance business, changes in
federal legislation, regulation and/or administrative policies in several areas, including changes in financial
services regulation (e.g., the repeal of the McCarran-Ferguson Act) and federal taxation, could negatively affect
the insurance industry. Currently, Congress is in final negotiations on the federal healthcare legislation that
includes a proposal to repeal the insurance limited antitrust delegation to the states.

Insurance laws or regulations that are adopted or amended may be more restrictive than current laws or
regulations and may result in lower revenues and/or higher costs and thus could materially and adversely affect
our results of operations and our prospects for future growth. The repeal of the McCarran-Ferguson Act or part of
this Act could have a negative effect on the property and casualty industry and our competition. Additionally, our
failure to comply with certain provisions of applicable insurance laws and regulations could have a material
adverse effect on our business, results of operations or financial condition.

A downgrade in our financial strength rating could adversely impact our business volume, adversely
impact our ability to access the capital markets and increase our borrowing costs.

Financial strength ratings have become increasingly important to an insurer’s competitive position. Rating
agencies review their ratings periodically, and our current ratings may not be maintained in the future. A
downgrade in our rating could negatively impact our business volumes, as it is possible demand for our products
in certain markets may be reduced or our ratings could fall below minimum levels required to maintain existing
business. Additionally, we may find it more difficult to access the capital markets and we may incur higher
borrowing costs. If significant losses, such as those resulting from one or more major catastrophes, or significant
reserve additions were to cause our capital position to deteriorate significantly, or if one or more rating agencies
substantially increase their capital requirements, we may need to raise equity capital in the future to maintain our
ratings or limit the extent of a downgrade. For example, a trend of more frequent and severe weather-related
catastrophes may lead rating agencies to substantially increase their capital requirements.

There is no guarantee UPC will maintain its current A rating by Demotech. Any downgrade of this rating
could reduce our ability to retain and attract policyholders and agents and our ability to compete which could
have an adverse affect on our operations and financial position.

Our investment portfolio may suffer reduced returns or losses.

Investment returns are expected to be an important part of our overall profitability. Accordingly,
fluctuations in interest rates or in the fixed maturity, equity or alternative investment markets could materially
and adversely affect our results of operations.

Changes in the general interest rate environment will affect our returns on, and the market value of, our
fixed maturities and short-term investments. A decline in interest rates reduces the returns available on new
investments, thereby negatively impacting our net investment income. Conversely, rising interest rates reduce the
market value of existing fixed maturities. In addition, defaults under, or impairments of, any of these investments
as a result of financial problems with the issuer and, where applicable, its guarantor of the investment could
reduce our net investment income and net realized investment gains or result in investment losses.

We may decide to invest a portion of our assets in equity securities or other investments, which are subject
to greater volatility than fixed maturities. General economic conditions, stock market conditions and many other
factors beyond our control can adversely affect the value of our non-fixed maturities and the realization of net
investment income. As a result of these factors, we may not realize an adequate return on our investments, we
may incur losses on sales of our investments and we may be required to write down the value of our investments,
which could reduce our net investment income and net realized investment gains or result in investment losses.
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The value of our investment portfolio can be subject to valuation uncertainties when the economy is in a
downturn or recession. The valuation of investments is more subjective when the markets are illiquid and may
increase the risk that the estimated fair value of our investment portfolio is not reflective of prices at which actual
transactions would occur.

Our investment portfolio may be invested, in significant part, in tax-exempt obligations. Our portfolio may
also benefit from certain other tax laws, including, but not limited to, those governing dividends-received
deductions and tax credits. Federal and/or state tax legislation could be enacted that would lessen or eliminate
some or all of these tax advantages and could adversely affect the value of our investment portfolio. This result
could occur in the context of deficit reduction or various types of fundamental tax reform.

We depend on our network of agents for revenues, and therefore, our business may be materially and
adversely affected if we cannot retain and attract agents or if we experience disruptions in our
relationships with our agents.

Our network of approximately 1,800 agents accounts for approximately 81% of the gross premiums on
insurance policies we write and constitutes our primary distribution channel for our products. Many of our
competitors also rely on agents. Agents are not obligated to market or sell our insurance products or consult with
us. As a result, we must compete with other insurers for agents’ business. Some of our competitors may offer a
larger variety of products, lower prices for insurance coverage and higher commissions to agents. If we do not
maintain competitive products and service, pricing and commissions, we may find it more difficult to attract
agents to sell our products. A material reduction in the number of our policies sold by our agents would
negatively affect our results of operations. A certain portion of our business is concentrated with relatively few
agents. During 2009, our top two agent groups produced 23% and 19% of our gross premiums written. Each of
these groups is comprised of multiple agents. Loss of all or a substantial portion of the business provided through
such agent groups could materially and adversely affect our future business volume and results of operations.

We rely on Internet applications for the marketing and sale of certain products through our agents, and may
increasingly rely on Internet applications and toll-free numbers for distribution in the future. If Internet
disruptions occur causing our agents frustration with our business platforms or distribution initiatives, the
resulting loss of business could materially and adversely affect our future business volume and results of
operations.

We could be adversely affected if our controls to ensure compliance with guidelines, policies and legal and
regulatory standards are not effective.

Our business is highly dependent on our ability to engage on a daily basis in a large number of insurance
underwriting, claim processing and investment activities, many of which are highly complex and are subject to
state laws and regulations in Florida. These activities involve, among other things:

¢ the use of non-public consumer information and related privacy issues;
¢ the use of credit history in underwriting;

e limitations on the ability to charge additional policy fees;

*  limitations on types and amounts of investments;

» the acquisition or disposition of an insurance company or of any company controlling an insurance
company;

¢ the purchase of reinsurance;
»  reporting with respect to financial condition; and
+  periodic financial and market conduct examinations performed by state insurance department

examiners.

19



We develop internal guidelines and policies in an effort to ensure compliance with legal and regulatory
standards governing our business. A control system, no matter how well designed and operated, can provide only
reasonable assurance the control system’s objectives will be met. If our controls prove to be ineffective, it could
lead to financial loss, unanticipated risk exposure (including underwriting, credit and investment risk) or damage
to our reputation.

Our failure to implement and maintain adequate internal controls over financial reporting in our business
could have a material adverse effect on our business, financial condition, results of operations and stock
price.

We have complied with the provisions regarding annual management assessments of the effectiveness of
our internal controls over financial reporting as required by Section 404 of the Sarbanes-Oxley Act of 2002
(“Section 404”) during 2009.

If we fail to achieve and maintain the adequacy of our internal controls in accordance with applicable
standards as then in effect, and as supplemented or amended from time to time, we may be unable to conclude on
an ongoing basis that we have effective internal controls over financial reporting in accordance with Section 404.
Moreover, effective internal controls are necessary for us to produce reliable financial reports. If we cannot
produce reliable financial reports or otherwise maintain appropriate internal controls, our business, financial
condition and results of operations could be harmed, investors could lose confidence in our reported financial
information, and the market price for our stock could decline.

If we experience difficulties with technology, data security and/or outsourcing relationships, our ability to
conduct our business could be negatively impacted.

While technology can streamline many business processes and ultimately reduce the cost of operations,
technology initiatives present certain risks. Our business is highly dependent upon our contractors’ and third-
party administrators’ ability to perform, in an efficient and uninterrupted fashion, necessary business functions
such as the processing of new and renewal business, and the processing and payment of claims. Because our
information technology and telecommunications systems interface with and depend on these third-party systems,
we could experience service denials if demand for such service exceeds capacity or a third-party system fails or
experiences an interruption. If sustained or repeated, such a business interruption, system failure or service denial
could result in a deterioration of our ability to write and process new and renewal business, provide customer
service, pay claims in a timely manner or perform other necessary business functions. Computer viruses, hackers
and other external hazards could expose our data systems to security breaches. These increased risks, and
expanding regulatory requirements regarding data security, could expose us to data loss, monetary and
reputational damages and significant increases in compliance costs. As a result, our ability to conduct our
business might be adversely affected.

Attempts to grow our business could have an adverse effect on us.

Although rapid growth may not occur, to the extent it does occur, it could place a significant strain on our
financial, technical, operational and administrative resources. Our planned growth may result in increased
responsibility for both existing and new management personnel. Effective growth management will depend upon
our ability to integrate new personnel, to improve our operational, management and financial systems and
controls, to train, motivate and manage our employees, and to increase our services and capabilities. Failure to
effectively manage our future growth may have a material and adverse effect on our results of operations,
financial condition, and viability as a business. In addition, we may not grow or our growth may not produce
profits for us.

We have entered into certain debt agreements, which may reduce our financial flexibility.

On September 22, 2006, we entered into a twenty-year surplus note with the State Board of Administration
(“SBA”) of Florida (the “SBA note”). Under the SBA note, we are required to make quarterly interest payments
for the first three years and interest and principal payments for the remaining term of the note. See Note 12 in our

20



consolidated financial statements for the details of the SBA note covenants we must maintain. The SBA note
provides that the SBA may, among other things, declare its note immediately due and payable for all defaults
existing under the SBA note. Acceleration of the principal and interest under the SBA note may limit, but not
preclude, our ability to write additional insurance policies. At December 31, 2009, we were in compliance with
all of the SBA note covenants.

On August 15, 2008, we entered into a note purchase agreement with five noteholders (“Merger Notes™).
Among others, these covenants include refraining from incurring debt that would cause our aggregate debt
balance, including the $18.3 million incurred under these notes, to exceed $58.3 million (excluding the SBA
note).

We expect we will continue to have outstanding debt obligations under the SBA note and the Merger Notes.
This level of debt may affect our operations in several important ways, including the following:

«  aportion of our cash flow from operations is likely to be dedicated to the payment of principal and
interest on this indebtedness;

«  our ability to obtain additional financing in the future for working capital, capital expenditures or
acquisitions may be limited;

+  we may be unable to refinance this indebtedness on terms acceptable to us, or at all; and

*  we may unintentionally violate debt covenants or default on our obligations, and the lenders may
accelerate the indebtedness or foreclose on their security interests.

From time to time we may enter into additional secured credit facilities to finance any or all of our capital
requirements. Any such secured credit facility may have a material and adverse effect on us.

From time to time, we may enter into additional secured credit facilities to finance any or all of our capital
requirements. As part of a secured credit facility, we would likely be required to make periodic payments of
principal and interest to the lender. We can provide no assurance we will have cash flow in an amount sufficient
to repay our debt obligations under any or all of such secured credit facilities. Furthermore, these secured credit
facilities normally contain numerous default provisions and may or may not provide us with the possibility to
cure a default before accelerating the due date. If this were to happen, we might not be able to repay any or all of
our secured debts in full and might be forced to declare bankruptcy. If the lender is a secured lender, the lender
would have a priority right to receive repayment from a bankruptcy estate or may have the right to foreclose on
the secured assets if we are not in bankruptcy but are in default of its secured contract. In addition, a default
under any secured credit facility may force us to seek bankruptcy protection. As such, the fact that we may, from
time to time, enter into secured credit facilities with any person, business, or organization, whether related or
unrelated, may have a material and adverse effect on our financial position, results of operations and viability.

RISKS RELATED TO INVESTING IN UNITED’S COMMON STOCK, WARRANTS OR UNITS
The market price of our common stock, warrants or units may be volatile.

The trading price of our common stock, warrants or units may fluctuate substantially, depending on many
factors, some of which are beyond our control and may not be related to our operating performance. Factors that
could cause such fluctuations include, but are not limited to, the following:

o variations in actual or anticipated operating results or changes in the expectations of financial
market analysts with respect to our results;

investor perception of the property and casualty insurance industry in general and the Company in
particular; v

o  market conditions in the insurance industry and any significant volatility in the market price and
trading volume of insurance companies;
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*  major catastrophic events, especially hurricanes;
+  sales of large blocks of our stock or sales by insiders; or

¢ departures of key personnel.

Trading of our common stock, warrants and units are limited, which may make it difficult for you to sell
your shares, warrants or units at times and prices you feel are appropriate.

Trading of our common stock, warrants and units are conducted on the Over-The-Counter Bulletin Board
which provides less liquidity than national securities exchanges. In addition, trading in our common stock,
warrants and units have been extremely limited. This limited trading adversely effects the liquidity of our
common stock, warrants and units, not only in terms of the number of shares, warrants and units that can be
bought and sold at a given price, but also through delays in the timing of transactions and reduction in security
analysts’ and the media’s coverage of United. As a result, you may obtain lower prices for our common stock,
warrants and units than might otherwise be obtained and there could be a larger spread between the bid and ask
prices for our common stock, warrants and units.

Our common stock, warrants and units are classified as a “penny stock” under SEC rules, which limits the
market for our common stock, warrants and units.

Because our common stock, units and warrants are not traded on a national stock exchange, and because the
market price of our common stock, units and warrants are less than $5 per share, our common stock, units and
warrants may be classified as a “penny stock”. SEC Rule 15g-9 under the Exchange Act imposes additional sales
practice requirements on broker-dealers that recommend the purchase or sale of penny stocks to persons other
than those who qualify as an “established customer” or an “accredited investor.” This includes the requirement
that a broker-dealer must make a determination that investments in penny stocks are suitable for the customer
and must make special disclosures to the customers concerning the risk of penny stocks. Many broker-dealers
decline to participate in penny stock transactions because of the extra requirements imposed on penny stock
transactions. Application of the penny stock rules to our common stock reduces the market liquidity of our
shares, which in turn affects the ability of holders of our common stock to resell the shares they purchase, and
they may not be able to resell at prices at or above the prices they paid.

Although we are required to use our best efforts to have an effective registration statement covering the
issuance of the shares of common stock underlying the warrants at the time our warrant holders exercise
their warrants, we cannot guarantee that a registration statement will be effective, in which case our
warrant holders may not be able to exercise our warrants and therefore the warrants could expire
worthless.

Holders of our warrants will be able to exercise the warrants only if (i) a current registration statement under
the Securities Act of 1933 relating to the shares of our common stock underlying the warrants is then effective
and (ii) such shares of common stock are qualified for sale or exempt from qualification under the applicable
securities laws of the states in which the various holders of warrants reside. Although we have undertaken in the
Warrant Agreement, and therefore have a contractual obligation, to use our best efforts to maintain a current
registration statement covering the shares of common stock underlying the warrants to the extent required by
federal securities laws, and we intend to comply with our undertaking, we cannot assure that we will be able to
do so and therefore the warrants could expire worthless. In addition, we have agreed to use our reasonable efforts
to register the shares of common stock underlying the warrants under the blue sky laws of the states of residence
of the existing warrant holders, to the extent an exemption is not available. The value of the warrants may be
greatly reduced if a registration statement covering the shares of common stock issuable upon the exercise of the
warrants is not kept current or if the securities are not qualified, or exempt from qualification, in the states in
which the holders of warrants reside. Holders of warrants who reside in jurisdictions in which the shares of
common stock underlying the warrants are not qualified and in which there is no exemption will be unable to
exercise their warrants and would either have to sell their warrants in the open market or allow them to expire
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unexercised. If and when the warrants become redeemable by us, we may exercise our redemption right even if
we are unable to qualify the underlying securities for sale under all applicable state securities laws.

Returns on your investment may only be realized by the appreciation in value of our securities.

We have paid dividends on our common stock in the past; however, there is no assurance or guarantee that
we will continue to pay dividends in the future. Therefore, investors who purchase common stock and/or convert
their warrants into common stock may only realize a return on their investment if the value of our common stock
appreciates.

In addition, the declaration and payment of dividends will be at the discretion of our Board of Directors and
will be dependent upon our profits and financial requirements and other factors, including legal and regulatory
restrictions on the payment of dividends, general business conditions and such other factors as our Board of
Directors deems relevant.

Future issuances or sales, or the potential for future issuances or sales, of shares of our common stock may
have an adverse effect on the market price of our securities.

Future sales of a substantial number of shares of our common stock or other securities in the public markets,
or the perception these sales may occur, could cause the market price of our common stock to decline, and could
materially impair our ability to raise capital through the sale of additional securities. Prior to our initial public
offering, certain of our officers, directors and special advisors were issued 1,003,587 shares of common stock,
and they are entitled to require us to register the resale of their 1,003,587 shares of common stock at any time
after September 30, 2009, the date on which their shares of common stock are released from escrow.
Furthermore, FMG Investors, LLC, our initial sponsor, owns insider warrants to purchase 1,070,181 shares of our
common stock that are identical to the warrants issued in the initial public offering and in the Merger, except
that, among other things, such insider warrants will become freely tradable only after they are registered pursuant
to that certain Registration Rights Agreement dated October 4, 2007. If all of the insider warrants are exercised,
there will be an additional 1,070,181 shares of our common stock eligible for trading in the public market.

Our officers and directors own a large interest in us and may act in a manner adverse to other
stockholders’ interests.

Our officers and directors beneficially own approximately 40% of UITHC at December 31, 2009. As a result,
they are able to exert significant influence over the following:

» the nomination, election and removal of our Board of Directors;

* the adoption of amendments to our charter documents;

* management and policies; and

* the outcome of any corporate transaction or other matter submitted to our stockholders for approval,

including mergers, consolidations and the sale of all or substantially all of our assets.

Our officers’ and directors’ interests may conflict with the interests of other holders of our common stock
and our officers’ and directors’ may take action affecting us with which other stockholders may disagree.

Provisions in our charter documents and Delaware law may inhibit a takeover of us, which could limit the
price investors might be willing to pay in the future for our common stock, warrants and units and could
entrench our management.

Our charter and bylaws contain provisions that may discourage unsolicited takeover proposals our
stockholders may consider to be in their best interests. Our Board of Directors is divided into two classes, each of
which will generally serve for a term of two years with only one class of directors being elected in each year. At
a given annual meeting only a portion of our Board of Directors may be considered for election. Since our
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“staggered board” may prevent our stockholders from replacing a majority of our Board of Directors at certain
annual meetings, it may entrench our management and discourage unsolicited stockholder proposals that may be
in the best interests of our stockholders. Moreover, our Board of Directors has the ability to designate the terms
of and issue a new series of preferred stock.

We are also subject to anti-takeover provisions under Delaware law, which could delay or prevent a change
of control in us. Together these provisions may make the removal of our management more difficult and may
discourage transactions that otherwise could involve payment of a premium over prevailing market prices for our
securities.

Item 1B. Unresolved Staff Comments.
Not applicable

Item 2. Properties.

We currently lease approximately 15,000 square feet of office space at 360 Central Avenue, Suite 900, St.
Petersburg, Florida 33701. We initially made rent payments of $21.50 per square, and that amount increases each
year through the final year, in which we will pay rent of $26.16 per square foot, plus our percentage of increase
in the common area maintenance charge. This lease expires in July 2014 with two five-year renewal options. We
consider our current office facility suitable for our business as it is presently conducted. We do not own any real
estate or other physical properties. Our facility is in good condition.

Item 3. Legal Proceedings.

We are involved in claims-related legal actions arising in the ordinary course of business. We accrue
amounts resulting from claims-related legal actions in Unpaid Losses and Loss Adjustment Expenses during the
period that we determine an unfavorable outcome becomes probable and we can estimate the amounts.
Management makes revisions to our estimates based on its analysis of subsequent information that we receive
regarding various factors, including: (i) per claim information; (ii) company and industry historical loss
experience; (iii) judicial decisions and legal developments in the awarding of damages; and (iv) trends in general
economic conditions, including the effects of inflation.

We are not currently involved in any material non-claims-related litigation.

Item4. Reserved.
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PARTII

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities.
MARKET INFORMATION
Our common stock, units and warrants are each traded on the Over-the-Counter Bulletin Board under the

symbols UIHC, UIHCU and UTHCW, respectively. Our units commenced public trading on October 4, 2007 and
our common stock and warrants commenced public trading on November 7, 2007.

The table below sets forth, for the calendar quarter indicated, the high and low bid quotations of our units,
common stock and warrants as reported on the Over-the-Counter Bulletin Board. The over-the-counter market
quotations reflect inter-dealer prices, without retail mark-up, mark-down or commission and may not necessarily
reflect actual transactions.

Over-the-Counter Bulletin Board

Units Common Stock Warrants
High Low High Low High Low
First Quarter 2008 .. ... ... it iiiii ittt $7.93 $7.62 $7.25 $7.12 $0.70 $0.35
Second Quarter 2008 .. ... ... e 765 751 745 723 058 0.27
Third Quarter 2008 . ... ... .cvii i 850 445 791 435 062 0.05
Fourth Quarter 2008 . ..........cciiemiiiiiiininnnes 510 280 461 260 035 0.11
First Quarter 2009 .. ... ..ottt 350 250 495 260 085 0.15
Second Quarter 2009 .. ... . ..t e 600 600 500 420 0.84 0.36
Third Quarter 2009 . ....... ..ot * * 470 405 070 0.28
Fourth Quarter 2009 .......... ..ottt 300 3.00 430 3.75 * *

* There were no bids during this quarter for this security.

HOLDERS OF COMMON EQUITY

As of March 4, 2010, we had 42 holders of record of our common stock, 48 holders of record of our
warrants and 1 holder of record of our units.

DIVIDENDS

We did not pay any dividends on our common stock during 2008. We paid a quarterly dividend of $0.05 per
share beginning in the second quarter of 2009 for a total dividend on our common stock of $0.15 per share during
2009. Any future dividend payments will be at the discretion of our Board of Directors and will depend upon our
revenues and earnings, if any, capital requirements, general financial condition and any contractual restrictions
on the payment of dividends.

See Notes 12(c) and 14 to our consolidated financial statements for a discussion of restrictions on future
payments of dividends.

SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMPENSATION PLANS

We have no compensation plans or arrangements under which equity securities are authorized for issuance.

RECENT SALES OF UNREGISTERED SECURITIES
During the fourth quarter of 2009, we did not have any unregistered sales of our equity securities.

REPURCHASES OF EQUITY SECURITIES

During the fourth quarter of 2009, we did not have any repurchases of our equity securities.
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Item 6. Selected Financial Data.

We are a smaller reporting company as defined in Regulation S-K; therefore, pursuant to Regulation S-K we
are not required to make disclosures under this Item.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our consolidated financial statements and related notes appearing elsewhere in this Form 10-K.
This discussion and analysis contains forward-looking statements that involve risks, uncertainties and
assumptions. The actual results may differ materially from those anticipated in these forward-looking statements
as a result of certain factors, including, but not limited to, those which are not within our control.

OVERVIEW

We, United Insurance Holdings Corp. (“UIHC”, “United”, “we”, “our”, or “us”), write property and
casualty insurance lines in Florida through our insurance subsidiary, United Property & Casualty Insurance
Company (“UPC”). We offer standardized policies and we price our policies using rates approved by the Florida
Office of Insurance Regulation (“OIR”). Our homeowner policies, including dwelling policies, provide coverage
for a broad range of exposures, and include coverage options for standard single-family homeowners, tenants
(renters), and condominium unit owners.

We also write flood insurance (“Flood”) through the National Flood Insurance Program. We earn a
commission on our Flood policies; however, we retain no risk of loss.

To reach a broad range of prospective policyholders, we use numerous agents to produce policies for us
(which we refer to as “direct” policies), and we also assume policies from Citizens Property Insurance
Corporation (“Citizens”). We directly wrote approximately 81% of our homeowner policies-in-force as of
December 31, 2009, and we assumed the remaining 19% from Citizens. At December 31, 2009, we had
approximately 93,000 homeowner policyholders, an increase of 16% over the number of policyholders at
December 31, 2008.

During the fourth quarter of 2007, the Florida legislature implemented a program allowing homeowners to
qualify for insurance premium discounts called “wind-mitigation credits” if their insured home meets certain
required standards. At December 31, 2009 and 2008, our policies-in-force had approximately $83.1 million and
$47.9 million, respectively, of state-imposed wind-mitigation credits, which significantly reduced our gross
premiums written. To offset the significant impact of the wind-mitigation credits on our underwriting
profitability, we filed for an average 12.7% rate increase for policies written under our Protector Homeowner
Program, which the OIR approved, effective September 15, 2009. The OIR also approved, effective October 15,
2009, an average 15% rate increase for policies written under our Guardian Dwelling Fire Program.

We purchase reinsurance to expand our underwriting capacity and to allow us to manage our exposure to
losses. The premium for our 2009-2010 catastrophe reinsurance contracts totaled $85.4 million, which represents
a $34.5 million, or 68%, increase in cost compared to the cost of our 2008-2009 catastrophe reinsurance
contracts. See Note 9 in our consolidated financial statements for a more detailed discussion of our reinsurance
coverage. During the fourth quarter of 2009, we filed for an additional rate increase to partially offset our higher
reinsurance costs. The OIR approved an overall 14% rate increase for our Protector Homeowner Program to be
effective March 15, 2010, and an overall 14.7% rate increase for our Guardian Dwelling Fire Program to be
effective April 15, 2010. Applying a rate increase to all policies that were in force on the date the increase
became effective takes as long as a year, and then we must recognize the increased premium pro rata over 12
months; therefore, rate increases may take as long as two years to fully impact net income.
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During 2009, we discontinued our auto-service professionals’ commercial product policies (“Garage™),
which represented approximately 1%, 4% and 3% of our gross premiums written for 2009, 2008 and 2007,
respectively. After May 31, 2009, we did not renew any of our Garage policies; however, policies in force as of
May 31, 2009 will continue in force until they expire on various dates through May 31, 2010.

MERGER TRANSACTION

On September 30, 2008, in a cash and stock transaction, we completed a merger pursuant to an Amended
and Restated Agreement and Plan of Merger, dated August 15, 2008, as amended on September 23, 2008,
whereby United Subsidiary Corp., a wholly-owned subsidiary of FMG, merged with and into UIH, a Florida
limited liability company, with UIH remaining as the surviving entity (the “Merger”). As consideration for the
Merger, we paid members of UIH an aggregate of $25 million in cash, issued 8,929,819 shares of our common
stock and granted warrants to purchase 1,273,569 shares of our common stock. The cash consideration for the
Merger was funded with cash held in our trust account established in connection with our initial public offering
(“IPO”), as well as the net proceeds of the debt financing which closed on September 29, 2008. Though the
Merger Agreement contained a provision regarding contingent consideration of as much as $5.0 million, we did
not meet the net income target necessary to trigger payment of the contingent consideration.

We accounted for the Merger as a reverse acquisition and recapitalization since UIH was deemed to be the
acquirer for accounting purposes. Accordingly, our historical consolidated financial statements reflect the assets,
liabilities and operations of UIH prior to the Merger date, recorded on a historical cost basis. We then recorded
UIHC’s assets and liabilities at their fair value on the date of the Merger.

On August 15, 2008, in a transaction related to the Merger, we entered into a note purchase agreement with
five noteholders. The issuance of any notes under this agreement was contingent upon our stockholders voting
for the Merger which occurred on September 29, 2008. We then issued unsecured notes payable with a total face
amount of $18.3 million (“Merger Notes™). In exchange, we received $10 million in cash from certain accredited
investors and 869,565 shares of our common stock, valued at $6.9 million at the time the notes were issued, from
two of our former stockholders. We recorded a discount on these notes of $1.4 million which we amortize to

interest expense over the three-year term. See Note 12 to our consolidated financial statements for a further
discussion.

The following additional transactions occurred in connection with the Merger:

*  We paid cash of $15.7 million pursuant to agreements to repurchase 1,980,671 shares of our common
stock on September 29, 2008.

e As discussed above, we borrowed $10 million from certain accredited investors and then used this cash
to pay $10 million to holders of 1,267,863 shares of our common stock who did not vote in favor of the
Merger and elected to have their shares of common stock converted to cash.

* FMG Investors, LLC (“FMGI”) surrendered 179,819 shares of UIHC common stock it owned. No
consideration was paid for these surrendered shares and the shares were cancelled. FMGI also
surrendered 179,819 of the common stock warrants it owned.

» The underwriter for our IPO surrendered 100,000 of the 450,000 unit purchase options it owned. They
also agreed to accelerate the expiration date of their remaining 350,000 unit purchase options to
October 4, 2010. Each unit purchase option consists of a share of common stock and a warrant to

purchase a share of common stock. The unit purchase options are exercisable at an exercise price of
$10.00 per unit.

» UTH paid to UTHC $5.7 million of cash, which was primarily used to repurchase certain shares of our
common stock as described above.

+ UIH paid a non-tax related distribution of $2 million to its members as permitted in the Amended and
Restated Agreement and Plan of Merger.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES

When we prepare our consolidated financial statements and accompanying notes in conformity with U.S.
generally accepted accounting principles (“GAAP”), we are required to make estimates and assumptions about
future events that affect the amounts reported. Certain of these estimates result from judgments that can be
subjective and complex; therefore, our actual results may differ, perhaps substantially, from the estimates.

RESERVES FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES
General Discussion of Loss Reserving Process

Reserves for unpaid losses and loss adjustment expenses (“LAE”) represent the most significant accounting
estimate inherent in the preparation of our financial statements. These reserves represent management’s best
estimate of the amount we will ultimately pay for losses and LAE and we base the amount upon the application
of various actuarial reserve estimation techniques as well as considering other material facts and circumstances
known at the balance sheet date.

We establish two categories of loss reserves as follows:

* Reserves for reported losses and LAE (“case” reserves) — When a claim is reported, we establish an
automatic minimum case reserve for that claim type that represents our initial estimate of the losses and
LAE that will ultimately be paid on the reported claim. Our initial estimate for each claim is based upon
averages of loss and LAE payments for our prior closed claims made for that claim type. Then, our claims
personnel perform an evaluation of the type of claim involved, the circumstances surrounding each claim
and the policy provisions relating to the loss and adjust the reserve as necessary. As claims mature, we
increase or decrease the reserve estimates as deemed necessary by our claims department based upon
additional information we receive regarding the loss, the results of on-site reviews and any other
information we gather while reviewing the claims.

* Reserves for Incurred But Not Reported (“IBNR”) claims — We estimate IBNR reserves by projecting
the ultimate losses and LAE using the methods discussed below and then deduct actual loss and LAE
payments and case reserves from the projected ultimate losses and LAE. We review and adjust our IBNR
reserves on a quarterly basis based on information available to us at the balance sheet date.

‘When we establish our reserves, we analyze various factors such as our historical loss experience and that of
the insurance industry, claims frequency and severity, our business mix, our claims processing procedures,
legislative enactments, judicial decisions and legal developments in imposition of damages, and general
economic conditions, including inflation. A change in any of these factors from the assumptions implicit in our
estimates will cause our ultimate loss experience to be better or worse than indicated by our reserves, and the
difference could be material. Due to the correlated nature of the aforementioned factors, there is no precise
method for evaluating the impact of any one specific factor in isolation, and an element of judgment is ultimately
required. Due to the uncertain nature of any projection of the future, including the estimation of loss and LAE
reserves, the ultimate amount we will pay for losses and LAE will be different from the reserves we record.

We determine our ultimate loss and LAE reserves by selecting a point estimate within a relevant range of
indications that we calculate using generally accepted actuarial techniques. Our selection of the point estimate is
influenced by the analysis of our paid losses and incurred losses since inception. For each accident year, we
estimate the ultimate incurred losses and LAE for both known and unknown claims. In establishing this estimate,
we calculate the high, low, and average range from the distribution of ultimate losses and LAE estimates
compiled from the results of the paid and incurred loss development models discussed below.
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Estimation of the Reserves for Unpaid Losses and LAE

Management uses all of the following actuarial models to estimate our loss and LAE reserves. Management
made no changes in the models used during the three-year period ended December 31, 2009.

* Incurred Loss Development — Ultimate losses are estimated based on the historical development patterns
of incurred losses by accident year. Incurred losses are defined as paid losses plus case reserves.

The strength of this method is its ease of use and comparability to industry benchmarks while its weakness
is the potential for volatility in the calculated factors as well as an element of subjectivity in the selected
factors. The volatility can arise from a number of factors such as inflation, changes in reserving practices,
changes in underwriting criteria and geographic concentration.

* Paid Loss Development — Ultimate losses are estimated based on the historical development patterns of
paid losses by accident year.

The strengths and weaknesses of this method are identical to the Incurred Loss Development model,
although changes in claim disposal rates are more relevant than changes in reserving practices.

* Incurred Bornhuetter-Ferguson Severity — Ultimate losses are estimated as the sum of cumulative
incurred losses and estimated IBNR losses. The IBNR losses are estimated based on expected average
severity, estimated ultimate claim counts and the historical development patterns on incurred losses.
Historical loss severities are adjusted to current levels using severity on-level factors which include a
provision for the notable change in average claim costs between accident years 2003 and 2004.

* Incurred Bornhuetter-Ferguson Loss Ratio — Ultimate losses are estimated as the sum of cumulative
incurred losses and estimated IBNR losses. IBNR losses are estimated based on level earned premium,
expected loss ratios and the historical development patterns of incurred losses.

The Bornhuetter-Ferguson models are generally more stable than the incurred and paid development
models, but this relative strength comes at the cost of less responsiveness to real changes in loss experience.

The main drivers in the Loss-Development models are the selected development factors. Development
factors are calculated by age period (i.e., 12-24 months, 24-36 months, etc.), by taking the current year’s total
incurred or paid losses and LAE for the particular accident year and dividing by the prior year’s total incurred or
paid losses and LAE for the particular accident year. Averages of the resulting development factors in each age
period are calculated, such as the three-year average, five-year average, cumulative average, and cumulative
average excluding the high and low. An evaluation of the calculated development factors and their resulting
averages is performed and judgment is used to select a particular development factor per age period. The selected
development factors are used to project expected ultimate losses and LAE by accident year.

Reliance and Selection of Methods. Though all four of the models described above produce substantially
similar results in our case, we rely heavily on our Loss-Development models when calculating our estimate of
ultimate losses and LAE. Our focus on the two Loss-Development models is justified because of the relative
responsiveness of the Loss-Development models, the fact that the Bornhuetter-Ferguson models are not expected
to produce materially different results, and the short-tailed nature of our book of business. (A “short-tailed” line
of business is one in which claims are reported and settled quickly following the occurrence of a loss).
Ultimately, this means the main assumptions of the Loss-Development methods, the selected loss development
factors, represent the most critical aspect of our loss reserving process. We use the same set of loss development
factors in the models during our loss reserving process that we also use to calculate the premium necessary to
ensure we are always earning enough premiums to pay expected ultimate losses and LAE.

Reasonably-Likely Changes in Variables. As previously noted, we evaluate several factors when
exercising our judgment in the selection of the loss development factors that ultimately drive the determination of
our loss and LAE reserves. The process of establishing our reserves is complex and necessarily imprecise, as it
involves using judgment that is affected by many variables. We believe a reasonably-likely change in almost any
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of these aforementioned factors could have an impact on our reported results, financial position and liquidity.
However, we do not believe any reasonably likely changes in the frequency or severity of claims would have a
material impact on us unless the changes in frequency and severity were far in excess of our ten-year historical
trend for frequency and severity.

REINSURANCE RECOVERABLE

We cede a portion of our business to reinsurance companies that reimburse us for the portion of claims we
pay that are ceded under our reinsurance contracts. We record reinsurance recoverable for the estimated paid and
unpaid portion of losses and LAE we have ceded. Reinsurance recoverable represents our best estimate of the
amount of losses and LAE we will ultimately be able to recover from our reinsurers. We use the same estimation
techniques to estimate the reinsurance recoverable for unpaid ceded claims as we use in establishing our unpaid
loss and LAE reserves and as a result, reinsurance recoverable is subject to the same level of uncertainty in the
estimation process. The ultimate loss and LAE amounts we recover from our reinsurers may be different from the
recorded reinsurance recoverable.

FAIR VALUE OF INVESTMENTS

As discussed in Note 5 to our consolidated financial statements, we value our investments at fair value using
quoted prices from active markets, to the extent available. For securities for which quoted prices in active
markets are unavailable, we use observable inputs such as quoted prices in inactive markets, quoted prices in
active markets for similar instruments, benchmark interest rates, broker quotes and other relevant inputs. We do
not have any investments in our portfolio which require us to use unobservable inputs. The fair value for our
fixed-maturities is calculated by a third-party pricing service using price evaluations and/or matrix pricing. Any
change in the estimated fair value of our securities could impact the amount of unrealized gain or loss we have
recorded, which could change the amount we have recorded for our investments and other comprehensive
income on our Consolidated Balance Sheets.

INVESTMENT PORTFOLIO IMPAIRMENTS

Quarterly, we perform an assessment of our available-for-sale investments to determine if any are other-
than-temporarily impaired. An investment is impaired when the fair value of the investment declines to an
amount that is lower than the cost or amortized cost of that investment. As part of our assessment process, we
determine whether the impairment is temporary or other-than-temporary. We base our assessment on both
quantitative criteria and qualitative information, considering a number of factors including, but not limited to:
how long the security has been impaired; the amount of the impairment; whether, in the case of equity securities,
we intend to hold, and have the ability to hold, the security for a period sufficient for us to recover our cost basis,
or whether, in the case of debt securities, we intend to sell the security or it is more likely than not that we will
have to sell the security before we recover the cost or amortized cost; the financial condition and near-term
prospects of the issuer; whether the issuer is current on contractually-obligated interest and principal payments;
key corporate events pertaining to the issuer; and whether the market decline was affected by macroeconomic
conditions. The assessment of whether an other-than-temporary impairment (“OTTI”) exists involves a high
degree of subjectivity and judgment, and we base our assessment on the information available to us at a given
point in time. Significant changes in the factors we consider when evaluating investments for impairment losses
could result in a significant change in impairment losses reported within our consolidated financial statements if
future events, information and the passage of time cause us to determine that a decline in value is other-than-
temporary. Any change in the determination of whether the impairment is temporary or other-than-temporary
would affect the amount of OTTI charges we record within our Consolidated Statements of Income and the
amount of unrealized loss we record in other comprehensive income within our Consolidated Balance Sheets.
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DEFERRED POLICY ACQUISITION COSTS

We defer commissions, premium taxes and certain other costs that vary with and are primarily related to the
acquisition of insurance policies. The policy acquisition costs are capitalized and charged to expense in
proportion to premium revenue recognized. The method followed in computing deferred policy acquisition costs
limits the amount of such deferred costs to their estimated realizable value, which gives effect to the premium to
be earned, anticipated losses and settlement expenses and certain other costs expected to be incurred as the
premium is earned. Judgments as to ultimate recoverability of our deferred policy acquisition costs are highly
dependent upon our estimated future losses and LAE associated with the written premiums. See the RESERVES
FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES subsection above for the estimation
techniques used to determine the reserves for unpaid losses and LAE.

The factors used to estimate the realizable value of the deferred costs involves us using judgment. If the
actual amounts used to determine the realizable value of the deferred costs are different than what we had
estimated, it could result in us writing off a portion or all of our deferred acquisition costs.

RECENT ACCOUNTING PRONOUNCEMENTS

See Note 3 to our consolidated financial statements for the impact recent accounting standard updates may
have on our financial statements.

ANALYSIS OF FINANCIAL CONDITION 2009 COMPARED TO 2008
TOTAL INVESTMENTS

We classify all of our investments as available-for-sale. Our investments at December 31, 2009 and 2008,
consist mainly of U.S. government and agency securities and securities of high-quality corporate issuers. Most of
the corporate bonds we hold were issued by companies in the energy, consumer products, healthcare, technology
and telecommunications industries. At December 31, 2009, approximately 83% of our fixed-maturities are U.S.
Treasury or corporate bonds rated “A” or better; 16% are corporate bonds rated “BBB” and the remaining 1% are
corporate bonds rated “B”. Our equity holdings reflect a similar diversification, as most of our holdings were
issued by companies in the energy, healthcare, industrial, consumer products and technology sectors.

As noted in the CRITICAL ACCOUNTING POLICIES AND ESTIMATES section above, we perform
quarterly assessments of our investments to determine if any have incurred an OTTI. During the first quarter of
2009, we recorded an OTTI charge of $1.9 million, after determining that impairments related to 29 of our equity
securities were other-than-temporary. After the first quarter of 2009, we sold 25 securities that we had recorded a
total OTTI charge of $1.6 million on, for a gain of $0.8 million. During 2008, we did not record any OTTI
charges.

For the year ended December 31, 2009, we recorded $1.8 million of net unrealized gains compared to $2.4
million of net unrealized losses at December 31, 2008. The overall increase of $4.2 million from December 31,
2008 to December 31, 2009 in our net unrealized gains is reflective of the improved market conditions during
2009. The $1.8 million of net unrealized gains consists of $2.1 million of net unrealized gains on our fixed
maturities less $0.3 million net unrealized losses on our equity securities. At December 31, 2009, we had gross
unrealized losses of $0.8 million for a period of twelve months or greater. Approximately $0.4 million of gross
unrealized losses were related to 14 fixed maturities for which we have no plan to sell and for which we expect to
fully recover our cost basis. The other twenty securities are equity securities totaling a $0.4 million unrealized
loss. These securities were reviewed using the criteria discussed in the CRITICAL ACCOUNTING POLICIES
AND ESTIMATES section above and were determined to not be OTTI at December 31, 2009.

Our available-for-sale fixed maturities and equity securities, which we carry at fair value, comprise 99.8%
of our total investments at December 31, 2009 and 2008. As required by the OIR, we have invested in a
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certificate of deposit to secure the payment of our claims. We recorded the $0.3 million certificate of deposit,
which automatically renews every twelve months, in our other long-term investments at December 31, 2009 and
2008.

RESULTS OF OPERATIONS 2009 COMPARED TO 2008
GROSS PREMIUMS WRITTEN

Our gross premiums written increased $14.3 million, or 10.1%, to $155.8 million for 2009. Two factors
primarily caused the increase: (i) an increase in policies-in-force, partially offset by (ii) a decrease in average
premium per policy.

The number of our homeowner policies-in-force at December 31, 2009, increased to approximately 93,000
from approximately 80,400 at December 31, 2008, as a result of the retention rate for our policies-in-force
increasing from 81% for 2008, to 90% for 2009. The increase in our policies-in-force primarily caused the
increase in our gross premiums written during 2009.

Our average premium per policy decreased from $1,930 for 2008, to $1,663 for 2009. The state-imposed
wind-mitigation credits primarily caused the decrease per policy of $267, or 14%. Though wind-mitigation
credits continue to affect new policies written, the effect of the initial application of the wind-mitigation credits
was reflected in our existing book of business as of November 30, 2008. See the OVERVIEW section for a more
detailed discussion of wind-mitigation credits.

During 2010, we anticipate our average premium per policy will increase as the OIR has approved our
requests for two separate rate increases. The first rate increase will help offset the significant impact of the wind-
mitigation credits on our underwriting profitability and the second rate increase will help offset the increase in
our reinsurance costs. See the OVERVIEW section for a discussion of these rate increases.

GROSS PREMIUMS CEDED

During 2009, we recorded a $32.7 million, or 55.2%, increase in our gross premiums ceded to $92.0
million. The cost of our catastrophe reinsurance contracts, which we renew on June 1t of each year, increased
$34.5 million, primarily causing the increase in gross premiums ceded. Our catastrophe reinsurance costs
increased for several reasons: (i) our September 30, 2009 total insured value, on which catastrophe reinsurance
premium is largely based, increased by approximately 46% over our September 30, 2008 value; (ii) the FHCF
increased the attachment point of its mandatory layer; therefore, we purchased more expensive private
reinsurance up to that revised FHCF attachment point to avoid a gap in coverage, and (iii) the rate reinsurers
charged us for certain layers of our catastrophe contracts increased from the prior contract year.

DECREASE (INCREASE) IN NET UNEARNED PREMIUMS

We recorded a $14.3 million decrease in our net unearned premiums during 2009, compared to a $1.2
million increase during 2008. The table below reflects the increase (decrease) in gross unearned premiums and
the increase in ceded unearned premiums that comprise the changes in net unearned premiums during 2009 and
2008:

Year ended December 31,
2009 2008 Change
(In millions)
Decrease (increase) in gross unearned premiums ............. $06 $13) $19
Increase in ceded unearned premiums . .. ...... ... ool 13.7 0.1 13.6
Decrease (Increase) in Net Unearned Premiums . ......... $143  $(1.2) $155
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In 2009, our gross unearned premiums decreased by $0.6 million compared to a $1.3 million increase in
2008. The decrease in the current period was the result of a decline in premiums written during the third and
fourth quarters of 2009 when compared to 2008. So, although written premiums for 2009 exceeded those of the
prior year, the timing of the writings resulted in a decrease in the portion unearned at the end of the period.
Premiums written in the third and fourth quarters of 2008 exceeded premiums written in the same periods in
2007 resulting in an increase in the unearned premiums at the end of 2008 when compared to 2007.

In 2009, our ceded unearned premiums increased by $13.7 million compared to a $0.1 million increase in
2008. The $13.6 million change primarily resulted from 2009-2010 reinsurance costs increasing by $32.7 million
over the cost for the 2008-2009 reinsurance contracts.

NET INVESTMENT INCOME

We recorded a $1.8 million, or 27.2%, decrease in our net investment income to $4.8 million during 2009.
The interest rates on our cash and cash equivalents were lower; therefore, we earned less interest income during
2009.

NET REALIZED INVESTMENT GAINS

We recorded $1.8 million and $1.1 million of net realized investment gains during 2009 and 2008,
respectively. The table below depicts our net realized investment gains and losses by investment category:

Year Ended December 31,
2009 2008
(In millions)
Realized gains:
Fixed maturities . .................... $15 $14
Equity securities .................... 12 —
Total realized gains .............. 2.7 14
Realized losses:
Fixed maturities . .................... 0.1 0.1
Equity securities .................... 0.8) 0.2)
Total realized losses ............. 0.9) 0.3)
Total net realized investment gains .......... $18 $1.1

OTHER-THAN-TEMPORARY IMPAIRMENTS

Quarterly during 2009, we performed an assessment of our investment portfolio using the criteria discussed
above in the CRITICAL ACCOUNTING POLICIES AND ESTIMATES section, and we determined that we had
incurred OTTI related to certain of our equity securities; therefore, we recorded an OTTI charge of $1.9 million
during 2009. We recorded no OTTI charge during 2008.

POLICY ASSUMPTION BONUS

During 2008, we received a bonus from Citizens related to policies we assumed during 2004 and 2005. Our
policy assumption bonus, which includes interest earned on the bonus amounts, was $6.5 million during 2008.
We did not assume any policies from Citizens during 2006 and 2007, and the agreement we entered into with
Citizens during 2008 does not include a bonus provision; therefore, we did not receive any bonuses from Citizens
during 2009 and we don’t expect to receive any bonuses from Citizens during 2010.
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LOSSES AND LOSS ADJUSTMENT EXPENSES

Losses and loss adjustment expenses (collectively “losses”), our most significant expense, consist of claims
we paid plus estimates of the claims we will pay in the future related to insured events that have occurred at or
before the balance sheet date, net of the losses that we cede to reinsurers.

We incurred $40.8 million and $28.1 million of losses during 2009 and 2008, respectively. Our gross,
non-catastrophe loss ratio, which is the ratio of our incurred non-catastrophe losses to gross earned premium, was
28.5% for 2009 compared to 21.9% for 2008. Our net loss ratio, which is the ratio of our incurred losses to net
premiums earned, was 52.1% for 2009 compared to 34.6% for 2008. The 30.1% increase in our gross,
non-catastrophe loss ratio and the 50.6% increase in our net loss ratio primarily resulted from the decrease in our
earned premiums. The impact of the wind-mitigation credits and the increase in our reinsurance costs primarily
caused the decrease in our earned premiums, as discussed above.

Catastrophes can have the largest impact on our losses. They are an inherent risk of the property and
casualty insurance business, especially in Florida. Catastrophes may contribute to material year-to-year
fluctuations in our results of operations and financial position. During 2009, we did not record any losses related
to 2009 catastrophes; however, we increased our reserves for losses related to Hurricane Wilma. The increase in
reserves did not have an impact on the losses recorded on our Consolidated Statements of Income, because losses
related to Hurricane Wilma have already exceeded the retained loss stipulated in our reinsurance contracts and
we now cede all amounts related to these claims.

POLICY ACQUISITION COSTS

Policy acquisition costs consist of agents’ commissions, policy administration fees and premium taxes. We
recorded a $5.9 million, or 33.3%, increase in our policy acquisition costs to $23.5 million during 2009. The
increase in costs resulted from the increase in policies written during late 2008 and early 2009.

OPERATING AND UNDERWRITING EXPENSES

Operating and underwriting expenses increased $1.6 million or 24.0%, to $8.0 million during 2009. During
2009, we were assessed $1.0 million by the Florida Insurance Guaranty Association (“FIGA”). We did not have
any FIGA assessments during 2008. The remaining $0.6 million increases were in operating and underwriting
expense categories that were individually not significant.

We began collecting the FIGA assessment from our policyholders on February 1, 2010, and we record any
amounts collected from our policyholders as revenue when received. '

OTHER INCOME (EXPENSES)

During the third quarter of 2008, we recorded $2.6 million of other income when we reversed a liability
related to a put option associated with UTH membership units. We reversed the put option liability because it
ceased to exist by operation of law as a result of our Merger.

PROVISION FOR INCOME TAXES

During 2009, our effective tax rate was 35.9%, compared to 19.7% for the same period in 2008. The 82.2%
increase in our effective tax rate primarily resulted from recording corporate taxes on all of our entities during
2009; whereas, until the Merger, only UPC recorded a provision for income taxes as the other subsidiaries were
treated as partnerships for income tax purposes. Effective October 1, 2008, we recorded a provision for income
taxes for all of our subsidiaries because we included all of our subsidiaries in our consolidated corporate income
tax return.
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During 2009, we recorded our deferred tax assets and liabilities at a combined tax rate of 38.6% as that is
the rate we expect to incur when the related temporary differences reverse and become deductible or taxable in
future periods. We recorded our 2009 current taxes receivable at a combined tax rate of 37.6%. For the fourth
quarter of 2008, we recorded our taxes at a combined tax rate of 37.6%.

See our Consolidated Statements of Income for a pro forma calculation of the estimated corporate income
taxes, based upon a tax rate of 38.6%, which we may have recorded for 2008, if all of our subsidiaries had
recorded corporate income tax provisions during that period.

NET INCOME
As a result of the foregoing, our net income for 2009 was $4.1 million compared to $33.4 million for 2008.

RESULTS OF OPERATIONS 2008 COMPARED TO 2007
GROSS PREMIUMS WRITTEN

Our gross premiums written decreased $3.5 million, or 2.4%, to $141.5 million for 2008. State-mandated
wind-mitigation credits caused an approximately $44.7 million decrease in gross written premiums, offset by an
increase of approximately $32.4 million related to increases in new business, endorsements and coverage.

Our average premium per policy decreased by $493, to $1,930 at December 31, 2008. The wind-mitigation
credits the OIR required all property and casualty insurance companies to implement primarily caused the 20%
decrease. In addition, we had a decrease in policies written in the Tri-County area (Miami-Dade, Broward and
Palm Beach Counties) and an increase in policies written in other locations in Florida that have a lower average
premium per policy. See our OVERVIEW section above for a more detailed discussion of wind-mitigation
credits.

NET INVESTMENT INCOME

Our net investment income decreased $1.1 million, or 14.4%, to $6.6 million for 2008. Interest income on
our cash and cash equivalents portfolio decreased $0.9 million, primarily causing the decrease in net investment
income. During 2008, we had invested, on average, $37.7 million in cash and cash equivalents; however, during
2007, we had invested, on average, $48.4 million in cash and cash equivalents. This lower average cash and cash
equivalents invested during 2008 resulted in lower net investment income. Also, the rates earned on our cash and
cash equivalent portfolio were lower during 2008, also contributing to the lower net investment income during
2008.

NET REALIZED INVESTMENT GAINS

Our net realized investment gains increased $0.8 million during 2008, compared to 2007. The table below
depicts our gains and losses by investment category.

Year Ended December 31,
2008 2007
(In millions)
Realized gains:
Fixed maturities ..................... $14 $—
Equity securities .................... — 1.2
Total realized gains .............. 1.4 1.2
Realized losses:
Fixed maturities ..................... 0.1) 0.1)
Equity securities .................... 0.2) (0.8)
Total realized losses ............. ©0.3) 0.9
Total net realized investment gains .......... $1.1 $03




POLICY ASSUMPTION BONUS

During 2008, we received a bonus from Citizens for policies we assumed during 2004 and 2005. Our policy
assumption bonus, which includes interest earned on the bonus amounts, decreased by $7.1 million during 2008
to $6.5 million. We realized $7.1 million less bonus income as we collected bonuses on approximately 19,100
policies during 2008, compared to our collection of bonuses on approximately 38,600 policies during 2007.

LOSSES AND LOSS ADJUSTMENT EXPENSES

Our losses increased by $2.4 million, or 9.4% during 2008, compared to 2007. Claims from Tropical Storm
Fay caused us to incur $3.3 million of losses and we experienced an increase of $0.7 million in claims paid and
case reserves related to other claims. We decreased IBNR reserves by $1.6 million as a result of favorable loss
development on our homeowner line of business. Our claims originating in prior accident years are another year
older; therefore, most losses have been reported and, in many cases, paid on those claims.

During 2008, we did not record any losses or LAE related to 2008 hurricanes; however, we increased our
losses and LAE reserves related to Hurricane Wilma, which occurred in 2005. The increase in reserves did not
have an impact on the losses recorded on our Consolidated Statements of Income, because losses related to
Hurricane Wilma have already exceeded the retained loss stipulated in our reinsurance contracts and we now
cede all amounts related to these claims.

OPERATING AND UNDERWRITING EXPENSES

Our operating and underwriting expenses decreased $2.9 million or 31.3%, to $6.5 million during 2008.
During 2007, FIGA imposed an assessment of $3.1 million on UPC. We did not have any FIGA assessments
during 2008. Also, our premium taxes decreased $0.8 million during 2008 as a result of the decrease in gross
premiums written. These decreases totaling $3.9 million were offset by increases of $0.3 million in premium
write-offs and $0.7 million in other operating and underwriting expense categories that were individually
insignificant.

GENERAL AND ADMINISTRATIVE EXPENSES

Our general and administrative expenses increased $1.5 million or 73.6%, to $3.6 million during 2008.
During 2008, we incurred increases in various charges including: auditing fees, consulting fees, printing costs
and other fees related to preparing UIH and its subsidiaries financial statements in the SEC required format of a
publicly-traded company. We recorded costs directly related to the Merger to our stockholders’ equity at
September 30, 2008; therefore, we did not include those costs in our general and administrative expenses.

INTEREST EXPENSE

Our interest expense decreased $3.3 million, or 53.8%, to $2.8 million during 2008. The change is primarily
attributable to the factors described below:

¢ We extinguished our note payable to York Enhanced Strategies Fund, LLC (“York”) during the first
quarter of 2007, which accelerated the amortization of the remaining $1.1 million participation fee and
remaining $0.7 million of original issue discount related to the York note. Prior to the extinguishment,
we recognized $0.3 million of interest during 2007.

e We recorded $2.2 million lower interest expense related to the Columbus Bank and Trust (“CB&T”)
note, attributable to a decrease in the outstanding loan balance as a result of normal principal
repayments as well as the application of the $13.1 million balance in the escrow account, which we
were previously required to maintain, against the outstanding principal balance.

* We recognized $0.5 million more interest expense related to the State Board of Administration of
Florida (“SBA”) note because our Minimum Writing Ratio fell below 1.5:1 at December 31, 2007,
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March 31, 2008 and June 30, 2008; therefore, we were assessed a 450 basis point interest penalty
during the first, second and third quarters of 2008. See Note 12 to our consolidated financial statements
for more information regarding interest expense related to the SBA note and the amendment to the
SBA note which was effective July 1, 2008. For the fourth quarter of 2008, we did not incur any
additional interest penalties.

¢ During the fourth quarter of 2008, we recorded $0.5 million of interest expense related to the five notes
we issued as a result of the Merger.

OTHER INCOME (EXPENSES)

As part of the York note transaction, we entered into a Put Agreement (“Put”) with York. During 2007, we
recorded other expense of $1.6 million for the value of the York Put due to the projected increase in the book
value of UIH which, in addition to the $0.9 million expense we recorded in 2006, totaled $2.5 million. As a result
of the Merger that is more fully described earlier in this document, we reversed the $2.5 million Put liability
because it ceased to exist by operation of law.

PROVISION FOR INCOME TAXES

During 2008 and 2007, our effective tax rate was 19.7% and 17.3%, respectively. Qur effective tax rate
increased 13.9% (which occurred even though the income before taxes decreased $6.3 million from 2007 to
2008) because we recorded income tax on all of our entities during the fourth quarter of 2008; however, only
UPC recorded a provision for income taxes prior to the Merger. Effective October 1, 2008, we recorded a
provision for income taxes for all of our subsidiaries because we included all of our subsidiaries in our
consolidated corporate income tax return.

On our Consolidated Statements of Income, we provide a pro forma calculation of the estimated provision
for income taxes for 2008 and 2007, based upon a tax rate of 38.6%, as though all of our subsidiaries had
recorded income tax expense during those periods.

NET INCOME

As a result of the foregoing, our net income for 2008 was $33.4 million compared to net income of $39.6
million for 2007.

LIQUIDITY AND CAPITAL RESOURCES
OPERATING ACTIVITIES

Our operations provided net operating cash of $6.4 million during 2009, compared to $40.4 million during
2008. The primary difference in our net operating cash flow during 2009 compared to 2008 is lower net income.
See our RESULTS OF OPERATIONS 2009 COMPARED TO 2008 for a discussion of the changes in the
components of net income. Our reconciliation of net operating cash flow is generally influenced by the collection
of premiums in advance of paid losses, the quarterly payments of reinsurance premiums, the annual signing of
new reinsurance contracts at the beginning of the hurricane season, and the timing of our loss payments.

A catastrophe like a hurricane or tropical storm that impacts any territory we insure may have an adverse
impact on our liquidity and results of operations. Each year, we purchase reinsurance for hurricane catastrophes
and non-hurricane catastrophes. In June 2009, we recorded a reinsurance payable of $85.4 million related to our
2009-2010 excess-of-loss reinsurance contracts. We paid $58.3 million during 2009, with the remaining amount
due by April 1, 2010. The contract period begins June 1, 2009 through May 31, 2010.

For the policy year beginning June 1, 2009, we have a private catastrophe reinsurance contract structured
into layers. The coverage provided by one layer picks up, or “attaches”, at the point where coverage under the
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previous layer ends. Our contract with the FHCF divides our coverage into three layers: the Limited-
Apportionment Company (“LAC”) layer, the Mandatory layer and the Temporary-Increase-in-Coverage-Limit
(“TICL”) layer.

For a hurricane catastrophe, our contracts provide us 90%, 95% or 100% coverage, depending on the
particular layer. Should a single hurricane occur, we retain the first $16.4 million of catastrophe losses before our
reinsurance contracts provide coverage. In the aggregate, our contracts will reimburse us as much as $559
million; however, we retain the non-reinsured catastrophe losses. The amount of catastrophe losses that we retain
in addition to the initial $16.4 million depends upon the severity of the damage. If catastrophe losses from a
single event exceed our reinsurance coverage, we would also retain any such catastrophe losses in excess of the
coverage provided by our reinsurance contracts.

For a non-hurricane catastrophe, our contracts provide us 95% or 100% coverage, depending on the
particular layer. Should a single non-hurricane catastrophe occur, we would retain the first $26.4 million of
catastrophe losses before our reinsurance contracts provide coverage. In the aggregate, our contracts will
reimburse us as much as $123.6 million; however, we retain the non-reinsured catastrophe losses. The amount of
catastrophe losses that we retain in addition to the initial $26.4 million depends upon the severity of the damage.
If catastrophe losses from a single event exceed our reinsurance coverage, we would also retain any such
catastrophe losses in excess of the coverage provided by our reinsurance contracts.

Our contract with the FHCF allows for one reinstatement of coverage provided by the Limited-
Apportionment Company (“LAC”) layer should losses resulting from one hurricane exhaust that coverage, while
our contract with the private reinsurers allows for one reinstatement of coverage on all the private layers should
losses resulting from one or more severe weather events exhaust that coverage. Our contract with the FHCF does
not provide for reinstatement of the coverage provided by the mandatory or Temporary-Increase-in-Coverage-
Limit (“TICL”) layers. The FHCF LAC layer provides for reinstatement of coverage at no additional premium;
however, our private contract requires us to pay 100% additional premium to reinstate the coverage it provides.
To protect us in the event a reinstatement of coverage under our private contract becomes necessary, we
purchased a reinsurance premium protection (“RPP”) policy for a cost of $15.2 million. Our RPP policy
reimburses us 100% of the amount of any reinstatement premium that we would have to pay to reinstate coverage
on the first, second and fourth private layers, and it reimburses us 50% of the amount of any reinstatement
premium that we would have to pay to reinstate coverage on the third private layer. We may have to pay as much
as $3.1 million for the 50% of the third private layer reinstatement premium not covered by our RPP policy.

Our non-catastrophe reinsurance contract provides excess-of-loss coverage for losses arising out of property
business up to $1.7 million in excess of $1.0 million per risk. Should a loss recovery, or series of loss recoveries,
exhaust the coverage provided under the contract for losses arising out of property business, one reinstatement of
the $1.7 million of coverage limit is included at 50% additional premium. The contract, including reinstatements,
provides aggregate coverage of $3.4 million for losses arising out of property business, while any single
occurrence is limited to $1.7 million. The contract also provides coverage for losses arising out of a combination
of property and casualty business up to $2.2 million in excess of $1.0 million per occurrence, subject to a
maximum recovery on any one loss occurrence, regardless of the number of risks involved for property or the
number or type of insureds for casualty, of $2.2 million.

For additional information regarding our reinsurance coverage, please see Note 9 to our consolidated
financial statements.

We increased our reserve for unpaid losses and LAE by $4.0 million during 2009; however, $2.5 million of
the increase was for losses that we will ultimately cede to our reinsurers.

A future catastrophe could materially and adversely impact our results of operations, as could the
accumulation of losses from smaller weather-related events. In addition, while our underwriting strategies as well
as our reinsurance program limit the severity of future losses, we remain exposed to catastrophic losses that may
exceed the limits of our reinsurance program.
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We maintain a sufficient amount of highly-liquid assets such that we can pay claims, operating expenses
and other obligations as they come due without having to sell longer-duration investments. We continuously
monitor our cash needs and, as necessary, we liquidate some of our short-term investments and cash equivalents
to provide sufficient cash to respond to changes in our payment patterns. At December 31, 2009, we had $27.1
million of cash and cash equivalents. Subject to catastrophic or severe weather related occurrences, we cutrently
expect our cash flow from operations to be positive during 2010.

INVESTING ACTIVITIES

During 2009, we did not make any significant purchases of property or equipment, and we did not capitalize
a significant amount of software costs. We anticipate our 2010 purchases of property and equipment, as well as
our capitalization of software costs to be similar to 2009 levels.

During 2009, we used $85.1 million of cash to purchase securities available for sale and we generated $81.9
million of proceeds from the disposition of securities. We have a highly-liquid available-for-sale investment
portfolio, which consists entirely of readily marketable securities. During 2009, we recorded $1.8 million of net
unrealized gains compared to $2.4 million of net unrealized losses at December 31, 2008; the increase primarily
resulted from the improvement in the macroeconomic environment during 2009. However, we earned $1.8
million less interest on our investments and cash and cash equivalents during 2009 compared to 2008, due to
lower interest rates. The lower interest rate environment affects the interest income we earn on our cash and cash
equivalents and the bonds we may purchase during 2010.

The table below summarizes our fixed maturities at December 31, 2009, by contractual maturity periods.
Actual maturities may differ as issuers may have the right to call, with or without penalties, prior to the
contractual maturity of those obligations.

December 31, 2009
Fair Value %
(In millions)_
Dueinoneyearorless ..............covuvenn... $ 42.7 33%
Due after one year through five years ............ 474 37
Due after five years throughtenyears ............ 33.9 27
Due aftertenyears ................c.cveun... 4.0 3
Total ....ooii e $128.0 100%

FINANCING ACTIVITIES

At December 31, 2009, the interest rates on our notes were 3.3% for our SBA note, 3.2% for our CB&T
note and 11% for our Merger Notes.

Our SBA note requires us to remit quarterly principal payments of $0.3 million plus accrued interest. During
2009, we paid interest payments of $0.4 million. Our SBA note matures on September 30, 2026. The SBA note
agreement requires UPC to maintain $50 million of surplus as to policyholders. Effective December 31, 2009, we
contributed $2 million to UPC enabling UPC to meet this loan covenant. We will monitor the surplus as to
‘policyholders at UPC each quarter and if needed, we will provide additional funding to UPC to prevent surplus as
to policyholders from falling below the $50 million threshold.

Our SBA note requires that we maintain a 2:1 net writing ratio or 6:1 gross writing ratio beginning
January 1, 2010. At December 31, 2009, our net writing ratio was 1.57:1 which was greater than the 1.5:1
- required. If we do not meet the writing ratio established by the SBA, our interest rate will increase by 25 basis
points. If our Writing Ratio based on net written premium to surplus (the SBA note agreement defines surplus as
the $20.0 million of capital contributed to UPC under the agreement plus the outstanding balance of the note) is
1.5:1 or less or our Writing Ratio based on gross written premium to surplus is 4.5:1 or less, our interest rate will
increase by 450 basis points above the stated rate of the note.
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During February 2010 our note with CB&T matured, so we paid the remaining principle of $4.3 million plus
accrued interest. During 2009, we paid interest totaling $0.1 million on the CB&T note. Our note agreement with
CB&T contained certain covenants, including the maintenance of minimum specified financial ratios. We were
in compliance with the terms of the covenants at December 31, 2009.

On September 29, 2008, just prior to the Merger, we issued five notes, (“Merger Notes”) with a combined
principal of $18.3 million. The Merger Notes mature on September 29, 2011. In accordance with the Merger
Note agreement, on April 1, 2009, we began paying semi-annual interest payments on these notes. During 2009,
we paid interest of $2.0 million on these notes.

We agreed to certain covenants in our Merger Notes, the violation of which could cause an event of default.
Among others, these covenants include refraining from incurring debt that would cause our aggregate debt
balance to exceed $58.3 million, exclusive of the $20 million SBA note. For purposes of the foregoing covenant,
our outstanding indebtedness at December 31, 2009, was $22.6 million. The Merger Note agreement also require
that we refrain from making any payments (e.g. dividends or distributions), whether in cash, securities or other
property, that would reduce consolidated net worth, as defined in the Merger Note agreement, to less than $45
million. We were in compliance with the terms of the covenants in our Merger Notes at December 31, 2009;
however, any future dividends or distributions to our stockholders would be limited to an amount that would
maintain a minimum consolidated net worth of $45 million.

Our SBA note provides that the SBA may, among other things, declare its loan immediately due and
payable for all defaults existing under the SBA note. In addition, the CB&T loan agreement provided that CB&T
may elect to exercise its remedies, as described in Note 12 in our consolidated financial statements, in the event
of a default under any loan agreements affecting us or our subsidiaries. At December 31, 2009, we were in
compliance with the covenants of all of our notes.

During 2009, we paid $1.6 million of dividends to our shareholders. Our Board of Directors will need to
approve and declare any future dividend payments.

Since we do not conduct any business operations at our holding company, we rely on cash dividends or
inter-company loans from UIM to meet our debt-payment obligations and to pay our general and administrative
expenses. The OIR heavily regulates UPC, including restricting any dividends paid by UPC and requires
approval of any management fee UPC pays to UIM for services rendered. Our non-insurance subsidiaries have
no restrictions on paying dividends to us other than state corporate laws regarding solvency; therefore, they may
pay us dividends from any positive net cash flows that they generate. UIM pays us dividends primarily using
cash from the collection of management fees from UPC, pursuant to a management agreement in effect between
those entities.

In accordance with Florida law, UPC is permitted to pay dividends or make distributions out of that part of
statutory surplus derived from its net operating profit and its net realized capital gains. The law further provides
calculations to determine the amount of dividends or distributions that can be made without the prior approval of
the OIR and the amount of dividends or distributions that would require prior approval of the OIR. The risk-
based capital (“RBC”) requirements published by the National Association of Insurance Commissioners
(“NAIC”) may further restrict UPC’s ability to pay dividends or make distributions if the amount of the intended
dividend or distribution would cause statutory surplus to fall below minimum RBC requirements. Most states,
including Florida, have adopted the NAIC requirements, and insurers having less statutory surplus than required
will be subject to varying degrees of regulatory action, depending on the level of capital inadequacy. The OIR
could require us to cease operations in the event we fail to maintain the statutory capital required. At
December 31, 2009, UPC exceeded the RBC requirements.

We record our financial statements in accordance with GAAP; which differs in some respects from
reporting practices prescribed or permitted by the OIR. To retain our certificate of authority, Florida law requires
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UPC to maintain surplus as to policyholders equal to the greater of 10% of our total liabilities or $4 million. At
December 31, 2009, UPC’s surplus as to policyholders was $50.3 million, and exceeded the minimum
requirements. Florida law also requires UPC to adhere to prescribed premium-to-capital surplus ratios, with
which we were in compliance at December 31, 2009.

) We believe our current capital resources, together with cash provided from our operations, will be sufficient
to meet currently anticipated working capital requirements. We cannot provide assurance, however, that such
will be the case in the future.

OFF-BALANCE SHEET ARRANGEMENTS

At December 31, 2009, we have no off-balance sheet arrangements.
Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

We are a smaller reporting company as defined in Regulation S-K; therefore, pursuant to Regulation S-K we
are not required to make disclosures under this Item.
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Item 8. Financial Statements and Supplementary Data.
UNITED INSURANCE HOLDINGS CORP,

Consolidated Financial Statements
December 31, 2009, 2008, and 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
United Insurance Holdings Corp.

We have audited the accompanying consolidated balance sheet of United Insurance Holdings Corp. and
subsidiaries (the “Company”) as of December 31, 2009, and the related consolidated statements of income,
stockholders’ equity and comprehensive income (loss), and cash flows for the year then ended. Our audit also
included the financial statement schedules of United Insurance Holdings Corp. listed in Item 15. These financial
statements and financial statement schedules are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements and schedules based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of United Insurance Holdings Corp. and subsidiaries as of December 31, 2009, and the results
of its operations and its cash flows for year then ended, in conformity with U.S. generally accepted accounting
principles. Also, in our opinion, the related financial statement schedules, when considered in relation to the
basic consolidated financial statements taken as a whole, present fairly in all material respects the information set
forth therein.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), United Insurance Holding Corp. and subsidiaries’ internal control over financial reporting as of
December 31, 2009, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission, and our report dated March 25, 2010
expressed an unqualified opinion on the effectiveness of the Company’s internal control over financial reporting.

/s/ McGladrey & Pullen, LLP

Kansas City, MO
March 25, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
United Insurance Holdings Corp.

We have audited United Insurance Holding Corp. and subsidiaries’ (the “Company”) internal control over
financial reporting as of December 31, 2009, based on criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. The
Company’s management is responsible for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial reporting included in the accompanying
Management’s Report on Internal Control over Financial Reporting. Our responsibility is to express an opinion
on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on
the assessed risk. Our audit also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (a) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (b) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (c¢) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, United Insurance Holdings Corp. and subsidiaries maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2009, based on criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission.

‘We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheet of United Insurance Holdings Corp. and subsidiaries as of
December 31, 2009, and the related consolidated statements of income, stockholders’ equity and comprehensive
income (loss), and cash flows for the year then ended, and our report dated March 25, 2010 expressed an
unqualified opinion.

/s/ McGladrey & Pullen, LLP

Kansas City, MO
March 25, 2010



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Members
United Insurance Holdings Corp.

We have audited the accompanying consolidated balance sheet of United Insurance Holdings Corp. and
subsidiaries (the “Company”), a Delaware corporation, as of December 31, 2008 and the related consolidated
statements of income, consolidated statements of stockholders’ equity, and consolidated statements of cash flows
for each of the years in the two-year period ended December 31, 2008. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. Our audit included consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of United Insurance Holdings Corp. and subsidiaries as of December 31, 2008, and the results of its
operations and its cash flows for each of the years in the two-year period ended December 31, 2008 in
conformity with accounting principles generally accepted in the United States of America.

De Meo, Young, McGrath, CPA
/s/ DE MEO, YOUNG, MCGRATH; CPA

Fort Lauderdale, Florida
March 23, 2009

DYM
MEMBERS OF AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS: MANAGEMENT
CONSULTING SERVICES DIVISION; SEC PRACTICE SECTION;
PRIVATE COMPANIES PRACTICE SECTION; TAX DIVISION * FLORIDA INSTITUTE OF CERTIFIED
PUBLIC ACCOUNTANTS « INSTITUTE OF BUSINESS APPRAISERS
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UNITED INSURANCE HOLDINGS CORP.
Consolidated Balance Sheets

(In thousands, except share and par value amounts)

December 31,
2009 2008
ASSETS
Investments available for sale, at fair value:
Fixed maturities (amortized cost of $125,920 and $116,845, respectively) .. ... $128,020 $117,694
Equity securities (cost of $5,000 and $11,462, respectively) ................ 4,704 8,224
Other long-term inVeStMents .. ...t tiin i ienneenieiriarennennns 300 300
Total INVESIMENES . ... v ittt etir e eneneeanaanonsnsneansnonss 133,024 126,218
Cashand cashequivalents . .........coovitiiiiiii i iineeiinennneenns 27,086 29,494
Accrued investment iNCOME ... ...vvviteunneueeneeenneennneraneenns 1,119 1,392
Premiums receivable, Net ... .. ... ...ttt i i i e 7,544 10,216
Reinsurance recoverable on paid and unpaid losses ....................... 25,477 22,604
Prepaid reinsurance premiums . ... ....ovevnt ittt 40,285 26,518
Deferred policy acquiSition COStS, Net . . ... vvvineiniie i ennns 9,256 10,214
Property and equipment at COSt, Bt .. ....ovviiiiiii it i e 322 294
Capitalized software, net .. ... ...ttt it 1,203 1,232
Income tax receiVable . ... .o vttt i e e e e e 1,605 —
Deferred inCome tax assets, et . . .o v v vttt iinnererenneeennaeennnesenns — 2744
ORer ASSEES .« vt vttt ettt et ittt ettt e e e et 837 1,139
TOtAl ASSEES .« « v e v ettt e e e e e e e e e $247,758 $232,065
LIABILITIES AND STOCKHOLDERS’ EQUITY S
Liabilities: ‘
Unpaid losses and loss adjustment eXpenses . .............cooeuviuniennnn. $ 44,112 $ 40,098
Unearned PreMiliMS . ... cvvueerunennsenneeuuneannocnneennsesnnesnes 73,831 74,384
Reinsurance payable . ...... ... .. .. ittt i i i i 28,162 16,694
Advance premilms ... ....o.tntin ittt ittt 3,824 2,152
Accounts payable and accrued €Xpenses . ... ... ..iii i i iii i 6,761 10,676
Incometaxespayable ............ ... i — 1,366
Deferred tax liabilities, nEt . .......cvvitirirn i ittt eeinenannnnas 106 -
Other Habilities .. ...cciiii ittt ittt ittt et ettt it i itetntenenas 1,463 2,465
Notespayable,met . ... ... .ot i i 41,428 41,303
Total Liabilities ... ... ..iuiiii it iir it iiereenrcaacnaannnn 199,687 189,138
Commitments and contingencies (Note 15)
Stockholders’ Equity:
- Preferred stock, $0.0001 par value; 1,000,000 shares authorized; none issued or
outstanding for 2009 and 2008 ........... ... ... i il — —
Common stock, $0.0001 par value; 50,000,000 shares authorized; 10,573,932
and 10,548,932 issued and outstanding for 2009 and 2008, respectively .. ... 1 1
Additional paid-incapital ......... ... .. . i i e 75 —
Accumulated other comprehensive income (loss) ...............ccovvn... 1,108 (1,490)
Retained earnings .............c.iiiiriiniiiiiiiiniinineinennennenn 46,887 44,416
Total Stockholders’ Equity ............coooiiiiiiiiiiiiiiine, 48,071 42,927
Total Liabilities and Stockholders’ Equity .......... ..o, $247,758  $232,065

See accompanying notes to consolidated financial statements.
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UNITED INSURANCE HOLDINGS CORP.
Consolidated Statements of Income

(In thousands, except share and per share amounts)

Year Ended December 31,
2009 2008 2007
REVENUE:
Gross Premitms WIIHEIL . . ..\ttt ittt e et ieie e rennineearannnnns $ 155840 $ 141,556 $ 145,050
Grosspremiums ceded . .. ..o i e e (91,979) (59,251) (58,511)
Net premiums WEteN . ... ...ttt iiieeeriieennnns 63,861 82,305 86,539
Decrease (increase) in net unearned premitms .. ......vvvvereiiiiunrereeennnn. 14,320 (1,161) (1,181)
Netpremiumsearned ...........ouuttiiiiiiiiieererninniinreennennnns 78,181 81,144 85,358
Net investment inCOME ... ..vvvvtinnt ettt iniiineseeeaannnnns 4,831 6,632 7,751
Net realized investment gains .. ...........ocuuteitvnnerieenrearennennnnns. 1,837 1,116 322
Other-than-temporary iMpairments . . . ........ovuueeiuuesineeeaneeeiinennnns (1,878) — —
Commission and fees ............oviutiiiitenii ittt i e, 3,180 2,778 2,414
Policy assumption bonus . ...... ...t i i — 6,493 13,556
OthET TEVEIMUE &« o o o i ettt ettt ie et e e ettt e ettt et e tiineeeens 2,318 2,899 3,200
TOtAl FEVENMUE . ..ttt ittt ettt ittt iiineianeeeesreneeeanns 88,469 101,062 112,601
EXPENSES:
Losses and loss adjustment €Xpenses ... ...........cviveuuronenreenraieenins 40,755 28,063 25,662
Policy acquisition COSES ... ...vuureent it i i 23,482 17,616 17,022
Operating and underwriting eXpenses . .. .........uuveeeernnnnreeerreennnnnes 8,010 6,460 9,404
Salaries and Wages .. ...ttt e e e i i 3473 3,466 2,792
General and administrative EXpenSeS .. .....vevrerniineneeeneeeeeennennnnns 3,245 3,607 2,078
Interest EXPEMSE ...ttt e e, 3,177 2,811 6,078
TOtal BRPEISES ...ttt tt e ettt ettt e 82,142 62,023 63,036
Income before other iNCOME (EXPENSES) .« .. v v eieeeieeer e ernerennnnnnnnns 6,327 39,039 49,565
Other iNCOME (EXPENSES) . .« . vt v vttt tieee e tttae e iiiee e eeennneenns — 2,564 (1,626)
Income before iNCOME taXeS ... .....uveiieniniieee ittt ininieeeeens 6,327 41,603 47,939
Provision for incCome taxes ..............iiieiiiiiii it 2,270 8,184 8,297
NEtinCOMIE . ..ottt ettt ettt ettt e e $ 4057 $ 33419 $ 39,642
OTHER COMPREHENSIVE INCOME:
Change in net unrealized holding gain (loss) on investments .. ................... 4,152 (2,465) 2,272
Reclassification adjustment for net realized investment gains .................... (1,837) (1,116) (322)
Reclassification adjustment for recognized other-than-temporary impairments . ..... 1,878 -_— —
Income tax benefit (expense) related to items of other comprehensive income .. ..... (1,595) 1,347 (755)
Total comprehensive inCome . .. ... ... it i e $ 6655 $ 31,185 $ 40,837
Weighted average shares outstanding
BasiC . ot e e e e, 10,568,247 10,548,932 10,548,932
Diluted ... e e i i 10,568,247 10,854,743 11,775,088
Earnings per share
BasiC . ..o e $ 038 §$ 317 $ 3.76
Diluted ...t e e e e e e e, $ 038 $ 3.08 $ 3.37
Dividends declared pershare .. ............ooiinuiiiti it $ 015 § —  $ —
PRO FORMA COMPUTATION OF INCOME TAXES FOR PERIODS PRIOR TO THE MERGER (Unaudited):
Historical income before INCOmMe taXes . . .. ... .vututttttt it ittt ee et ienieanns $ 41603 $ 47,939
Pro forma provision for income taxes ......... ... i i e 16,048 18,492
Pro forma netinCome . ... ...ouitttite et ittt ittt ettt et e e $ 25555 $ 29,447
Pro forma earnings per share
BaSIC L e e e e e $ 242 $ 2.79
L1« O $ 235 §$ 2.50

See accompanying notes to consolidated financial statements.
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UNITED INSURANCE HOLDINGS CORP.
Consolidated Statements of Stockholders’ Equity
For the years ended December 31, 2009, 2008 and 2007

(In thousands, except share amounts)

Members’ Accumulated
Certificates Additional Other Total
Common Stock of Paid-in Comprehensive Retained Stockholders’

Shares Amount Interest Capital Income (loss) Earnings Equity

Balance at January 1, 2007,
previously reported .......... — — $693 §$§ — $ (451) $17,601 $ 24,113
Retroactive effects on equity
due to reverse acquisition
transaction effective

September 30,2008 ...... 10,548,932 $ 1 (6,963) 6,962 —_ —_ —
Balance at January 1, 2007,
restated . ... .. 0., 10,548,932 1 — 6,962 451) 17,601 24,113
Netincome ............... —_— — — — — 39,642 39,642

Net unrealized change in
investments, net of tax

effectof $755 ........... _— = — — 1,195 — 1,195
Increase in UIH members’
certificates of interest .. ... —_ — — 501 — —_ 501
Distributions to UTH
members ............... —_ — — — — (19,352) (19,352)
Balance at December 31, 2007 ... 10,548,932 1 — 7,463 744 37,891 46,099
Netincome ..........counn — —_ —_ — —_— 33,419 33,419

Net unrealized change in
investments, net of tax

effectof $1,347 ......... — - —_ — (2,234) — (2,234)
Exercise of UIH ownership

OpHoN .....vvvvvvnnenns _ - — 63 — — 63
Recapitalization as a result of

Merger ................ —_ = — (4,635) — (17,896) (22,531)
Costs associated with

Merger ................ —_ - — (2,891) — —_ (2,891)
Distributions to UTH members

prior to Merger .......... _ - — — — (8,998)  (8,998)

Balance at December 31, 2008 ... 10,548,932 1 — — (1,490) 44,416 42,927

Netincome ............... — — — — —_ 4,057 4,057

Net unrealized change in
investments, net of tax

effect of $1,595 ......... — - — — 2,598 —_ 2,598
Issuance of common stock to
officers ................ 25,000 — —_ 75 — —_ 75
Dividends ................ —_— — —_ — —_ (1,586) (1,586)
Balance at December 31,2009 ... 10573932 $ 1 $ — §$§ 75 $1,108 $46,887 $ 48,071

See accompanying notes to consolidated financial statements.
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UNITED INSURANCE HOLDINGS CORP.
Consolidated Statements of Cash Flows

(In thousands)

Cash flows provided by operating activities:
NEtINCOIME .. .uit ittt ittt ittt i iiia e iia s aiaaaesnenaeenns
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization ...............ooiiiiiiiiiiiiiiiiiiia.,
. Net realized investment (gains) 10sses .............oveviiiiiiiiiiiian,
Amortization of discount onnotespayable . ........... ..o,
Debt financing fee €Xpense ... ......vvvriiiiiiiiiiiiere i
Provision for uncollectible premiums . ......... ...t
Deferred income taxes, Nt . ...ovvt vttt iiiiieiriianeeiineeaiaes
Stock-based cOmMPENSation . .........coviuiiiiiiiii it
Other (INCOME) EXPEMSE . .o v v v v et vee e et vnrrernrennnnnreaaaneeenseeens
Changes in operating assets and liabilities, net of effect of Merger:
Accrued investment iNCOME . .......vvuuniiiniiieennnnrrrnnnneeennnans
Premiums receivable ......... ... i i
Reinsurance recoverable on paid and unpaid losses ................ ... ...
Prepaid reinsurance premitms ... .....uvveunonteirnernerrneeaaasanans
Deferred policy acquisition Costs, met .. .......viiiiiiiinnianneeneeeann.
INCOME taXes, NEL . . oot ottt it ittt it e it it
Other @SSELS .\ o v v vt eiee et ittt ittt it eniern et eie s
Unpaid losses and 1oss adjustment €Xpenses . ... ..ovverinrnertuneennrnenen
Unearned premilims ... ..vvetnnintttnuinaeeetnnntrennnneeennnesannes
Reinsurance payable . ..........ccoiiiiiiiiiiiii i
T AQVANCE PIEIMIUIMS . oot v v vvvnnneeeeieiiiaae e e eeneeanaeeensnsnnnnns
Accounts payable and accrued €Xpenses . ... ... iiii i e
Other Habilities ... ...\ oee ettt ittt it it iaeeianenaeanns

Net cash provided by operating activities .............oo it

Cash flows provided by (used in) investing activities:
Proceeds from sales and maturities of investments available forsale ..............
Purchases of investments available forsale ................. ... o,
Cost of property and equipment acquired .......... ..ot
Cost of capitalized software acquired ..............coiiiiiiiiiiiiiiiieaan.

Net cash provided by (used in) investing activities . . .............. ..ot

Cash flows provided by (used in) financing activities:
Proceeds from bOITOWINGS . ... .oiviiiiii i i it
Repayments of BOITOWINGS . ......oiiiniiiniiteeriiiiiiiiieeerannnneee .
Debt financing CoStS .. ....vvvunnr ittt tiriieeeiiniseernieranrainasaes
Net cash paid by UIHto FMG priortoMerger...........cooviiniiiennnenn ..
Payment Of MErger CoStS . . ..ot ttineiiiii e iinireeiiaas e
Contributions by UTHmMemMDbEIS .. .......ccouuiniiunirunriiireinerinenanennsos
Distributions to UTHmembers .........c.ooviiiiiiiiiiiiiieeniinreeeennnnns
Dividends paid . . .. ..ottt i i e
Bankoverdrafts ...........oiiiiiiiiiiiiiii e

Net cash used in financing activities .. ...ttt

Increase (decrease) incash ..........oviuiiuiiin ittt iaaans
Cash and cash equivalents at beginning of period .............. ... ... o i

Cash and cash equivalents atend of period .. . ...l

Supplemental cash flows information:
Cash paid during the period for:
173 (< G e

Incometaxes paid ...... ...ttt e

Year Ended December 31,
2009 2008 2007
$ 4,057 $33419 $ 39,642
1,188 781 720
41 (1,116) (322)
419 98 680
— — 1,125
83 442 163
1,255 3,336 1,324
75 — —
— (2,564) 1,626
273 () (130)
2,589 (692) 11
(2,873) (5,788) 21,705
(13,767) (173) 7,815
958 (1,700) (162)
2,971) (937) 2,657
(76) 4,561 (4,640)
4,014 4,093 (21,170)
(553) 1,333 (6,634)
11,468 5,842 (16,980)
1,672 (244) ®
(447) 543 (7,625)
(958) (828) 2,077
6,447 40,399 21,874
81,931 56,160 47,503
(85,124) (72,386) (28,728)
(108) (256) 49
(206) (1,285) —
(3,507) (17,761 18,726
— — 33,000
(294) (19,506) (40,004)
— (5,703) —
— (2,891) —
— 63 501
— (18,225) (18,281)
(1,586) — —_
(3,468) 1,123 (5,222)
(5,348) (45,139) (31,506)
(2,408) (22,507) 9,094
29,494 52,001 42,907

$ 27,086 $ 29,494 $ 52,001

$ 2592 $ 2276 $ 3951

$ 3,987

$ 4,795

$ 3,282




Consolidated Statements of Cash Flows
Supplemental Cash Flows Information (Continued)

(In thousands, except share and per share amounts)

Non-cash activity:

During 2008, we sold an available-for-sale investment for $1,133 in exchange for a note receivable in the
same amount. We recorded an unearned gain of $133 on the sale.

During 2008, we reclassified ($17,896) of additional paid-in capital to retained earnings to eliminate the
negative additional paid-in capital balance.

On September 30, 2008, we acquired United Insurance Holdings, L.C. (“UIH”) and accounted for the
transaction as a reverse acquisition and recapitalization since UIH was deemed to be the accounting acquirer.
Accordingly, the Consolidated Statements of Cash Flows do not reflect certain transactions that occurred during
2008 prior to the effective date of the Merger. Such transactions include:

e  Weissued 8,929,819 shares of our common stock to the members of UTH, as well as warrants to
purchase 1,273,569 shares of our common stock. Each common stock warrant allows the holder to
purchase one share of our common stock at an exercise price of $6.00 per share. The warrants became
exercisable beginning October 4, 2008, and expire on October 4, 2011.

¢ We paid cash of $15,740 to repurchase 1,980,671 shares of our common stock on September 29, 2008.

» We repurchased 869,565 shares from two former stockholders by exchanging notes payable for the
shares. The notes have a face value of $7,527 and bear interest at 11% per year [see Note 12(c)].

*  We paid cash of $10,039 to holders of 1,267,863 shares of our common stock who did not vote in favor
of the Merger and elected to have their shares of common stock converted to cash.

¢  FMG Investors, LLC (“FMGTI”) surrendered 179,819 shares of UIHC common stock it owned. We
gave no consideration in exchange for the surrendered shares, which we cancelled. FMGI also
surrendered 179,819 of the common stock warrants that it owned. See Note 17 for a further discussion
of FMGI being a related party.

* The underwriter for our initial public offering (“IPO”) surrendered 100,000 of the 450,000 unit
purchase options it owned. They also agreed to accelerate the expiration date of their remaining
350,000 unit purchase options to October 4, 2010. Each unit purchase option consists of a share of
common stock and a warrant to purchase a share of common stock at an exercise price of $6.00 per
share. The unit purchase options became exercisable beginning October 4, 2008, at an exercise price of
$10.00 per unit.

During 2009, we issued a total of 25,000 shares of common stock to two of our officers in exchange for
services performed. We recorded $75 of expense related to the transaction.

See accompanying notes to consolidated financial statements.
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UNITED INSURANCE HOLDINGS CORP.
Notes to Consolidated Financial Statements

In thousands, except share and per share amounts

1. ORGANIZATION AND BUSINESS

United Insurance Holdings Corp. (“UIHC”, “we”, “us”, “our”), formerly known as FMG Acquisition Corp.
(“FMG”), incorporated under the laws of the State of Delaware. On September 30, 2008, UTHC, United
Subsidiary Corp. (“Merger Sub”) and UIH completed a merger (“Merger”) pursuant to the Amended and
Restated Agreement and Plan of Merger, dated August 15, 2008, as amended on September 23, 2008 (“Merger
Agreement”) whereby Merger Sub was merged into UIH, with UIH remaining as the surviving entity.

Through UIH, our wholly-owned subsidiary, and UIH’s three wholly-owned subsidiaries, we write and
service property and casualty insurance policies in Florida. The three subsidiaries of UIH, each incorporated
under Florida law, include United Property & Casualty Insurance Company (“UPC”), United Insurance
Management, L.C. (“UIM”) and Skyway Claims Services, LLC (“Skyway”). We operate under one business
segment.

The Florida Office of Insurance Regulation (“OIR”) authorized UPC to write homeowner and dwelling
property and casualty lines. We write our own policies throughout Florida utilizing our vast agency network. We
occasionally supplement those writings by assuming policies from Citizens Property Insurance Corporation
(“Citizens”). The OIR has also authorized UPC to write flood coverage.

UIM, a managing general agent (“MGA”), manages all aspects of UPC’s operations, including
underwriting, policy administration, collections and disbursements, accounting and claims processes.

Skyway provides claims appraisal services, one of several companies that currently provide such services to
UPC.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND PRACTICES
(a) Presentation and Consolidation

We prepare our financial statements in conformity with U.S. generally accepted accounting principles
(“GAAP”). While preparing our financial statements, we make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial
statements, as well as reported amounts of revenues and expenses during the reporting period. Accordingly,
actual results could differ from those estimates. Reported amounts that require us to make extensive use of
estimates include our reserves for unpaid losses and loss adjustment expenses (“LAE”), reinsurance recoverable,
deferred policy acquisition costs, and investments.

We include all of our subsidiaries in our consolidated financial statements, eliminating all significant
intercompany balances and transactions during consolidation.

Since we accounted for the Merger as a reverse acquisition and recapitalization, we have retroactively
restated certain equity accounts for periods prior to the Merger. Also, certain amounts in the 2008 and 2007
financial statements have been reclassified to conform to the 2009 presentation. These reclassifications had no
impact on our consolidated financial position, results of operations or cash flows as previously reported.

(b) Cash and Cash Equivalents

Our cash and cash equivalents include demand deposits with financial institutions and short-term, highly-
liquid instruments with original maturities of three months or less when purchased.
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UNITED INSURANCE HOLDINGS CORP.
Notes to Consolidated Financial Statements

In thousands, except share and per share amounts

(¢) Investments

We currently classify all of our investments in fixed maturities and equity securities as available-for-sale,
and report them at fair value. Subsequent to our acquisition of available-for-sale securities, we record changes in
value through the date of disposition as unrealized holding gains and losses, net of tax effects, and include them
as a component of Accumulated Other Comprehensive Income included in Stockholders’ Equity. We include
realized gains and losses, which we calculate using the specific-identification method for determining the cost of
securities sold, in net income. We amortize any premium or discount on fixed maturities over the remaining
maturity period of the related securities using the effective interest method, and we report the amortization in Net
Investment Income. We recognize dividends and interest income when earned.

Quarterly, we perform an assessment of our investments to determine if any are other-than-temporarily
impaired. An investment is impaired when the fair value of the investment declines to an amount less than the
cost or amortized cost of that investment. As part of our assessment process, we determine whether the
impairment is temporary or other-than-temporary. We base our assessment on both quantitative criteria and
qualitative information, considering a number of factors including, but not limited to: how long the security has
been impaired; the amount of the impairment; whether, in the case of equity securities, we intend to hold, and
have the ability to hold, the security for a period sufficient for us to recover our cost basis, or whether, in the case
of debt securities, we intend to sell the security or it is more likely than not that we will have to sell the security
before we recover the amortized cost; the financial condition and near-term prospects of the issuer; whether the
issuer is current on contractually-obligated interest and principal payments; key corporate events pertaining to the
issuer and whether the market decline was affected by macroeconomic conditions. '

If we determine that an equity security has incurred an other-than-temporary impairment (“OTTI”), we
permanently reduce the cost of the security to fair value and recognize an OTTI charge in our Consolidated
Statements of Income. If a debt security is impaired and we either intend to sell the security or it is more likely
than not that we will have to sell the security before we are able to recover the amortized cost, then we record the
full amount of the impairment as an OTTI charge in our Consolidated Statements of Income. If we determine that
an impairment of a debt security is other-than-temporary and we neither intend to sell the security nor it is more
likely than not that we will have to sell the security before we are able to recover its cost or amortized cost, then
we separate the impairment into (a) the amount of impairment related to credit loss and (b) the amount of
impairment related to all other factors. We recognize the amount of the impairment related to the credit loss as an
OTTI charge in our Consolidated Statements of Income, and we record the amount of the OTTI related to all
other factors in Accumulated Other Comprehensive Income.

A Jarge portion of our investment portfolio consists of fixed maturities, which may be adversely affected by
changes in interest rates as a result of governmental monetary policies, domestic and international economic and
political conditions and other factors beyond our control. A rise in interest rates would decrease the net
unrealized holding gains of our investment portfolio, offset by our ability to earn higher rates of return on funds
reinvested. Conversely, a decline in interest rates would increase the net unrealized holding gains of our
investment portfolio, offset by lower rates of return on funds reinvested.
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UNITED INSURANCE HOLDINGS CORP.
Notes to Consolidated Financial Statements

In thousands, except share and per share amounts

(d) Fair Value

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants (an exit price). When reporting the fair values of our financial
instruments, we prioritize those fair value measurements into one of three levels based on the nature of the
inputs, as follows:

* Level 1 — Valuations based on quoted prices in active markets for identical assets and liabilities;

* Level 2 — Valuations based on observable inputs that do not meet the criteria for Level 1, including
quoted prices in inactive markets and quoted prices in active markets for similar, but not identical
instruments; and

* Level 3 - Valuations based on unobservable inputs, which are based upon the best available
information when external market data is limited or unavailable.

We estimate the fair value of our investments using the closing prices on the last business day of the
reporting period, obtained from active markets such as the NYSE, NASDAQ, AMEX, and so forth. For securities
for which quoted prices in active markets are unavailable, we use observable inputs such as quoted prices in
inactive markets, quoted prices in active markets for similar instruments, benchmark interest rates, broker quotes
and other relevant inputs. We do not have any investments in our portfolio which require us to use unobservable
inputs.-Our estimates of fair value reflect the interest rate environment that existed as of the close of business on
December 31, 2009, and 2008. Changes in interest rates subsequent to December 31, 2009, may affect the fair
value of our investments.

The carrying amounts for the following financial instrument categories approximate their fair values at
December 31, 2009 and 2008 because of their short-term nature: Cash and Cash Equivalents, Accrued
Investment Income, Premiums Receivable, Reinsurance Recoverable, Reinsurance Payable, and Accounts
Payable and Accrued Expenses. The carrying amounts of Notes Payable also approximate their fair value as they
are either variable in nature or are payable within two years.

(e) Premiums

We record premiums as revenue on a pro rata basis over the contract period of the related policies that are in
force. For any portion of premiums not earned at the end of the reporting period, we record an Unearned
Premiums liability.

Premiums Receivable represents amounts due from our policyholders for billed premiums and related policy
fees. We perform a policy-level evaluation to determine the extent to which the balance of premium receivable
exceeds the balance of unearned premium. We then age any resulting exposure based on the last date the policy
was billed to the policyholder, and we establish an allowance for credit losses for any amounts outstanding for
more than 90 days. When we receive payments on amounts previously charged off, we credit bad debt expense in
the period we receive the payment. The balances of our allowance for uncollectible premiums totaled $370 and
$305 at December 31, 2009, and 2008, respectively.

When we receive premium payments from policyholders prior to the effective date of the related policy, we
record an Advance Premiums liability. On the policy effective date, we reduce the advance premium liability and
record the premiums as described above.
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UNITED INSURANCE HOLDINGS CORP.
Notes to Consolidated Financial Statements

In thousands, except share and per share amounts

(f)  Deferred Policy Acquisition Costs

We incur policy acquisition costs that vary with, and are directly related to, the production of new business.
Policy acquisition costs consist primarily of the following three items: i) commissions paid to outside agents at
the time of policy issuance and commissions paid to Citizens for policies assumed, net of commissions refunded
for cancelled policies; ii) policy administration fees paid to a third-party administrator (“TPA”) at the time of
policy issuance; and iii) premium tax. We capitalize policy acquisition costs to the extent recoverable, then we
amortize those costs over the contract period of the related policy.

At each reporting date, we determine whether we have a premium deficiency. A premium deficiency would
result if the sum of our expected losses and loss adjustment expenses, deferred policy acquisition costs, and
policy maintenance costs (such as costs to store records and costs incurred to collect premiums and pay
commissions) exceeded our related unearned premiums plus investment income. Should we determine that a
premium deficiency exists, we would write off the unrecoverable portion of deferred policy acquisition costs.

(2) Long-lived Assets
i) Property and Equipment

We record our property and equipment at cost less accumulated depreciation and amortization. We use the
straight-line method of calculating depreciation over the estimated useful lives of the assets, which are three to
five years. We also use the straight-line method to calculate amortization of leasehold improvements over the
estimated useful lives of the assets or the term of the lease, whichever is shorter. We periodically review
estimated useful lives and, where appropriate, we make changes prospectively. We charge maintenance and
repair costs to expense as incurred.

ii) Capitalized Software

We capitalize certain direct development costs associated with internal-use software. We amortize
capitalized software costs over the unexpired portion of the contract term. The contract term, which is six years,
is the minimum period of time we expect the software to be useful to us.

iii) Impairment of Long-lived Assets

We annually review our long-lived assets, including intangible assets, to determine if their carrying amounts
are recoverable. If the non-discounted future cash flows expected to result from the use and eventual disposition
of the assets are less than their carrying amounts, we reduce their carrying amounts to fair value and recognize an
impairment loss.

(h) Unpaid Losses and Loss Adjustment Expenses

Our reserves for unpaid losses and loss adjustment expenses (collectively “losses”) represent the estimated
ultimate cost of settling all reported claims plus all claims we incurred related to insured events that have
occurred as of the reporting date, but that policyholders have not yet reported to us (incurred but not reported, or
“IBNR?”, claims).

We estimate our reserves for unpaid losses using individual case-basis estimates for reported claims and
actuarial estimates for losses incurred but not yet reported. Trends in loss severity and frequency may affect our
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Notes to Consolidated Financial Statements

In thousands, except share and per share amounts

estimated losses, and we continually review and adjust our estimated losses as necessary based on our historical
experience and as we obtain new information. If our unpaid loss reserves prove to be inadequate or excessive, we
increase or decrease the liability in the period in which we identify the difference, thereby impacting net income.
Though our estimate of the ultimate cost of settling all reported and unreported claims may change at any point
in the future, a reasonable possibility exists that our estimate may vary significantly in the near term from the
estimated amounts included in our consolidated financial statements.

On our Consolidated Balance Sheets, we report our reserves for unpaid losses gross of the amounts related
to unpaid losses recoverable from reinsurers. On our Consolidated Statements of Income, we report losses net of
amounts ceded to reinsurers. We do not discount our loss reserves for financial statement purposes.

(i) Managing General Agent Fees and Policy Fees

UIM records MGA fee revenue from two sources: UPC and policyholders. As an MGA, UIM provides
various insurance-related services to UPC, including but not limited to, policy administration, underwriting and
general and administrative activities, for which UPC pays UIM 31.5% of gross earned premium. During financial
statement consolidation, we eliminate the MGA fees UIM receives from UPC. UIM also collects a per policy
MGA fee from policyholders.

Our policy fees consist of the MGA fee and a pay-plan fee. Florida law allows managing general agents to
charge policyholders a $25 fee on each policy written. We defer our MGA fees as unearned revenue and then
include them in income on a pro rata basis over the term of the underlying policies. We record our pay-plan fees,
which we charge to all policyholders that pay their premium in more than one installment, as income when
collected. We report all policy fees in Commissions and Fees on our Consolidated Statements of Income.

(J) Reinsurance

Our reinsurance agreements are short-term, prospective contracts. We record an asset, Prepaid Reinsurance
Premiums, and a liability, Reinsurance Payable, for the entire contract amount upon commencement of our new
reinsurance agreements. We amortize our prepaid reinsurance premiums over the 12-month contract period.

We record amounts recoverable from our reinsurers on paid losses plus an estimate of amounts recoverable
on unpaid losses. The estimate of amounts recoverable on unpaid losses is a function of our liability for unpaid
losses associated with the reinsured policies; therefore, the amount changes in conjunction with any changes to
our estimate of unpaid losses. Though our estimate of amounts recoverable from reinsurers on unpaid losses may
change at any point in the future because of its relation to our reserves for unpaid losses, a reasonable possibility
exists that our estimate may change significantly in the near term from the amounts included in our consolidated
financial statements.

We estimate uncollectible amounts receivable from reinsurers based on an assessment of factors including
the creditworthiness of the reinsurers and the adequacy of collateral obtained, where applicable. We recorded no
allowance for uncollectible reinsurance during the years ended December 31, 2009, 2008 or 2007.

Certain of our reinsurers pay us ceding commissions on our quota share contracts related to the portion of
our commercial auto (“Garage”) line that we cede to them. We record our ceding commissions as income on a

pro rata basis over 12 months, and we report the amount in Commission and Fees on our Consolidated
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Statements of Income. Additionally, we pay commissions to Citizens for any policies that we assume. We
amortize our assumed commissions on a pro rata basis over 12-month period from the date of assumption, and
we amortize any subsequent changes in the amount of commission over the months remaining in the original
12-month period. The assumed commission amounts are recorded as an expense in Policy Acquisition Costs on
our Consolidated Statements of Income.

(k) Assessments

We record guaranty fund and other insurance-related assessments imposed upon us as an expense in the
period the regulatory agency imposes the assessment. To recover the assessment, we use a process, created by
Florida statute, known as Use and File. We calculate and begin collecting a policy surcharge that will allow us to
collect the entire assessment over a 12-month period, based on our estimate of the number of policies we expect
to write. We then submit a filing to the OIR requesting formal approval of the policy surcharge. The process may
be repeated in successive 12-month periods until we collect the entire assessment. We record the recoveries as
revenue in the period that we collect the cash.

We collect assessments imposed upon policyholders as a policy surcharge and we record the amounts
collected as a liability until we remit the amounts to the regulatory agency that imposed the assessment.

(1) Income Taxes

Prior to consummation of the Merger, UIH had elected to be treated as a partnership for income tax ... ..
purposes; therefore, the members of UIH reported all taxable income and tax credits attributable to UIH and its
two limited liability company subsidiaries, UIM and Skyway, on the members’ individual tax returns. Our UPC
subsidiary has recorded income taxes since its inception.

Effective October 1, 2008, we entered into a tax sharing agreement with each of our subsidiaries and we
began filing consolidated tax returns. Under the tax sharing agreement, we allocate taxes to each subsidiary in
proportion to the amount of taxable income that each subsidiary contributes to the consolidated taxable income.
The income tax provision included in these statements is attributable to UPC for periods through the Merger date
and to all entities after the Merger date.

We recognize deferred tax assets and liabilities for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases.
We measure deferred tax assets and liabilities using enacted tax rates expected to apply to taxable income in the
years in which we expect to recover or settle those temporary differences. Should a change in tax rates occur, we
recognize the effect on deferred tax assets and liabilities in operations in the period that includes the enactment
date. Realization of our deferred income tax assets depends upon our generation of sufficient future taxable
income.

We record any income tax penalties and income-tax-related interest as income tax expense in the period
incurred. We did not incur any tax penalties or income-tax-related interest during the years ended December 31,
2009, 2008 or 2007.

(m) Advertising Costs

We expense all advertising costs when we incur those costs. For the years ended December 31, 2009, 2008
and 2007, we incurred advertising costs of $712, $484 and $349, respectively.
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(n) Earnings Per Share

We report both basic earnings per share (“EPS”) and diluted EPS. To calculate basic EPS, we divide net
income by the weighted-average number of common stock shares outstanding during the period. We calculate
diluted EPS by dividing net income by the weighted-average number of common stock shares and common stock
equivalents outstanding during the period. We use the treasury stock method to calculate common stock
equivalents.

(o) Concentration of Credit Risk

Since we exclusively operate in Florida, we are subject to a geographic concentration of credit risk. We are
also subject to a group concentration of credit risk with regard to our reinsurance recoverable, since all of our
reinsurers engage in similar activities and have similar economic characteristics that could cause their ability to
repay us to be similarly affected by changes in economic or other conditions. We mitigate both risks by entering
into reinsurance contracts with financially-stable reinsurers, and by securing irrevocable letters of credit from
reinsurers when necessary.

Additionally, all of our cash is on deposit at three financial institutions, all of which are subsidiaries of a
company that is our largest shareholder. Consequently, we are subject to a concentration of credit risk with
regard to our cash; however, the risk is mitigated because the balances are insured in their entirety at
December 31, 2009.

3. Application of Recent Accounting Standards
(@) Recently Adopted Accounting Standards Updates

In April 2009, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position (“FSP”)
FAS 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or Liability Have
Significantly Decreased and Identifying Transactions That Are Not Orderly, FSP FAS 115-2 and FAS 124-2,
Recognition and Presentation of Other-Than-Temporary Impairments, and FSP FAS 107-1 and APB 28-1,
Interim Disclosures about Fair Value of Financial Instruments. These FSPs, which are all now part of ASC
Topic 820, Fair Value Measurements and Disclosures, provide additional application guidance an