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Dear Fellow Stockholders:

In 2013, UPC Insurance continued to move forward on our journey to achieve our vision of becoming the
premier provider of property insurance in catastrophe-exposed areas. We are focused every day on putting in
place the right people, the right capital structure, and the right partnerships with external constituencies to
enable us to build an insurance franchise that can prosper and endure for generations to come. On all three fronts
2013 was a year of significant progress for UPC Insurance.

B People: UPC Insurance is purposefully building a culture based on teamwork, trust, integrity, fun, and
commitment to excellence in everything we do. We believe in the power of leadership, and in the value
of every associate at our company. In 2013, we continued to build our team, including two key hires at
the executive level — Deepak Menon, our Vice President of Operations and Business Development, and
Andy Swenson, the company’s first Chief Information Officer. Both of these men bring impressive
backgrounds at companies that achieved profitable and rapid growth, and both fit culturally into the
team we are building. As we enter 2014, I believe our team of leaders is strong, unified, and
committed — a powerful combination that we believe provides us a source of competitive advantage as
we execute our plan.

m  Capital: We began 2013 by completing the overallotment portion of our equity offering initiated in
December 2012 — this offering launched UPC Insurance onto the NASDAQ and marked our debut as a
“real” public company. In addition to this long-term capital, we also make use of reinsurance capital on
an annual basis to reduce earnings volatility and provide a buffer against storm losses that might
otherwise deplete our internal capital. We view our reinsurance relationships as long-term business
partnerships rather than opportunistic sources of cheap capital — though we are of course focused on
providing a cost-effective structure for the benefit of stockholders. In this regard, 2013 was a banner
year for UPC Insurance. Not only did we reduce our reinsurance costs significantly, measured as a
percentage of earned premium, but we did so while employing an innovative structure that provided us
a unique combination of height and width in our reinsurance tower — in other words, both excellent first
event protection and multiple event robustness. We’re grateful that this reinsurance was not tapped in
2013, which was a quiet year in terms of tropical storm activity in our markets, but the momentum we
built with our core reinsurance partners should translate into an even stronger program in 2014 that will
continue to provide stockholders good protection against storm losses.

B Partnerships: Reinsurers aren’t our only important external partner — we also need strong relationships
with our investors, our independent agents, our regulators, and with strategic business partners that can
help amplify our growth. In 2013, we initiated a new relationship with one such partner — Arbella
Insurance, a successful and very well-respected personal lines writer in New England. Arbella and
UPC’s partnership is designed to give policyholders access to and discounts on Arbella automobile
insurance and UPC homeowner’s insurance through independent agents across Massachusetts. We look
forward to expanding this partnership in 2014 and entering into other such relationships in other
territories.

The financial results produced by our people, our capital, and our partnerships in 2013 are gratifying — over
50% annualized premium growth, over 100% growth in net income, and, most importantly, a return on equity of
over 20%. We are focused on delivering high risk-adjusted returns to our investors over the long term as our
company continues to grow, and we feel like we are just getting started. Our team sees ample opportunities for
growth, which should continue to be rapid, but which also will always be measured, conservative, and true to our
strategic vision.



To lead is to serve. I truly believe that, and it is my pleasure and honor to serve the stockholders and
associates of UPC Insurance, whose money and livelihoods are at stake in our enterprise. Together, let’s keep
moving forward!

Sincerely,

/

John L. Forney, CFA
President & Chief Executive Officer
United Insurance Holdings Corp.
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FORWARD-LOOKING STATEMENTS

Statements in this Form 10-K for the year ended December 31, 2013 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 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:

e the regulatory, economic and weather conditions present in the states in which we operate;

e the impact of new federal or state regulations that affect the property and casualty insurance market;

¢ the cost of reinsurance;

e assessments charged by various governmental agencies;

e pricing competition and other initiatives by competitors;

e our ability to attract and retain the services of senior management;

e the outcome of litigation pending against us, including the terms of any settlements;

e dependence on investment income and the composition of our investment portfolio and related market
risks;

e our exposure to catastrophic events and severe weather conditions;

e downgrades in our financial strength ratings; and

e other risks and uncertainties described under “Risk Factors” below.

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 our forward-looking statements is included in the
section entitled “RISK FACTORS” in Part I, Item 1A of this Form 10-K. 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.



PART I

Item 1. Business

INTRODUCTION
Company Overview

United Insurance Holdings Corp. serves as the holding company for United Property & Casualty Insurance
Company and its affiliated companies. Its business is conducted principally through the four wholly-owned
subsidiaries shown below. Collectively, including United Insurance Holdings Corp., we refer to these entities as
“UPC Insurance,” which is the preferred brand identification we are establishing for our Company.

United Insurance Holdings Corp.
(Nasdaq : UIHC)

Four wholly-owned subsidiaries

-

United Property
& Casualty
Insurance
Company

United Insurance
Management

Skyway Claims
Services

UPC Re

Insurance subsidiary
that writes policies
and bears risk of loss

Managing general agency
that provides personnel
and management services
for the combined entity

Claims subsidiary that
provides field inspection
services for a portion of
the company’s non-
catastrophe claims

Reinsurance subsidiary
that provides fully
collateralized risk transfer
for a portion of the
company’s reinsurance

program

UPC Insurance is primarily engaged in the homeowners property and casualty insurance business in the
United States. We currently write in Florida, Massachusetts, New Jersey, North Carolina, Rhode Island, South
Carolina, and Texas, and we are licensed to write in Georgia and New Hampshire. Our target market currently
consists of areas where the perceived threat of natural catastrophe has caused large national insurance carriers to
reduce their concentration of policies. In such areas we believe an opportunity exists for UPC Insurance to write
profitable business. We manage our risk of catastrophic loss primarily through sophisticated pricing algorithms,
avoidance of policy concentration, and the use of a comprehensive catastrophe reinsurance program. UPC
Insurance has been operating continuously in Florida since 1999, and has successfully managed its business
through various hurricanes, tropical storms, and other weather related events. We believe our record of successful
risk management and experience in writing business in catastrophe-exposed areas provides us a competitive
advantage as we grow our business in other states facing similar perceived threats.

We conduct our operations under one business segment.

To achieve its goals in 2014, UPC Insurance seeks to:
* Grow premium base in existing states until target market share is obtained,;
e Begin writing policies in several new states in support of our growth and diversification strategy;
* Improve the efficiency of our catastrophe reinsurance program; and

e Improve the cost-effectiveness of our operations.
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Corporate Information

In 1999, we formed our original holding company, United Insurance Holdings, L.C., a Florida limited
liability company, our insurance affiliate and our management affiliate and conducted operations under that
structure until 2004. In 2004, we added our claims adjusting affiliate and continued operations under the new
structure until we completed a merger with Fund Management Group (FMG) Acquisition Corp.

In May 2007, FMG Acquisition Corp, a blank-check company, was incorporated under the laws of
Delaware. In September 2008, in a cash and stock transaction, we completed a reverse merger whereby United
Subsidiary Corp., a wholly-owned subsidiary of FMG Acquisition Corp., merged with and into United Insurance
Holdings, L.C., a Florida limited liability company, with United Insurance Holdings, L.C. remaining as the
surviving entity. In connection with that merger, FMG Acquisition Corp. changed its name to United Insurance
Holdings Corp. and became a public operating company trading in the over-the-counter market under the ticker
symbol “UIHC”. In April 2011, we founded our reinsurance affiliate, UPC Re. In August 2011, we merged
United Insurance Holdings, L.C. into its parent corporation, United Insurance Holdings Corp. In December 2012,
in connection with an underwritten public offering of 5,000,000 shares of our common stock, we applied to list
our common stock on The Nasdaq Capital Market. Our application was approved, and our common stock began
trading on The Nasdaq Capital Market on December 11, 2012.

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

Recent Events

On February 24, 2014, our Board of Directors declared a $0.04 per share quarterly cash dividend payable on
March 21, 2014, to stockholders of record on March 14, 2014.

On February 12, 2014, our insurance affiliate filed for a 4.3% average rate increase on all new and renewal
homeowner business written in Florida, which is currently pending approval by the state regulatory authority.

On February 4, 2014, our insurance affiliate filed for a 17.0% average rate increase on all new and renewal
homeowner business written in Rhode Island, currently pending approval by the state regulatory authority.

On November 5, 2013, our Board declared a $0.03 per share cash dividend, which was paid on
December 13, 2013, to stockholders of record on November 29, 2013.

Also on November 5, 2013, we assumed more than 18,000 policies from Citizens Property Insurance
Corporation representing approximately $63,047,000 of annualized premiums. The total amount of assumed
premium may be reduced by additional opt outs and cancellations by policyholders.

PRODUCTS AND DISTRIBUTION

Homeowners policies and related coverage account for essentially all of the business that we write. In 2013,
homeowners policies (by which we mean both standard homeowners and dwelling fire policies) produced written
premium of $365,249,000 and accounted for 96% of our total written premium. In addition to homeowners
policies, we write flood policies, which accounted for the majority of the remaining 4% of our 2013 written
premium. On our flood policies, we earn a commission while retaining no risk of loss, since all such risk is ceded
to the federal government via the National Flood Insurance Program. Policies we issue under our homeowners
programs in the various states where we do business provide both structure and content coverage. We offer
standardized policies for a broad range of exposures, and our policies include coverage options for standard
single-family homeowners, tenants (renters), and condominium unit owners.



We currently market and distribute our policies to consumers through nearly 2,500 independent agencies.
Our insurance affiliate has been focused on the independent agency distribution channel since its inception, and
we believe we have built significant credibility and loyalty with the independent agent community in the states in
which we operate. In 2011, we became a Trusted Choice partner company. Trusted Choice is a group of
unaffiliated independent agents around the country that seek to maintain the highest levels of service quality and
product offerings to consumers. Our insurance affiliate is one of 70 insurance companies nationwide that have
qualified to be Trusted Choice partner companies. We recruit, train and appoint the full-service insurance
agencies that distribute our products. Typically, a full service agency is small to medium in size and represents
several insurance companies for both personal and commercial product lines. We depend heavily upon our
independent agents to produce new business for us. We compensate our independent agents primarily with fixed-
rate commissions that are consistent with market practices. In addition to our relationships with individual
agencies, we have important relationships with aggregators of underlying agency demand. The two most
significant of these relationships are with Allstate in Florida, which, through its Ivantage program, refers
homeowners to our insurance affiliate and other partner companies, and with the Florida Association of
Insurance Agents (FAIA), which serves as a conduit between our insurance affiliate and many smaller agencies
in Florida with whom we do not have direct appointments.

Our marketing representatives monitor and support our agents and also have the principal responsibility for
recruiting and training our new agents. We manage our independent agents through periodic business reviews
using established benchmarks/goals for premium volume and profitability.



COMPETITION

The market for homeowners insurance is highly competitive. In our primary market, Florida, there are over
170 licensed insurance companies that write homeowners’ policies. The table below shows year-to-date in-force
premium volume and market share for the top 20 companies in Florida as of September 30, 2013, which is the
most recent date that the information is publicly available. We compete to varying degrees with all of these
companies and others, including large national carriers, the state-sponsored homeowners insurance entity, and
single state or regional carriers. Similar competitive groups exist in our other geographic markets.

Florida Property Insurance Market - Personal Residential and Commercial Residential - Ranked by DWP*

Policies in- Direct Written Percentage

Company Name Force Exposure Premium in-Force Distribution
Citizens Property Insurance Corporation . . . ... 1,200,524 $ 352,313,493,978 $ 2,610,686,875 23.5%
Universal Property & Casualty Insurance

Company .........ooviiiiinininnnnan.. 511,386 110,409,347,259 761,743,132 6.9%
State Farm Florida Insurance Company . ...... 396,828 156,287,354,623 678,340,819 6.1%
Homeowners Choice Property & Casualty

Insurance Company, Inc. ................ 135,263 37,102,064,672 324,398,004 2.9%
Florida Peninsula Insurance Company . ....... 136,307 47,545,598,538 313,984,080 2.8%
American Coastal Insurance Company ....... 4,023 43,238,192,761 295,327,333 2.7%
United Services Automobile Association . .. ... 129,805 54,540,260,088 290,277,593 2.6%
St. Johns Insurance Company, Inc. . .......... 171,957 63,000,936,058 279,490,211 2.5%
United Property & Casualty Insurance

Company ............... . ..., 146,459 58,149,867,986 271,574,577 2.5%
Security First Insurance Company ........... 177,070 48,173,189,535 230,281,590 2.1%
American Integrity Insurance Company of

Florida .............. ... ... ... ........ 163,971 47,803,075,185 196,797,511 1.8%
Tower Hill Prime Insurance Company . . ...... 119,365 48,130,932,038 195,461,316 1.8%
Federated National Insurance Company . ... ... 100,268 42.278,681,786 181,943,601 1.6%
Federal Insurance Company ................ 31,264 46,007,973,686 167,542,444 1.5%
People’s Trust Insurance Company .......... 72,799 21,837,383,315 159,483,890 1.4%
USAA Casualty Insurance Company . ........ 55,498 21,469,831,690 151,019,655 1.4%
Tower Hill Signature Insurance Company .. . .. 86,966 27,519,887,292 142,864,077 1.3%
Castle Key Insurance Company ............. 100,568 23,813,302,005 140,802,980 1.3%
Heritage Property & Casualty Insurance

Company .........covviiirinininnnnan.. 85,627 24,227,056,655 137,804,147 1.2%
Tower Hill Preferred Insurance Company . . ... 64,865 27,646,846,863 134,798,558 1.2%
Total—Top 20 Insurers .................. 3,890,813 1,301,495,276,013 7,664,622,393 69.1%
Total—AllInsurers . ..................... 6,100,328 $2,010,169,835,063 $11,104,579,184 100.0%

* The information displayed in the table above is compiled and published by the Florida Office of Insurance
Regulation based on information filings submitted quarterly by all Florida licensed insurance companies. The
information above is presented for each individual company and is not consolidated or aggregated.

We compete primarily on the basis of product features, the strength of our distribution network, high-quality

service to our agents and policyholders, and our reputation for long-term stability and commitment. In addition,
our long and successful track record writing homeowners insurance in catastrophe-exposed areas has enabled us
to develop sophisticated pricing techniques that endeavor to accurately reflect the risk of loss while allowing us
to be competitive in our target markets.

We price our product at levels that we project will generate an acceptable underwriting profit. We try to be
extremely granular in our approach, so that our price can accurately reflect the risk and profitability of each

potential customer. In our pricing algorithm, we take into account historical loss costs (both attritional and
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catastrophic) for the rating territory in which the customer resides, as well as projected incremental reinsurance
costs based on the specific geographic and structural characteristics of the home. In addition to the specific
characteristics of the policy being priced, we also evaluate the effect of each incremental policy on our portfolio
as a whole. In this regard, we seek to optimize our portfolio by diversifying our geographic exposure in order to
limit our probable maximum loss, total insured value and average annual loss. We use the output from third-party
modeling software to analyze our risk exposures, including wind exposures, by zip code or street address as part
of the optimization process. We establish underwriting guidelines to provide a uniform approach to our risk
selection and to achieve underwriting profitability. After we bind a new risk, with few exceptions, we physically
inspect the property. Our underwriters review the property inspection report during their risk evaluation and if
the policy does not meet our underwriting criteria, we have the right to cancel the policy within 90 days in
Florida and within 60 days in other states.

We intend to compete by and commit ourselves to providing the highest possible level of service to our
insurance agents and our policyholders. Our customized web-based policy processing interface affords our agents
the ability to prepare and process new policies and policy changes online and deliver policy declarations quickly.
We use Computer Science Corporation (CSC) to manage our policy-related information systems and to perform
some of the administrative duties of processing a policy. CSC is a global IT services company, and one of the
leading providers of outsourcing and technology solutions to the insurance industry. Using CSC allows us to
obtain up-to-date technology at a reasonable cost and to achieve economies of scale without incurring significant
fixed-overhead expenses. CSC provides us with integrated policy underwriting, billing, collection and reporting,
and employs Internet-based systems for the on-line submission of applications, the underwriting of policies and
the automated issuance of policies. We believe that the use of CSC in conjunction with our internal resources
delivers a consistently high-quality user experience for our agents and policyholders.

GEOGRAPHIC MARKETS

Our insurance affiliate began operations in Florida in 1999, and has operated continuously there since. In
2010, we began to expand to other states, beginning with South Carolina in 2010, Massachusetts in 2011 and
Rhode Island in 2012. In 2013, we began writing business in North Carolina, New Jersey and Texas. We are also
licensed to write business in Georgia and New Hampshire, though we have not yet begun to write policies there.
It is a fundamental part of our strategy to diversify our operations outside of Florida and to write in multiple
states where the perceived threat of natural catastrophes has caused large national insurance companies to reduce
their concentration. In pursuit of this strategy, we have submitted applications for licensure in New York,
Connecticut, and Louisiana.

The charts below show the geographic distribution of our 202,454 policies in-force as of December 31,
2013, and 135,297 policies in-force as of December 31, 2012.

2013 2012
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RESERVE FOR UNPAID LOSSES

We generally use the term loss(es) to collectively refer to both loss and loss adjusting expenses. We
establish reserves for both reported and unreported unpaid 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 we determine the adjustments are necessary.

Reserves for unpaid losses fall into two categories: case reserves and reserves for claims incurred but not
reported. See our APPLICATION OF CRITICAL ACCOUNTING ESTIMATES section under Item 7 of this
Form 10-K 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 consulting actuary issues a statement of actuarial opinion that documents the
actuary’s evaluation of the adequacy of our unpaid loss obligations under the terms of our policies. We review
the analysis underlying the actuary’s opinion and compare the projected ultimate losses per the actuary’s analysis
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 guidelines promulgated by the National Association of
Insurance Commissioners (NAIC).

We maintain an in-house claims staff that monitors and directs all aspects of our claims process. We assign
the fieldwork to our wholly-owned claims subsidiary, or to third-party claims adjusting companies, none of
whom have the authority to settle or pay any claims on our behalf. The claims adjusting companies 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. We maintain strategic relationships with multiple claims adjusting companies which we can engage
should we need additional non-catastrophe claims servicing capacity. As demonstrated during 2004 and 2005, as
well as more recent events in 2012 when we had several catastrophic events, we believe all of our relationships
provide an adequate level of claims servicing in the event catastrophes affect our policyholders.



The table below shows the analysis of our reserve for unpaid losses for each of our last three years on a

GAAP basis:
2013 2012 2011
Balance at January 1 .. ... ... $35,692 $33,600 $47.414
Less: reinsurance recoverable on unpaid losses .. ......... ... .. .. .. ...... 1,935 3,318 23,814
Net balance atJanuary 1.......... ...t $33,757 $30,282 $23,600
Incurred related to:
CUITENE YEAT . o vttt ettt e e e e e e et e e e e 94,752 57,739 43,019
Prior years . ... ... 4,078 670 (4,158)
Total incurred . . ...ttt $98,830 $58,409 $38.861
Paid related to:
CUITENE YEAT . o . oottt ettt e e e e e e e et e 62,494 37,906 28,857
Prior years ... ... 24,599 17,028 3,322
Total paid .. ... $87,093 $54,934 $32,179
Net balance at December 31 ... ... ... ... .. .. . . . . . . $45,494  $33,757 $30,282
Plus: reinsurance recoverable on unpaid losses . ........................... 1,957 1,935 3,318
Balance at December 31 . ... ..o $47.451 $35,692 $33,600
Composition of reserve for unpaid losses and LAE:
CaSE TESEIVES .« o it it e ettt e et et e e e 28,054 20,438 18,315
IBNR 1€S€IVeS . oottt 19,397 15,254 15,285
Balance at December 31 . ... ..o $47.451 $35,692 $33,600

LOSS RESERVE DEVELOPMENT

The table on the next page displays UPC Insurance’s loss reserve development, on a GAAP basis, for

business written in each year from 2003 through 2013; it does not distinguish between catastrophe and attritional
losses. The following explanations of the main sections of the table should provide a better understanding of the
information displayed:

Original net liability. The original net liability represents the original estimated amount of reserves for
unpaid losses recorded at the balance sheet date for each of the years indicated in the column headings, net
of reinsured losses. We record reserves related to claims arising in the current year and in all prior years that
remained unpaid at the balance sheet date for each of the years indicated, including estimated losses that had
been incurred but not reported.

Net cumulative paid as of. This section displays the net cumulative payments we have made for losses, as
of the balance sheet date of each succeeding year, related to claims incurred prior to the balance sheet date
of the year indicated in the column heading.

Net liability re-estimated as of. This section displays 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.

Cumulative redundancy (deficiency) at December 31, 2013. The cumulative redundancy or deficiency
results from the comparison of the net liability re-estimated as of the current balance sheet date to the
original net liability, and it indicates an overestimation of the original net liability (a redundancy) or an
underestimation of the original net liability (a deficiency).
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It is important to note that the table 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.

2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003

Original net liability . ..  $45,494  $33,757 $30,282 $23,600 $20,665 $19,192 $21,559 $23,735 $ 20,447 $ 8,449 $ 3,590
Net cumulative paid as

of:

One year later . . . . 24,599 17,028 3,322 12,533 8,984 9,707 9,047 12,872 10,962 4,549
Two years later .. 26,889 10,562 7,409 13,148 12,127 13,083 14,363 13,871 6,097
Three years

later ......... 16,776 12,444 6,030 14,310 14,115 15,582 14,868 6,594
Four years later .. 16,369 10,145 6,113 15,395 16,312 15,021 6,382
Five years later . . . 13,441 9,552 7,032 17,356 15,214 6,368
Six years later ... 11,649 10,264 8,722 15,291 6,463
Seven years

later ......... 12,219 11,787 15,322 6,664
Eight years

later ......... 13,605 15,353 6,668
Nine years later .. 15,361 6,667
Ten years later . .. 6,667

Net liability re-
estimated as of:

Endofyear...... $45,494  $33,757 $30,282 $23,600 $20,665 $19,192 $21,559 $23,735 $ 20,447 $ 8,449 $ 3,590
One year later . . . . 37,835 30,952 19,442 21,674 16,556 16,864 17,652 18,802 12,989 6,061
Two years later .. 33,960 18,382 18,129 17,472 15,759 16,707 17,675 15,260 6,358
Three years

later ......... 20,395 17,123 14,400 16,505 16,337 17,355 15,586 7,051
Four years later .. 18,395 13,590 13,688 16,781 17,814 15,582 6,561
Five years later . . . 14,838 12,568 14,140 18,052 15,672 6,730
Six years later ... 12,854 12,943 15,604 15,409 6,794
Seven years

later ......... 13,171 14,303 15,376 6,680
Eight years

later ......... 14,525 15,420 6,668
Nine years later .. 15,364 6,667
Ten years later . .. 6,667

Cumulative redundancy

(deficiency) at

December 31,

2013 Lo (4,078) (3,678) 3,205 2,270 4,354 8,705 10,564 5922 (6915 (3,077)
Cumulative redundancy

(deficiency) as a %

of reserves originally

established ........ (12.)% (12.1)% 13.6% 11.0% 22.7% 40.4% 44.5% 29.0% (81.8)% (85.7)%
Net reserves ......... $45,494  $33,757 $30,282 $23,600 $20,665 $19,192 $21,559 $23,735 $ 20,447 $ 8449 $ 3,590
Ceded reserves . ...... 1,957 1,935 3,318 23,814 23,447 20,907 14,445 33,440 153,768 4,100 —
Gross reserves ... .... $47,451 $35,692 $33,600 $47.414 $44,112 $40,099 $36,004 $57,175 $174,215 $12,549 $ 3,590
Net re-estimated . . . ... $37,835 $33,960 $20,395 $18,395 $14,838 $12,854 $13,171 $ 14,525 $15,364 $ 6,667
Ceded re-estimated . . . 2,169 3,721 20,580 20,871 16,164 8,612 18,556 109,233 7,456 —
Gross re-estimated . . . . $40,004 $37,681 $40,975 $39,266 $31,002 $21,466 $31,727 $123,758 $22,820 $ 6,667

Note: The cash we received in relation to the commutation of our 2005 contract with the Florida Hurricane
Catastrophe Fund caused the decrease in the net cumulative paid amounts beginning in the 2005 column
in the table above.

The NAIC requires all property and casualty insurers to present current and historical loss information in an
alternative format known as Schedule P, Part 2. This summary schedule in our insurance affiliate’s statutory
filings is designed to measure reserve adequacy by evaluating the inception-to-date loss and defense and cost
containment (DCC) expenses incurred by calendar year and accident year and calculating the one and two year
development on those expenses reported in prior periods.
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The following table includes our insurance affiliate’s Schedule P, Part 2 information, but was modified to
also include all remaining loss adjustment expenses incurred, known as adjusting and other, as well as backing
out loss payments from United Property & Casualty Insurance Company to Skyway Claims Services that are
included in Schedule P, Part 2, but are eliminated in our consolidated GAAP results:

CALENDAR YEAR
1YR 2YR

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 Development Development
2003 AY* . .... $9,161 $10,281 $10,120 $10,357 $10,266 $10,569 $10,637 $10,520 $10,505 $10,504 $10,504 $ — $ 1
2004 AY ...... 39,636 43,633 45211 46,036 45,864 45,891 45,742 45,721 45,766 45,710 56 11
2005 AY ...... 58,205 53,998 52,824 52,509 52,901 53,378 50,963 49,618 49,894 (276) 1,069
2006 AY ...... 36,386 31,195 30,570 29,728 29,946 29,753 29,857 29,864 (7 (111)
2007 AY ...... 31,465 27,432 26,696 27,000 26,824 26,901 26,958 (57) (134)
2008 AY ...... 33,039 31,157 31,338 31,083 31,394 32,356 (962) (1,273)
2009 AY ...... 43,732 43,826 43,406 43,155 43,179 (24) 227
2010 AY ...... 41,525 40,862 40,858 41,596 (738) (734)
2011 AY ...... 43,018 44,746 45,744 (998) (2,726)
2012AY ...... 57,746 58,818 (1,072) —
2013 AY ...... 94,750 — —

(unfavorable) favorable $ (4,078) $ (3,6700)

* Accident Year

As indicated above, the one-year development was $4,078,000 unfavorable for 2013, and a reconciliation of
these components is as follows:

2013
Insurance affiliate schedule P, part 2 (loss and DCC) asfiled ............ ... .. . .. ... ... $(4,987)
Adjusting and other added to table above . .. ... . L 228
One year development total including adjusting and other .......... ... ... .. ... ... . ... (4,759)
Internal payment eliminations for consolidation ............. .. .. .. .. .. . . i 681
Consolidated one year development . . .. ... ... ..ttt e $(4,078)

REGULATION

We are subject to extensive regulation in the markets we serve, primarily at the state level. In general, these
regulations are designed to protect the interests of insurance policyholders. These rules have a substantial effect
on our business and relate to a wide variety of matters, including insurer solvency, reserve adequacy, insurance
company licensing and examination, agent and adjuster licensing, policy forms, rate setting, the nature and
amount of investments, claims practices, participation in shared markets and guaranty funds, transactions with
affiliates, the payment of dividends, underwriting standards, statutory accounting methods, trade practices, and
corporate governance. Some of these matters are discussed in more detail below. From time to time, individual
states and/or the NAIC propose new regulations and/or legislation that affect us. We can neither predict whether
any of these proposals in the various jurisdictions might be adopted, nor what effect, if any, their adoption may
have on our results of operations or financial condition. For a discussion of statutory financial information and
regulatory contingencies, see Note 10 to our Notes to Consolidated Financial Statements which is incorporated in
this Part I, Item 1 by reference.

Our insurance affiliate provides audited statutory financial statements to the various insurance regulatory
authorities. With regard to periodic examinations of an insurance company’s affairs, insurance regulatory
authorities, in general, defer to the insurance regulatory authority in the state in which an insurer is domiciled;
however, insurance regulatory authorities from any state in which we operate may conduct examinations at their
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discretion. Florida’s insurance regulatory authority completed a limited-scope financial examination pertaining to
our December 31, 2011 Annual Statement in November 2012. We received the results in September 2012, and
there were no material adverse findings reported.

Florida state law requires our insurance affiliate to maintain adequate surplus as to policyholders such that
90% of written premiums divided by surplus does not exceed the ratio of 10:1 for gross written premiums or 4:1
for net written premiums. The ratio of gross and net written premium to surplus as of December 31, 2013, was
4.4:1 and 2.2:1, respectively, and our insurance affiliate’s surplus as regards policyholders of $78,362,000
exceeded the minimum capital of $5,000,000 required by state laws.

We are subject to various assessments imposed by governmental agencies or certain quasi-governmental
entities. While we may be able to recover from policyholders some of the assessments imposed upon us, our
payment of the assessments and our recoveries through policy surcharges may not offset each other in the same
fiscal period in our financial statements. See Note 2(j) and Note 10 in our Notes to Consolidated Financial
Statements for additional information regarding the assessments that we are currently collecting.

Limitations on Dividends by Insurance Subsidiaries

As a holding company with no significant business operations of our own, we rely on payments from our
insurance affiliate as one of the principal sources of cash to pay dividends and meet our obligations. Our
insurance affiliate is regulated as an insurance company in Florida and its ability to pay dividends is restricted by
Florida law. For additional information regarding those restrictions, see Part II, Item 5 of this report.

Risk-Based Capital Requirements

To enhance the regulation of insurer solvency, the NAIC published risk-based capital (RBC) guidelines for
insurance companies designed to assess capital adequacy and to raise the level of protection statutory surplus provides
for policyholders. The guidelines measure three major areas of risk facing property and casualty insurers:

(1) 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 enacted the
NAIC guidelines as statutory 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. Insurance regulatory authorities
could require our insurance subsidiary to cease operations in the event it fails to maintain the required statutory capital.

The level of required risk-based capital is calculated and reported annually. There are five outcomes to the
RBC calculation set forth by the NAIC which are as follows:
1. No Action Level — If RBC is greater than 200%, no further action is required.

2. Company Action Level — If RBC is between 150% - 200%, the insurer must prepare a report to the
regulator outlining a comprehensive financial plan that identifies conditions that contributed to the
insurer’s financial condition and proposes corrective actions.

3. Regulatory Action Level — If RBC is between 100% - 150%, the state insurance commissioner is
required to perform any examinations or analyses to the insurer’s business and operations that he or she
deems necessary as well as issuing appropriate corrective orders.

4.  Authorized Control Level — If RBC is between 70% - 100%, this is the first point that the regulator
may take control of the insurer even if the insurer is still technically solvent and is in addition to all the
remedies available at the higher action levels.

5. Mandatory Control Level — If RBC is less than 70%, the regulator is required to take steps to place the
insurer under its control regardless of the level of capital and surplus.

At December 31, 2013, our insurance affiliate’s RBC ratio was 632%.
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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
insurance regulatory authority, 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 insurance regulatory authority, upon application, determines otherwise.

Insurance holding company regulations also govern the amount any affiliate of the holding company may
charge our insurance affiliate for services (e.g., management fees and commissions). We have a long-term
management agreement between our insurance affiliate and our management affiliate, which presently provides
for monthly management fees. The Florida insurance regulatory authority must approve any changes to this
agreement.

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 (i) created “market assistance plans” under which insurers are induced to provide
certain coverage; (ii) restrict the ability of insurers to reject insurance coverage applications, to rescind or
otherwise cancel certain policies in mid-term, and to terminate agents; (iii) restrict certain policy non-renewals
and require advance notice on certain policy non-renewals; and (iv) limit rate increases or decrease rates
permitted to be charged.

Most states also have insurance laws requiring that rate schedules and other information be filed with the
insurance regulatory authority, either directly or through a rating organization with which the insurer is affiliated.
The insurance regulatory authority may disapprove a rate filing if it finds that the rates are inadequate, excessive
or unfairly discriminatory. On February 4, 2014, our insurance affiliate filed for a 17.0% average rate increase on
all new and renewal homeowner business written in Rhode Island, currently pending approval by the state
regulatory authority. On February 12, 2014, our insurance affiliate filed for a 4.3% average rate increase on all
new and renewal homeowner business written in Florida, which is currently pending approval by the state
regulatory authority.

Most states require licensure or insurance regulatory authority 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 insurance regulatory authorities may prohibit entry into a new market by not
granting a license or by withholding approval.

FINANCIAL STABILITY RATING

Financial stability ratings are important to insurance companies in establishing their competitive position
and such ratings may impact an insurance company’s ability to write policies. Demotech maintains a letter-scale
financial stability rating system ranging from A** (A double prime) to L (licensed by insurance regulatory
authorities); they have assigned our insurance affiliate a financial stability rating of A, which is the third highest
of six rating levels. According to Demotech, “Regardless of the severity of a general economic downturn or
deterioration in the insurance cycle, insurers earning a Financial Stability Rating of A possess Exceptional
financial stability related to maintaining surplus as regards policyholders at an acceptable level.” 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
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financial strength and is not an evaluation directed at our investors. At least annually, based on year-to-date
results as of the third quarter, Demotech reviews our rating and may revise it upward or downward or revoke it at
their sole discretion.

EMPLOYEES

As of February 2014, we have one part time employee, and a total of 89 full time employees, which includes
our executive officers. We are neither party to any collective bargaining agreements nor have we experienced any
work stoppages or strikes as a result of labor disputes. We believe we have good working relationships with our
employees.

AVAILABLE INFORMATION

We make available, free of charge through our website, www.upcinsurance.com, our Annual Report on
Form 10-K, 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.

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.

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 stockholders could lose all or part of their investment in our securities. This discussion contains
forward-looking statements. See the section entitled FORWARD-LOOKING STATEMENTS for a discussion of
uncertainties, risks and assumptions associated with these statements.

RISKS RELATED TO OUR BUSINESS

As a property and casualty insurer, we may experience significant losses and our financial results may
vary from period to period due to our exposure to catastrophic events and severe weather conditions, the
incidence and severity of which could be affected by climate change.

Our property and casualty insurance operations expose us to claims arising from catastrophes. Catastrophes
can be caused by various natural events, including hurricanes, windstorms, earthquakes, hail, severe winter
weather and fires; they 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. We may incur
catastrophe losses that exceed the amount of:

e catastrophe losses that we experienced in prior years;

e catastrophe losses that, using third-party catastrophe modeling software, we projected could be
incurred;

e catastrophe losses that we used to develop prices for our products; or

e our current reinsurance coverage (which would cause us to have to pay such excess losses).
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The incidence and severity of weather conditions are largely unpredictable, but the frequency and severity
of property claims generally increase when severe weather conditions occur. A body of scientific evidence seems
to indicate that climate change may be occurring. Climate change, to the extent that it may affect weather
patterns, may cause an increase in the frequency and/or the severity of catastrophic events or severe weather
conditions which, in addition to the attendant increase in claims-related costs, may also cause an increase in our
reinsurance costs and/or negatively impact our ability to provide homeowners insurance to our policyholders in
the future. Governmental entities may also respond to climate change by enacting laws and regulations that may
adversely affect our cost of providing homeowners insurance in the future.

Catastrophes may cause a material adverse effect on our results of operations during any reporting period;
they may also materially harm our financial condition, which in turn may materially harm our liquidity and
impair our ability to raise capital on acceptable terms or at all. In addition to catastrophes, the accumulation of
losses from smaller weather-related events in any reporting period may cause a material adverse effect on our
results of operations and liquidity in that period.

Because we conduct the majority of our business in Florida, our financial results substantially depend on
the regulatory, economic and weather conditions present in that state.

Though we began writing policies in South Carolina during 2010, Massachusetts in 2011, Rhode Island in
2012, and North Carolina, New Jersey, and Texas in 2013, we still write approximately 85% of our premium in
Florida; therefore, prevailing regulatory, legal, economic, political, demographic, competitive, weather and other
conditions in Florida affect our revenues and profitability. Changes in conditions could make doing business in
Florida less attractive for us and would have a more pronounced effect on us than it would on other insurance
companies that are more geographically diversified.

We are subject to increased exposure to certain catastrophic events such as hurricanes, as well as an
increased risk of losses. The occurrence of one or more catastrophic events or other conditions affecting losses in
Florida may cause a material adverse effect on our results of operations and financial condition.

We may enter new markets and there can be no assurance that our diversification strategy will be
effective.

Although we intend to continue focusing on Florida as a key market for our insurance products, we also may
seek to take advantage of prudent opportunities to expand our core business into other states where we believe
the independent agent distribution channel is strong. As a result of a number of factors, including the difficulties
of finding appropriate expansion opportunities and the challenges of operating in an unfamiliar market, we may
not be successful in this diversification. Additionally, in order to carry out any such strategy, we would need to
obtain the appropriate licenses from the insurance regulatory authority of any such state.

Because we rely on insurance agents, the loss of these agent relationships or our ability to attract new
agents could have an adverse impact on our business.

We currently market our policies to a broad range of prospective policyholders through nearly 2,500
independent agencies. Many of these agents are independent insurance agents that own their customer
relationships, and our agency contracts with them limit our ability to directly solicit business from our existing
policyholders. Independent agents most commonly represent other insurance companies and we do not control
their activities. Historically, we have used marketing relationships with two well-known national insurance
companies that do not write new homeowners insurance policies in Florida and two associations of independent
insurance agents in Florida to attract and retain agents and agency groups. The loss of these marketing
relationships could adversely impact our ability to attract new agents or retain our agency network.
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Actual claims incurred may exceed our loss reserves for claims, which could adversely affect our results of
operations and financial condition.

Loss reserves represent our estimate of ultimate unpaid losses for claims that have been reported and claims
that have been incurred but not yet reported. Loss 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, legislative changes, and varying judgments and viewpoints
of the individuals involved in the estimation process, among others.

Because of the inherent uncertainty in estimating loss reserves, including reserves for catastrophes,
additional liabilities resulting from one insured event, or an accumulation of insured events, may exceed our
existing loss reserves and cause a material adverse effect on our results of operations and our financial condition.

Our financial results may vary from period to period based on the timing of our collection of government-
levied assessments from our policyholders.

Our insurance affiliate is subject to assessments levied by various governmental and quasi-governmental
entities in the states in which we operate. While we may have the ability to recover these assessments from
policyholders through policy surcharges in some states in which we operate, our payment of the assessments and
our recoveries may not offset each other in the same reporting period in our financial statements and may cause a
material adverse effect on our results of operations in a particular reporting period.

Violation(s) of certain debt covenants related to our note payable to the Florida State Board of
Administration could allow the Florida SBA to call the note, which could cause a material adverse effect
on our financial condition.

With regard to our note payable to the Florida SBA, we incurred additional interest expense during the first
quarter of 2011 because we did not write enough premiums during the fourth quarter of 2010 to exceed the
threshold required by the writing ratio covenants. As a remedy for covenant violations related to the note
payable, the Florida SBA may make the note due and payable upon demand. Any demand by the Florida SBA for
payment related to the note, whether immediate payment of the full balance or some other amount, is subject to
approval by the insurance regulatory authority in Florida. Should the insurance regulatory authority grant
approval of a demand for immediate full payment, such payment could cause a material adverse effect on our
cash flows and financial condition. We were in compliance with the covenants under the note payable during the
years ended December 31, 2013 and 2012.

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
during 2013 and 2012.

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.
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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 policies and the adjusting 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 damages, damage to our reputation
and significant increases in compliance costs. As a result, our ability to conduct our business might be adversely
affected.

Loss of key vendor relationships or failure of a vendor to protect personal information of our customers,
claimants or employees could affect our operations.

We rely on services and products provided by many vendors. These include, for example, vendors of
computer hardware and software and vendors of services such as claim adjustment services and human resource
benefits management services. In the event that one or more of our vendors suffers a bankruptcy or otherwise
becomes unable to continue to provide products or services, or fails to protect personal information of our
customers, claimants or employees, we may suffer operational impairments and financial losses.

Our success has been and will continue to be greatly influenced by our ability to attract and retain the
services of senior management.

Our senior executive officers play an integral role in the development and management of our business. We
do not maintain any key person life insurance policies on any of our officers or employees. The loss of the
services of any of our senior executive officers could have an adverse effect on our business, financial condition,
results of operations, cash flows and/or future prospects.

RISKS RELATED TO THE INSURANCE INDUSTRY

Because we are smaller than many of our competitors, we may lack the resources to increase or maintain
our market share.

The property and casualty insurance industry is highly competitive, and we believe it will remain highly
competitive for the foreseeable future. The principal competitive factors in our industry are price, service,
commission structure and financial condition. We compete with other property and casualty insurers that write
coverage in the same territories in which we write coverage; some of those insurers have greater financial
resources and have a longer operating history than we do. In addition, our competitors may offer products for
alternative forms of risk protection. Competition could limit our ability to retain existing business or to write new
business at adequate rates, and such limitation may cause a material adverse effect on our results of operations
and financial position.

State regulations limiting rate increases and requiring us to underwrite business in certain areas are
beyond our control and may adversely affect our results of operation and financial condition.

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
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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
insurance regulatory authorities.

One example of such legislation occurred following the 2004 and 2005 hurricane seasons, when the Florida
legislature required all insurers issuing replacement cost policies to pay the full replacement cost of damaged
properties without depreciation whether or not the insureds repaired or replaced the damaged property. Under
prior law, insurers would have paid the depreciated amount of the property until insureds commenced repairs or
replacement. This law has led to an increase in disagreements regarding the scope of damage. Despite our efforts
to adjust claims and promptly pay meritorious amounts, our operating results have been affected by a claims
environment in Florida that produces opportunities for fraudulent or overstated claims.

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, which may cause a material
adverse effect on our results of operations, financial condition and cash flows. 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.

The insurance industry is heavily regulated and further restrictive regulation may reduce our profitability
and limit our growth.

The insurance industry is extensively regulated and supervised. Insurance regulatory authorities generally
design insurance rules and regulations to protect the interests of policyholders, and not necessarily the interests of
insurers, their stockholders and other investors. Regulatory systems also address 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.
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 and federal taxation, could negatively affect the insurance industry and us. In addition,
Congress and some federal agencies from time to time investigate the current condition of insurance regulation in
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. 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. We cannot predict
what effect, if any, proposed or future legislation or NAIC initiatives may have on the manner in which we
conduct our business.

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 at the state or federal level. 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 cause a material adverse effect on our results of operations. In addition, these investigations may result in
changes to laws and regulations affecting the industry.

Changes to insurance laws or regulations, or new insurance laws and regulations, may be more restrictive
than current laws or regulations and could cause material adverse effects on our results of operations and our
prospects for future growth. Additionally, our failure to comply with certain provisions of applicable insurance
laws and regulations may cause a material adverse effect on our results of operations or financial condition.
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Our inability to obtain reinsurance on acceptable terms would increase our loss exposure or limit our
ability to underwrite policies.

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 beyond our control
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 coverage is 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. We provide no assurance that we can obtain sufficient reinsurance
to cover losses resulting from one or more storms in the future, or that we can 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. Either increasing our net exposure to risk or reducing
the amount of risk we underwrite may cause a material adverse effect on our results of operations and our
financial condition.

In each of the past ten years, a portion of our reinsurance protection has been provided by the Florida
Hurricane Catastrophe Fund (FHCF), a government sponsored entity that provides a layer of reinsurance
protection at a price that is lower than otherwise available in the commercial market. The FHCF provides
catastrophe reinsurance on a subsidized-basis as an incentive to make homeowners insurance available in the
State of Florida. There is no assurance that FHCF will continue to make such reinsurance available on terms
consistent with historical practice. The loss of reinsurance provided by FHCF would have an adverse impact on
our results of operations and financial condition.

Our inability to collect from our reinsurers on our reinsurance claims could cause a material adverse
affect on our results of operation and financial condition.

Although reinsurers are liable to us to the extent of the reinsurance coverage we purchase, we remain
primarily liable as the direct insurer on all risks that we reinsure; therefore, our reinsurance agreements do not
eliminate our obligation to pay claims. As a result, we are subject to risk with respect to our ability to recover
amounts due from reinsurers. The risk could arise in two situations: (i) our reinsurers may dispute some of our
reinsurance claims based on contract terms, and we may ultimately receive partial or no payment, or (ii) the
amount of losses that reinsurers incur related to worldwide catastrophes may materially harm the financial
condition of our reinsurers and cause them to default on their obligations.

While we will attempt to manage these risks through underwriting guidelines, collateral requirements and
other oversight mechanisms, our efforts may not be successful. As a result, our exposure to credit risk may cause
a material adverse effect on our results of operations, financial condition and cash flow.

Our investments are subject to market risks that may result in reduced returns or losses.

We expect investment returns to contribute to our overall profitability. Accordingly, fluctuations in interest
rates or in the fixed-maturity, equity or alternative-investment markets may cause a material adverse effect on
our results of operations.

Changes in the general interest rate environment will affect our returns on, and the fair 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
fair 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.
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We may decide to invest an additional 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 fair value of our equity securities or other
investments, and could adversely affect 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.

The fair value of our investment portfolio is also subject to valuation uncertainties. 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 determination of the amount of other-than-temporary impairment to record varies by investment type
and is based upon our periodic evaluation and assessment of known and inherent risks associated with the
respective investment type. We revise our evaluations and assessments as conditions change and new
information becomes available, and we reflect changes in other-than-temporary impairments in our Consolidated
Statements of Comprehensive Income. We base our assessment of whether other-than-temporary impairments
have occurred on our case-by-case evaluation of the underlying reasons for the decline in fair value. We can
neither provide assurance that we have accurately assessed whether the impairment of one or more of our
investments is temporary or other-than-temporary, nor that we have accurately recorded amounts for other-than-
temporary impairments in our financial statements. Furthermore, historical trends may not be indicative of future
impairments and additional impairments may need to be recorded in the future.

Our portfolio may benefit from certain 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.

The property and casualty insurance industry is historically cyclical and the pricing and terms for our
products may decline, which would adversely affect our profitability.

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. We cannot predict
how long any given hard or soft market will last. Downturns in the property and casualty market may cause a
material adverse effect on our results of operations and our financial condition.

The effects of emerging claim and coverage issues are uncertain and may increase our loss exposure under
the policies that we underwrite.

As industry practices and legal, judicial, social and other environmental conditions change, unexpected and
unintended issues related to claims 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:

e 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
e plaintiffs targeting property and casualty insurers in purported class-action litigation relating to claims-

handling and other practices.

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.
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It is very difficult for us to predict the effects of these and other unforeseen emerging claim and coverage
issues that may cause a material adverse effect on our results of operations and financial condition.

A downgrade in our financial strength rating could adversely impact our business volume and our ability
to access additional debt or equity financing.

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.

We cannot guarantee that our insurance affiliate, United Property & Casualty Insurance Company, will
maintain its current A (Exceptional) rating by Demotech. Any downgrade of this rating could impact the
acceptability of our products to mortgage lenders that require homeowners to buy insurance, reduce our ability to
retain and attract policyholders and agents and damage our ability to compete, which may cause a material
adverse effect on our results of operations and financial condition.

RISKS RELATED TO AN INVESTMENT IN OUR COMMON STOCK

Trading of our common stock is limited, which may make it difficult for you to sell your shares at times
and at prices that you find appropriate.

Trading in our common stock has been limited. The lack of liquidity in our common stock results not only
from limited trading, but also from delays in the timing of transactions and a dearth in security analysts’ and the
media’s coverage of UIHC. As a result of the foregoing, it may be difficult to sell your shares of our common
stock. You may obtain lower prices for our common stock than you might otherwise obtain in more liquid
markets and you may experience a larger spread between the high and low prices for our common stock.

Future sales of substantial amounts of our common stock by us or our existing stockholders could cause
our stock price to decrease.

We have registered up to $75,000,000 of our securities, which we may sell from time to time in one or more
offerings. Additional equity financings or other share issuances by us could adversely affect the market price of
our common stock. Sales by existing stockholders of a large number of shares of our common stock in the public
trading market (or in private transactions), or the perception that such additional sales could occur, could cause
the market price of our common stock to decrease.

Dividend payments on our common stock in the future is uncertain.

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

The declaration and payment of dividends will be at the discretion of our Board of Directors and will be
dependent upon our profits, financial requirements and other factors, including legal and regulatory restrictions
on the payment of dividends from our subsidiaries, general business conditions and such other factors as our
Board of Directors deems relevant.
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The substantial ownership of our common stock by our officers and directors allows them to exert
significant control over us.

Our officers and directors beneficially owned approximately 25% of UPC Insurance at December 31, 2013.
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. Our officers
and directors, acting together, have the ability to exert significant influence over the following:

e the nomination, election and removal of our Board of Directors;
e the adoption of amendments to our charter documents;
e management and policies; and

e 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.

Provisions in our charter documents and the shareholder rights plan that we adopted may make it harder
for others to obtain control of us even though some stockholders might consider such a development to be
favorable.

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
“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 have also adopted a shareholder rights plan that could make it more difficult for a third party to acquire,
or could discourage a third party from acquiring, our Company or a large block of our common stock. A third
party that acquires 20% or more of our common stock could suffer substantial dilution of its ownership interest
under the terms of the shareholder rights plan through the issuance of common stock to all stockholders other
than the acquiring person. In certain circumstances the foregoing threshold may be reduced to 15%.

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

None.

Item 2.  Properties

We currently lease approximately 23,000 square feet of office space at 360 Central Avenue, St. Petersburg,
Florida 33701, in Suites 900 and 600. Our rental payments for the 9th and 6th floors, respectively, were $22.00
and $21.50 per square foot, and will increase each year through the final year, in which we will pay rent of
$25.50 and $24.92 per square foot for the 9th and 6th floors respectively, plus our percentage increase in the
common area maintenance charge. Our lease agreement expires in November 2017; however, we have two
options to terminate the lease with 180 days of advance notice after completing twenty-four or thirty-six months
of tenancy. 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.
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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.

At December 31, 2013, we were not involved in any non claims-related legal actions.

Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

MARKET INFORMATION

Our common stock commenced trading on the Over-the-Counter Bulletin Board on November 7, 2007, and
continued trading on the Over-the-Counter Bulletin Board until December 11, 2012, when it commenced trading
on the Nasdaq Capital Market under the symbol “UIHC”.

The table below sets forth, for the calendar quarter indicated, the high and low sales prices of our common
stock as reported on the Over-the-Counter Bulletin Board or NASDAQ (as applicable). 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.

Sales Prices

_High ~ Low

2013
Fourth QUArter . . ... ... e e e $14.48 $8.33
Third QUArter . . . ... oo 8.99 6.82
Second QUAIter . ... ...t 7.10 5.53
First QUarter . ... ... 6.26 4.77

2012
Fourth Quarter . . ... . . 6.13  5.15
Third QUArter . . . . ..o 6.10 4.75
Second QUATTET . ... ..ottt 595 4.60
First QUarter ... ... ... ... 6.00 4.05

HOLDERS OF COMMON EQUITY
As of February 24, 2014, we had 2,878 holders of record of our common stock.

DIVIDENDS

During the twelve month period ended December 31, 2013, we declared and paid dividends of $0.03 per
share, each quarter, for total dividends paid of $1,944,000. During 2012, we paid a $0.03 per share dividend in
the fourth quarter and a $0.05 per share dividend in April, for total dividends paid of $982,000. In conjunction
with the fourth quarter 2012 dividend, our Board indicated its intention to consistently pay a quarterly dividend.
However, any future dividend payments will be at the discretion of our Board of Directors and will depend upon
our profits, 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.

Under Florida law, a Florida-domiciled insurer like our insurance affiliate may not pay any dividend or
distribute cash or other property to its stockholders 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. Additionally,
Florida-domiciled insurers may not make dividend payments or distributions to stockholders without the prior
approval of the insurance regulatory authority if the dividend or distribution would exceed the larger of:

1. the lesser of:
a. ten percent of our insurance affiliate’s capital surplus, or

b. netincome, not including realized capital gains, plus a two-year carryforward
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2. ten percent of capital surplus with dividends payable constrained to unassigned funds minus 25% of
unrealized capital gains, or

3. the lesser of:
a. ten percent 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, our insurance affiliate may pay a dividend or distribution without the prior written approval of
the insurance regulatory authority when:
1. the dividend is equal to or less than the greater of:

a. ten percent of our insurance affiliate’s surplus as to policyholders derived from realized net
operating profits on its business and net realized capital gains, or

b. our insurance affiliate’s entire net operating profits and realized net capital gains derived during
the immediately preceding calendar year, and:

2. our insurance affiliate 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, and

3. our insurance affiliate files a notice of the dividend or distribution with the insurance regulatory
authority at least ten business days prior to the dividend payment or distribution, and

4. the notice includes a certification by an officer of our insurance affiliate attesting that, after the
payment of the dividend or distribution, our insurance affiliate 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
(1) subject to prior approval by the insurance regulatory authority, or (ii) 30 days after the insurance regulatory
authority has received notice of intent to pay such dividend or distribution and has not disapproved it within such
time.

See Note 10 to our Notes to Consolidated Financial Statements for further discussion of restrictions on
future payments of dividends by our insurance affiliate.

SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMPENSATION PLANS

On June 14, 2012, John Forney began serving as our Chief Executive Officer. We awarded him 86,990
shares of restricted common stock in connection with his employment with our company. On June 14, 2013,
17,398 shares of Mr. Forney’s restricted stock vested. The remaining restricted shares vest in twenty percent
increments on each of the four anniversaries of June 14, 2013, provided that Mr. Forney is continuously
employed by our company from June 14, 2012 through the applicable vesting dates. However, if Mr. Forney’s
employment with our company terminates due to either (a) our termination of Mr. Forney’s employment without
cause (as defined in the Employment Agreement, included as Exhibit 10.19 to this annual report on Form 10-K),
or (b) Mr. Forney’s termination of his employment for good reason (as defined in the Employment Agreement),
so long as (in either case) proper notice of such termination is timely provided in accordance with the
Employment Agreement, the restricted shares that would vest on the vesting date that occurs during the year in
which the termination occurs shall, if not already vested, automatically and immediately vest as of the later of
(1) the date of the termination of Mr. Forney’s employment with our company or (ii) the date on which a release
of claims against our company (as described in Section 4.10 of the Employment Agreement) becomes effective.
If Mr. Forney’s employment with our company terminates for any other reason before the date that restricted
shares have vested, the shares that have not yet vested as of the date of such termination will immediately be
forfeited as of the date of such termination.
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On October 1, 2012, B. Bradford Martz began serving as our Chief Financial Officer. In conjunction with
his employment, we awarded him 3,900 shares of common stock that will vest on April 1, 2014.

Throughout 2013, we awarded shares of restricted common stock to Andrew Swenson, Deepak Menon and
Jay Williams in connection with their employment agreements. The 2,167 and 2,110 shares of restricted common
stock awarded to Messrs. Swenson and Menon, respectively, will vest on September 13, 2014, and Mr. Williams’
2,299 shares of restricted common stock will vest on October 1, 2014.

The shares of restricted stock for Messrs. Forney, Martz, Swenson and Menon were issued to newly
appointed executive officers, who were not previously employed by or directors of our Company, as an
inducement for entering into employment with our Company. The issuance of these shares of restricted stock was
approved by our compensation committee.

The following table sets forth information as of December 31, 2013 regarding our 2013 Omnibus Incentive
Plan. The 2,299 shares described in the following table were issued under out 2013 Omnibus Incentive Plan
during the year ended December 31, 2013.

Number of
securities
to Number of
be issued Weighted- securities
upon average remaining
exercise of exercise available
outstanding price of for future
options, outstanding issuance
warrants options, under equity
and warrants compensation
Plan Category rights and rights plans
Equity compensation plans approved by security holders . ............. 2,299 8.70 997,701
Equity compensation plans not approved by security holders ........... 77,769 5.47 —
Total ... 80,068 5.56 997,701

RECENT SALES OF UNREGISTERED SECURITIES

During 2013, we did not have any unregistered sales of our equity securities.

REPURCHASES OF EQUITY SECURITIES

During 2013, we did not repurchase any of our equity securities.

Item 6. Selected Financial Data

Pursuant to Regulation S-K, we are not required to make disclosures under this Item until we file our Form
10-Q for the first quarter of 2014.

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.
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OVERVIEW

The following discussion highlights significant factors influencing the consolidated financial position and
results of operations of United Insurance Holdings Corp. and its subsidiaries (referred to in this document as we,
our, us, the Company and UPC Insurance). This discussion should be read in conjunction with the consolidated
financial statements and related notes found under Part II. Item 8 contained herein.

The most important factors we monitor to evaluate the financial condition and performance of our company

include:

For Results of Operations: premiums written, policies in-force, premiums earned, retention, price
changes, claim frequency (rate of claim occurrence per policies in-force), severity (average cost per
claim), catastrophes, loss ratio, expenses, combined ratio, underwriting results, reinsurance costs,
premium to probable maximum loss, and geographic concentration;

For Investments: credit quality, maximizing total return, investment income, cash flows, realized gains
and losses, unrealized gains and losses, asset diversification, and portfolio duration; and

For Financial Condition: liquidity, reserve strength, financial strength, ratings, operating leverage, book
value per share, capital preservation, return on investment, and return on equity.

2013 HIGHLIGHTS

Consolidated net income was $20,342,000 in 2013 compared to $9,705,000 in 2012. Net income per
diluted share was $1.26 in 2013 compared to $0.91 in 2012.

Our combined ratio (calculated as operating expenses plus other income (expenses) less interest
expense relative to net premiums earned) was 88% in 2013 compared to 95% in 2012.

Total revenues were $208,080,000 in 2013 compared to $131,234,000 in 2012.

Investment and cash holdings were $323,814,000 at December 31, 2013, compared to $223,385,000 at
December 31, 2012.

Investment income was $3,871,000 in 2013 compared to $3,083,000 in 2012.
Realized losses were $(129,000) in 2013 compared to realized gains of $2,160,000 in 2012.

Book value per diluted share (ratio of stockholders’ equity to total shares outstanding and dilutive
potential shares outstanding) was $6.64 at December 31, 2013, a 16% increase from $5.70 at
December 31, 2012.

Return on average equity for the twelve months ended December 31, 2013 was 21%, compared to 16%
for the twelve months ended December 31, 2012.

Policies in-force were 202,454 at December 31, 2013, a 50% increase from 135,297 policies in-force at
December 31, 2012.
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CONSOLIDATED NET INCOME

($ in thousands) Year Ended December 31,
2013 2012 2011
REVENUE:
Gross Premiums WIIEEN ... oo vttt et ettt e e et e et iiee e e e $ 381,352 $ 254,909 $203,806
Increase in gross unearned premiums . ...............i .., (64,644) (28,655) (22,969)
Gross premiums €arned . ... ... 316,708 226,254 180,837
Ceded premiums earned . .......... ... (119,330) (104,286)  (90,757)
Netpremiums earned . . .. ...t 197,378 121,968 90,080
Net iInvestment iNCOME . . . oottt 3,871 3,083 2,823
Net realized gains (I0SS€S) . ... .ot (129) 2,160 158
Other-than-temporary impairments . . ....................... — — 3D
Other reVENUE . . ..o e e e 6,960 4,023 3,388
Totalrevenue . ... 208,080 131,234 96,418
EXPENSES:
Losses and loss adjustment eXpenses . ...................... 98,830 58,409 38,861
Policy acquisition COStS . ... .. v vttt 50,623 36,877 29,054
Operating EXPenSES . ..« .t v vv ettt e e 9,222 8,630 5,090
General and administrative eXpenses . ...................... 14,552 11,734 9,674
Interest eXPense . .. ....vu it 367 355 548
Total eXPenses . ... ..ovu vt 173,594 116,005 83,227
Income before other income (EXPenses) . ............oveuereunenen .. 34,486 15,229 13,191
Other InCOME (EXPENSES) . . v v v v v et e e et e e eeeeenes 1 485 (175)
Income before iNCOME taxes . .. ... v vttt it e e e, 34,487 15,714 13,016
Provision for income taxes . ............. .. 14,145 6,009 4,928
NELINCOME - . . v v e et et e e e e e e e e e e e $ 20342 $ 9,705 $ 8,088
Net income per diluted share .. ............. ... ... .. ... $ 126 $ 091 $ 0.77
Book value pershare ......... ... .. ... .. $ 6.64 $ 570 $ 531
Return on average equity . .. ... oottt 20.8% 16.1% 16.1%
Loss ratio, Netl . ... 50.0% 47.9% 43.1%
EXpense ratio? ... ... 37.7% 46.9% 48.6%
Combined ratio (CR)? . . ... ... . .. . . 87.7% 94.8% 91.7%
Effect of current year catastrophe losseson CR ................... 1.8% 3.0% — %
Effect of prior year developmenton CR ......................... 2.1% 0.6% (4.8)%
Underlying combined ratio* . ... ... ... 83.8% 91.2% 96.5%

I Loss ratio, net is losses and loss adjustment expenses relative to net premiums earned.

2 Expense ratio is calculated as the sum of all operating expenses less interest expense relative to net
premiums earned.

3 Combined ratio is the sum of the loss ratio, net and the expense ratio.

4 Underlying combined ratio, a measure that is not based on accounting principles generally accepted in the
United States of America (GAAP), is reconciled above to the combined ratio, the most directly comparable
GAAP measure. Additional information regarding non-GAAP financial measures presented in this
document is in the “Definitions of Non-GAAP Measures” section of this document.

Definitions of Non-GAAP Measures

We believe that investors’ understanding of UPC Insurance’s performance is enhanced by our disclosure of
the following non-GAAP measures. Our methods for calculating these measures may differ from those used by
other companies and therefore comparability may be limited.
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Combined ratio excluding the effects of current year catastrophe losses, reserve development and FIGA
assessment (underlying combined ratio) is a non-GAAP ratio, which is computed as the difference between
four GAAP operating ratios: the combined ratio, the effect of current year catastrophe losses on the combined
ratio, the effect of prior year development on the combined ratio and the effect of the FIGA assessment on the
combined ratio. We believe that this ratio is useful to investors and it is used by management to reveal the trends
in our business that may be obscured by current year catastrophe losses, prior year development and assessments.
Current year catastrophe losses cause our loss trends to vary significantly between periods as a result of their
incidence of occurrence and magnitude, and can have a significant impact on the combined ratio. Prior year
development is caused by unexpected loss development on historical reserves. FIGA assessments primarily relate
to amounts paid to the Florida Insurance Guaranty Association to cover claims paid by the association to
policyholders from insolvent insurance companies. We believe it is useful for investors to evaluate these
components separately and in the aggregate when reviewing our performance. The most direct comparable
GAAP measure is the combined ratio. The underlying combined ratio should not be considered as a substitute for
the combined ratio and does not reflect the overall profitability of our business.

Net Loss and LAE excluding the effects of current year catastrophe losses and reserve development
(underlying Loss and LAE) is a non-GAAP measure which is computed as the difference between loss and
LAE, current year catastrophe losses and prior year reserve development. We use underlying loss and LAE
figures to analyze our loss trends that may be impacted by current year catastrophe losses and prior year
development on our reserves. As discussed previously, these two items can have a significant impact on our loss
trend in a given period. The most direct comparable GAAP measure is net loss and LAE. The underlying loss and
LAE figure should not be considered a substitute for net losses and LAE and does not reflect the overall
profitability of our business.

Consolidated net loss ratio excluding the effects of current year catastrophe losses, reserve development
(underlying loss ratio) is a non-GAAP ratio, which is computed as the difference between three GAAP
operating ratios: the consolidated net loss ratio, the effect of current year catastrophe losses on the loss ratio, and
the effect of prior year development on the loss ratio. We believe that this ratio is useful to investors and it is
used by management to reveal the trends in our consolidated net loss ratio that may be obscured by current year
catastrophe losses and prior year development. As discussed previously, these two items can have a significant
impact on our consolidated net loss ratio in a given period. The most direct comparable GAAP ratio is our net
consolidated Loss and LAE ratio. The underlying loss ratio should not be considered as a substitute for net
consolidated loss ratio and does not reflect the overall profitability of our business.

RECENT ACCOUNTING STANDARDS

Please refer to Note 2(0) in our Notes to Consolidated Financial Statements for a discussion of recent
accounting standards that may affect us.

APPLICATION OF CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
(GAAP) requires management to adopt accounting policies and make estimates and assumptions that affect
amounts reported in the consolidated financial statements. The most critical estimates include those used in
determining:

e reserves for unpaid losses,
e fair value of investments, and
e investment portfolio impairments.
In making these determinations, management makes subjective and complex judgments that frequently
require estimates about matters that are inherently uncertain. Many of these policies, estimates and related

judgments are common in the insurance industry. It is reasonably likely that changes in these estimates could
occur from time to time and result in a material impact on our consolidated financial statements.
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Reserves for Unpaid Losses
General Discussion of Loss Reserving Process

Reserves for unpaid losses 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 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:

e 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 that will ultimately be paid on the reported
claim. Our initial estimate for each claim is based upon averages of loss 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 loss incurred but not reported (IBNR reserves) — Our IBNR reserves include true
IBNR reserves plus “bulk” reserves. Bulk reserves represent additional amounts that cannot be
allocated to particular claims, but which are necessary to estimate ultimate losses on known claims. We
estimate our IBNR reserves by projecting the ultimate losses using the methods discussed below and
then deducting actual loss payments and case reserves from the projected ultimate losses. 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 interaction 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, the ultimate amount we will pay for losses will be
different from the reserves we record.

We determine our ultimate losses by using multiple actuarial methods to determine an actuarial estimate
within a relevant range of indications that we calculate using generally accepted actuarial techniques. Our
selection of the actuarial 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 for both known and unknown claims.
In establishing this estimate, we reviewed the results of various actuarial methods discussed below.

Estimation of the Reserves for Unpaid Losses

We calculate our estimate of ultimate losses by using the following actuarial methods. We separately
calculate the methods using paid loss data and incurred loss data. In the versions of these methods based on
incurred loss data, the incurred losses are defined as paid losses plus case reserves. For this discussion of our loss
reserving process, the word “segment” refers to a subgrouping of our claims data, such as by geographic area
and/or by particular line of business; it does not refer to operating segments.

* Loss Development Method — This method estimates ultimate losses based on the historical
development patterns of losses by accident year. Data known as loss development factors drive the
loss-development-based methods. We calculate loss development factors by age period (i.e., 12-24
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months, 24-36 months, etc.) by taking the total incurred or paid losses for each accident year as of the
current period’s balance sheet date and dividing by the total incurred or paid losses for each accident
year as of the prior period’s balance sheet date. We then calculate averages of the resulting loss
development factors in each age period, such as the three-year average, five-year average, cuamulative
average, and cumulative average excluding the high and low. Finally, we evaluate the calculated loss
development factors and their resulting averages and use judgment to select a particular loss
development factor per age period, which we then use to project expected ultimate losses by accident
year.

* Expected Loss Cost Method — This method relies on exposures and an estimate of the expected loss
cost, and is used primarily for determining an estimate of the recent years’ ultimate loss. We calculate
loss costs for each prior accident year based on the ratio of ultimate loss to earned house years and
perform a regression analysis to develop an annual fitted loss trend. An estimate of the expected
current year loss cost is based on various trended averages to apply to the actual earned house years in
the current year to arrive at estimated losses.

* Bornhuetter-Ferguson Method — This method estimates ultimate losses based on earned exposures,
expected loss costs and the historical development patterns of losses. We use earned exposures as a
proxy for the number of risks insured, and we calculate loss costs as described above. This method
combines the results of the loss development method with an estimate of ultimate losses based on an
expected loss cost. The Bornhuetter-Ferguson method assumes that the unreported losses are a function
of the expected losses at a given point of development. The key assumptions are (1) the expected
payment (incurred) pattern, and (2) the expected loss cost. An estimate of the individual accident year’s
initial ultimate losses is determined by multiplying the earned exposures by the expected loss cost.
Each year’s expected ultimate loss liability is then separated into expected paid (incurred) and expected
unpaid components using development factors derived in the paid (incurred) loss development method.
The expected paid (incurred) losses are replaced with actual paid (incurred) losses to calculate
estimated ultimate losses.

e Paid-to-Paid Method — In addition to the aforementioned methods, we also rely upon the paid-to-
paid development method to project estimates of ultimate allocated loss adjustment expense (ALAE).
Triangles of paid ALAE to paid loss ratios are compiled and loss development factors are selected to
project an ultimate paid-to-paid ratio. The ultimate paid-to-paid ratio is multiplied by the selected
ultimate losses to calculate estimated ultimate ALAE. This puts the ALAE in context, and generally
results in a more stability in the ALAE projections.

The loss-development-based methods are easy to use and comparable to industry benchmarks, but potential
volatility in the calculated factors, as well as an element of subjectivity in the selected factors, slightly weakens
the effectiveness of the method. The volatility arises from a number of factors such as inflation, changes in
reserving practices, changes in underwriting criteria and geographic concentration.

The expected loss cost method is generally more stable than the loss-development-based methods, but this
relative strength comes at the cost of less responsiveness to actual changes in loss experience.

The Bornhuetter-Ferguson method is a blend of the loss development and expected loss cost methods.

Reliance and Selection of Methods

The various methods we use have strengths and weaknesses that depend upon the circumstances of the
segment and the age of the claims experience we analyze. The nature of our book of business allows us to place
substantial, but not exclusive, reliance on the loss-development-based methods. Ultimately, this means the main
assumptions of the loss-development-based 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 methods during
our loss reserving process that we also use to calculate the premium necessary to pay expected ultimate losses.
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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 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 of these aforementioned factors could have an impact on
our reported results, financial condition 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.

Fair Value of Investments

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. We are responsible for the
determination of fair value of financial assets and the supporting assumptions and methodologies. We use quoted
prices from active markets and we use an independent third-party valuation service to assist us in determining
fair value. We obtain only one single quote or price for each financial instrument.

As discussed in Note 2(c) in our Notes to 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 available for sale portfolio or in any other assets which require us to use
unobservable inputs.

As discussed above, the fair value for our fixed-maturities is initially calculated by a third-party pricing
service. Valuation service providers typically obtain data about market transactions and other key valuation
model inputs from multiple sources, and through the use of proprietary models, produce valuation information in
the form of a single fair value for individual fixed income and other securities for which a fair value has been
requested. The inputs used by the valuation service providers include, but are not limited to, market prices from
recently completed transactions and transactions of comparable securities, interest rate yield curves, credit
spreads, liquidity spreads, currency rates, and other information, as applicable. Credit and liquidity spreads are
typically implied from completed transactions and transactions of comparable securities. Valuation service
providers also use proprietary discounted cash flow models that are widely accepted in the financial services
industry and similar to those used by other market participants to value the same financial information. The
valuation models take into account, among other things, market observable information as of the measurement
date, as described above, as well as the specific attributes of the security being valued including its term, interest
rate, credit rating, industry sector, and where applicable, collateral quality and other issue or issuer specific
information. Executing valuation models effectively requires seasoned professional judgment and experience.

Any change in the estimated fair value of our securities would 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

For investments classified as available for sale, the difference between fair value and cost or amortized cost
for fixed income securities and cost for equity securities is reported as a component of accumulated other
comprehensive income on our Consolidated Balance Sheet and is not reflected in our net income of any period
until reclassified to net income upon the consummation of a transaction with an unrelated third party or when a
write-down is recorded due to an other-than-temporary decline in fair value. We have a portfolio monitoring
process to identify and evaluate each fixed income and equity security whose carrying value may be other-than-
temporarily impaired.
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For each fixed income security in an unrealized loss position, we assess whether management with the
appropriate authority has made the decision to sell or whether it is more likely than not we will be required to sell
the security before recovery of the amortized cost basis for reasons such as liquidity, contractual or regulatory
purposes. If a security meets either of these criteria, the security’s decline in fair value is considered other than
temporary and is recorded in earnings.

If we have not made the decision to sell the fixed income security and it is not more likely than not we will
be required to sell the fixed income security before recovery of its amortized cost basis, we evaluate whether we
expect to receive cash flows sufficient to recover the entire amortized cost basis of the security. We use our best
estimate of future cash flows expected to be collected from the fixed income security, discounted at the security’s
original or current effective rate, as appropriate, to calculate a recovery value and determine whether a credit loss
exists. The determination of cash flow estimates is inherently subjective and methodologies may vary depending
on facts and circumstances specific to the security. All reasonably available information relevant to the
collectability of the security, including past events, current conditions, and reasonable and supportable
assumptions and forecasts, are considered when developing the estimate of cash flows expected to be collected.
That information generally includes, but is not limited to, the remaining payment terms of the security,
prepayment speeds, the financial condition and future earnings potential of the issue or issuer, expected defaults,
expected recoveries, the value of underlying collateral, vintage, geographic concentration, available reserves or
escrows, current subordination levels, third party guarantees and other credit enhancements. Other information,
such as industry analyst reports and forecasts, sector credit ratings, financial condition of the bond insurer for
insured fixed income securities, and other market data relevant to the realizability of contractual cash flows, may
also be considered. The estimated fair value of collateral will be used to estimate recovery value if we determine
that the security is dependent on the liquidation of collateral for ultimate settlement. If the estimated recovery
value is less than the amortized cost of the security, a credit loss exists and an other-than-temporary impairment
for the difference between the estimated recovery value and amortized cost is recorded in earnings. The portion
of the unrealized loss related to factors other than credit remains classified in accumulated other comprehensive
income. If we determine that the fixed income security does not have sufficient cash flow or other information to
estimate a recovery value for the security, we may conclude that the entire decline in fair value is deemed to be
credit related and the loss is recorded in earnings.

There are a number of assumptions and estimates inherent in evaluating impairments of equity securities
and determining if they are other than temporary, including: (1) our ability and intent to hold the investment for a
period of time sufficient to allow for an anticipated recovery in value; (2) the length of time and extent to which
the fair value has been less than cost; (3) the financial condition, near-term and long-term prospects of the issue
or issuer, including relevant industry specific market conditions and trends, geographic location and implications
of rating agency actions and offering prices; and (4) the specific reasons that a security is in an unrealized loss
position, including overall market conditions which could affect liquidity.

Once assumptions and estimates are made, any number of changes in facts and circumstances could cause us
to subsequently determine that a fixed income or equity security is other-than-temporarily impaired, including:
(1) general economic conditions that are worse than previously forecasted or that have a greater adverse effect on
a particular issuer or industry sector than originally estimated; (2) changes in the facts and circumstances related
to a particular issue or issuer’s ability to meet all of its contractual obligations; and (3) changes in facts and
circumstances that result in changes to management’s intent to sell or result in our assessment that it is more
likely than not we will be required to sell before recovery of the amortized cost basis of a fixed income security
or causes a change in our ability or intent to hold an equity security until it recovers in value. Changes in
assumptions, facts and circumstances could result in additional charges to earnings in future periods to the extent
that losses are realized. The charge to earnings, while potentially significant to net income, would not have a
significant effect on stockholders’ equity, since our securities are designated as available for sale and carried at
fair value and as a result, any related unrealized loss, net of taxes would already be reflected as a component of
accumulated other comprehensive income in stockholders’ equity.
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The determination of the amount of other-than-temporary impairment is an inherently subjective process
based on periodic evaluations of the factors described above. Such evaluations and assessments are revised as
conditions change and new information becomes available. We update our evaluations regularly and reflect
changes in other-than-temporary impairments in results of operations as such evaluations are revised. The use of
different methodologies and assumptions in the determination of the amount of other-than-temporary
impairments may have a material effect on the amounts presented within the consolidated financial statements

See Note 2(b) in our Notes to Consolidated Financial Statements for further information regarding our
impairment testing.

ANALYSIS OF FINANCIAL CONDITION—DECEMBER 31, 2013 COMPARED TO DECEMBER 31,
2012

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our accompanying consolidated financial statements and related notes.

Investments

With respect to our investments, we primarily attempt to preserve capital, maximize after-tax investment
income, maintain liquidity and minimize 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 our
insurance affiliate can make; therefore, 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 direct our asset manager to make changes and to hold, buy or sell securities in our portfolio.

The Investment Committee of our Board of Directors reviews and approves our investment policy on a
regular basis. Our cash, cash equivalents and investment portfolio totaled $323,814,000 at December 31, 2013.

The following table summarizes our investments, by type:

December 31, 2013 December 31, 2012

Estimated Percent of Estimated Percent of
Fair Value Total Fair Value Total

U.S. government and agency Securities .. ..................... $ 97,480 30.1% $ 95,208 42.6%
Foreign governments .. ............. i 3,227 1.0% — — %
States, municipalities and political subdivisions . ............... 45,777 14.1% 19,035 8.5%
COorporate SECUTTLIES . . . vt v vttt et et 126,540 39.1% 34,654 15.5%
Redeemable preferred stocks . .. ....... ... ... . L. — — % 260 0.1%
Total fixed maturities . .............. ... 273,024 84.3% 149,157 66.7%
Common StOCKS . . ..ottt 15,353 4.7% 2,465 1.1%
Nonredeemable preferred stocks . ........ ... ... ... ... ... .... 249 0.1% 258 0.1%
Total equity securities ..............coouiuiinennan.. 15,602 4.8% 2,723 1.2%
Other long-term investments .. ......................... 300 0.1% 300 0.2%
Total INVESTMENtS . . ..ot vttt e $288,926 89.2% $152,180 68.1%

Cash and cashequivalents . ......... .. ... ... .. .. ... ....... $ 34,888 10.8% $ 71,205 31.9%
Total cash, cash equivalents and investments .......... $323,814 100.0% $223,385 100.0%




We classify all of our investments as available-for-sale. Our investments at December 31, 2013 and 2012
consisted mainly of U.S. government and agency securities and securities of high-quality corporate issuers. Our
equity holdings consist mainly of securities issued by companies in the energy, consumer products, healthcare,
technology and telecommunications industries. Most of the corporate bonds we hold reflect a similar
diversification. At December 31, 2013, approximately 85% of our fixed maturities were U.S. Treasuries, states,
municipalities and political subdivisions, or corporate bonds rated “A” or better, and 15% were corporate bonds
rated “BBB”.

At December 31, 2013, securities in an unrealized loss position for a period of twelve months or longer
reflected unrealized losses of $336,000; approximately $319,000 of the total related to seven fixed maturities,
while one equity security reflected an unrealized loss of $17,000. We currently have no plans to sell these eight
securities, and we expect to fully recover our cost basis. We reviewed these securities and determined that we did
not need to record impairment charges at December 31, 2013. Similarly, we did not record impairment charges at
December 31, 2012.

Reinsurance Payable

We follow industry practice of reinsuring a portion of our risks. Reinsurance involves transferring, or
“ceding”, all or a portion of the risk exposure on policies we write to another insurer, known as a reinsurer. To
the extent that our reinsurers are unable to meet the obligations they assume under our reinsurance agreements,
we remain liable for the entire insured loss.

During the second quarter of 2013, we placed our reinsurance program for the 2013 hurricane season. The
contracts reinsure for personal lines property excess catastrophe losses caused by multiple perils including
hurricanes, tropical storms, and tornadoes. The agreements are effective June 1, 2013, for a one-year term and
incorporate the mandatory coverage required by and placed with the Florida Hurricane Catastrophe Fund
(FHCF). The FHCF is a Florida State-sponsored trust fund that provides reimbursement to Florida property
insurers for covered hurricane losses. UPC Insurance’s total 2013-2014 catastrophe reinsurance coverage
included $441,540,000 of coverage from the FHCF and $360,060,000 of coverage from private reinsurers. The
contracts include provisions which are designed to protect us from losses sustained in a single event as well as
losses from multiple events in a single hurricane season.

In addition to FHCF coverage, we purchased private reinsurance below, alongside, and above the FHCF
layer. The contracts comprising our program are described below:

*  Below FHCF — provides coverage on $167,200,000 of losses in excess of $20,000,000 and is 100%
placed. The first reinstatement of limits is prepaid and the second and final reinstatement requires
additional premium.

e Mandatory FHCF — provides 90% of $490,600,000 of losses in excess of $187,200,000 with no
reinstatement of limits.

* Excess — provides coverage on $172,860,000 of losses in excess of the private and FHCF reinsurance
coverage and is 100% placed.

See Note 6 in our Notes to Consolidated Financial Statements for additional information regarding our
reinsurance program.
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RESULTS OF OPERATIONS—2013 COMPARED TO 2012
Revenues

Revenues for the year ended December 31, 2013 increased $76,846,000, or 59%, to $208,080,000, from
$131,234,000 for the twelve-months ended December 31, 2012, primarily due to a $75,410,000, or 62%, increase
in net premiums earned. In 2013, our gross written premiums increased $126,443,000, or 50%, to $381,352,000,
from $254,909,000 in 2012 because we wrote approximately 54,800 more new and renewal policies in 2013
compared to 2012 as we expanded our business in Florida and in other states. In addition to our organic growth,
gross written premiums increased because we assumed over 33,000 policies, representing approximately
$51,578,000 of assumed premiums from Citizens Property Insurance Corporation during 2013. Our year-over-
year growth in written premiums and new and renewal policies by state are shown below:

2013 2012 YOY % YOY
States GWP GWP Growth Growth
Florida . . ... ... . . . . $ 325,048 $ 228280 $ 96,768 77%
SouthCarolina . .......... ... ... 24,666 16,678 7,988 6%
MassachuSetts . . ...ttt 16,156 6,334 9,822 8%
RhodeIsland ........ ... ... .. . . . . . i 11,381 3,617 7,764 6%
North Carolina . .. ... 3,386 — 3,386 3%
NeW Jersey . o.v it 565 — 565 — %
T eXaS .« oo e 150 — 150 — %
Total ..o $ 381,352 $ 254909 $126,443 100%

2013 2012 YOY % YOY
States Policies* Policies™ Growth Growth
Florida . . ... ... ... . . 163,314 117,233 46,081 68%
SouthCarolina . ........... ... ... 15,186 10,569 4,617 T%
MassachuSetts . . ...ttt 10,900 4,247 6,653 10%
RhodelIsland ........ ... ... .. . . . . . i 9,990 3,248 6,742 10%
North Carolina . ... i 2,533 — 2,533 4%
NeW Jersey . ..v i 429 — 429 1%
T eXaS .« oo 102 — 102 — %
Total ..o 202,454 135,297 67,157 100%

* Includes homeowner and dwelling fire policies in-force only

We expect our gross written premium growth to continue as we increase our policies in-force in the states in
which we currently write, as we commence operations in Georgia and New Hampshire in the current year and as
we expand into the other states discussed previously.

Realized gains decreased $2,289,000 in 2013 because we sold fixed maturities in an unrealized gain position
during the fourth quarter of 2012 to reposition our portfolio, whereas in 2013 our realized losses were driven by
sales of our short-term investments.

Expenses

Expenses for the twelve months ended December 31, 2013 increased $57,589,000, or 50%, primarily due to
increased losses, policy acquisition costs and general and administrative expenses. Our GAAP net combined ratio
improved 7.1 points for the year compared to the same period in 2012. Our underlying net combined ratio, which
excludes losses from catastrophes and reserve development, also improved 7.4 points for the year signaling a
significant improvement in our core operating results over the same period in 2012. Both the combined and
underlying combined ratios decreased primarily due to strong premium growth and a lower ceded reinsurance
premium percentage for the year compared to the prior year. As a result of these factors, net premiums earned
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increased $75,410,000, or 62%, to $197,378,000 for the year ended December 31, 2013, compared to
$121,968,000 for the year ended December 31, 2012 as we continued to generate new policies in Florida and in
other states and assumed policies from Citizens. The increase in net premiums earned was partially offset by the
increase in our underlying loss costs, which increased approximately $40,421,000 during 2013 compared to the
same period in 2012. The increase in underlying loss costs for the year ended December 31, 2013, was driven
primarily by the growth of policies in-force and increased frequency and severity of water-related losses

throughout Florida as shown below:

NetLossand LAE . ... ... .
% of Gross earned Premilms . ... ....o.utunetneen et
% of Net earned premiums . ... ...oott ittt
Less:
Current year catastrophe losses . .......... .. .. .. . . . ...
Prior year reserve development . ................ ... i,

Underlying loss and LAE*
% of Gross earned Premiums . ... ....tt vttt
% of Net earned Premiums . . ... .o.vttn ittt

Policy acquiSition COSES . ... .ottt
Operating and underwriting . ............ i
General and administrative . ........... .. i

Total Operating EXpenses ... .......o.utiui i
90 of Gross earned Premilums . .. ....o.vt ittt
90 of Net earned premiums . ... ...o.vn ittt e

Combined Ratio - as % of gross earned premiums . ...............o.vuen...
Underlying Combined Ratio - as % of gross earned premiums .. ..............

Combined Ratio - as % of net earned premiums
Underlying Combined Ratio - as % of net earned premiums

Year Ended December 31,

2013 2012 Change

$98.830 $58,409 $40.421
312%  25.8% 5.4 pts
50.0%  47.9% 2.1 pts

$ 3,602 $ 3,666 $ (64)
4,078 670 3,408

$91,150 $54,073 $37,077
28.8%  23.9% 4.9 pts
46.1%  44.3% 1.8 pts

$50,623  $36,877 $13,746
9,222 8,630 592
14,552 11,734 2,818

$74,397 $57,241 $17,156
23.5%  25.3% -1.8 pts
377%  46.9% -9.2 pts

547%  51.1% 3.6 pts
52.3%  49.2% 3.1pts

87.7%  94.8% -7.1 pts
838% 91.2% -7.4 pts

* Underlying Loss and LAE is a non-GAAP measure and is reconciled above to Net Loss and LAE, the most
directly comparable GAAP measure. Additional information regarding non-GAAP financial measures
presented in this document is in the “Definitions of Non-GAAP Measures” section of this document.

Our gross underlying loss ratio increased to 28.8% for the year ended December 31, 2013, which was up 4.9
points from 23.9% for the year ended December 31, 2012. The increase in our gross underlying loss ratio was
primarily due to an approximate 12% increase in the frequency of water related losses over the same period in

2012.
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Losses and loss adjustment expenses increased to $98,830,000 for the year ended December 31, 2013, from
$58,409,000 for the same period in 2012. Prior year adverse development for the year ended December 31, 2013,
was $4,078,000 compared to $670,000 for the same period in 2012. Our net loss and loss adjustment expense
ratio history along with the impact of reserve development and catastrophe losses is as follows:

Historical Reserve Development

($ in thousands, except ratios) 2008 2009 2010 2011 2012 2013
Reserve development (unfavorable) ................ $4.977 $2,976 $(1,006) $4,158 $(670) $(4,078)
Development as a % of earnings before interest and

LA ottt 120% 474% 71.0% 323% 43% 11.7%
Consolidated net loss ratio (LR) .................. 346% 521% 63.6% 43.1% 47.9% 50.0%
Reserve (unfavorable) favorable development on LR . . . 6.2% 3.8% 15% 39% (0.6)0% 2.1)%
Current year catastrophe losseson LR . .............. 4.0% O02)% — % — % (B.0)% (1.8)%
Underlying net loss ratio* ....................... 368% 557% 621% 47.0% 443% 46.1%

* Underlying Net Loss Ratio is a non-GAAP measure and is reconciled above to the Consolidated Net Loss
Ratio, the most directly comparable GAAP measure. Additional information regarding non-GAAP financial
measures presented in this document is in the “Definitions of Non-GAAP Measures™ section of this
document.

Overall our attritional loss experience by accident year excluding catastrophes has been stable or trending
downwards for the past several years, but did increase in the 2013 accident year due to higher overall frequency
and severity of water related losses and lower premiums per unit of exposure resulting from our growth outside
of Florida as shown in the following table:

Expected
Ultimate Expected
Gross Ultimate
Case Expected Loss & Loss & Premium
Paid Loss & LAE IBNR Ultimate LAE LAE per per
Accident Year Loss & LAE Reserves Reserves Loss & LAE Ratio Exposure®  Exposure®
2005 ... $ 37,491,785 $ 20,252 $ 4,172 $ 37,516,209 31.9%  $ 592 $ 1,857
2006 ......... 29,523,003 26,334 5,376 29,554,713 22.2% 392 1,751
2007 ... 26,307,616 187,440 47,877 26,542,933 18.5% 400 2,160
2008 ......... 26,696,816 15,309 8,742 26,720,867 20.7% 376 1,820
2009 ..., 42,616,461 308,018 174,977 43,099,456 29.9% 472 1,577
2010 ......... 40,232,515 1,011,984 589,578 41,834,077 28.6% 478 1,670
2011 ...l 42,033,616 2,360,372 1,070,011 45,463,999 26.6% 477 1,793
2012 ... 49,254,868 2,517,267 2,813,809 54,585,944 25.3% 469 1,851
2013 59,276,905 19,735,933 11,878,462 90,891,300 29.9% 534 1,786

I Defined as the total sum we expect to pay for fully developed losses and loss adjusting expenses (i.e. paid
losses, incurred losses and incurred but not reported losses) divided by earned house years.
2 Defined as gross earned premiums divided by earned house years.

As indicated above, our case loss & LAE and IBNR reserves by accident year (AY) excluding catastrophes are
$26,183,000 and $16,593,000, respectively, and a reconciliation of these reserves to our total reserves is as follows:

Case
Loss & LAE IBNR
Reserves Reserves
Loss reserves from table above . . .. ..ot $26,183  $16,593
CatastroPhe TESEIVES . .. vttt e ettt e e e e e e e e e e e 1,617 1,095
2004 AY reserves, flood reserves and other reserve adjustments .. ............... 254 1,709
Total case and IBNR I€SEIVES . . ... ... ottt e e $28,054  $19,397




Policy acquisition costs increased to $50,623,000 for the year ended December 31, 2013, from $36,877,000
for the same period of 2012, or 37%. These costs vary directly with the growth in gross premiums earned which
increased 40% over the prior year.

General and administrative expenses increased $2,818,000 to $14,552,000 compared to $11,734,000 in 2012
due primarily to an increase in salaries and related expenses to support our growth.

RESULTS OF OPERATIONS—2012 COMPARED TO 2011
Revenues

Revenues for the year ended December 31, 2012 increased $34,816,000, or 36%, to $131,234,000, from
$96,418,000 for the twelve-months ended December 31, 2011. The increase in revenues was primarily driven by
a $31,888,000, or 35%, increase in net premiums earned. The growth in net premiums earned for 2012 was
fueled by continued growth in new business in Florida and other states.

Expenses

Expenses for the twelve months ended December 31, 2012 increased $32,778,000, or 39%, primarily due to
increased losses. Losses and loss adjustment expenses increased to $58,409,000 for the full year ended 2012,
from $38,861,000 during 2011. Our losses for the year were impacted by catastrophe losses and development on
prior accident years. In 2012, our current year catastrophe losses were $3,666,000, compared to $792,000 in
2011. The $2,678,000 year-over-year increase resulted from current year catastrophe losses incurred from
Tropical Storms Debby and Issac and Superstorm Sandy. In 2012, we experienced unfavorable reserve
development of $670,000 on 2011 and prior accident years, while in 2011, we experienced $4,158,000 of
favorable reserve development on 2010 and prior accident years.

Policy acquisition costs increased $7,823,000, or 27%, in 2012. These costs vary directly with and as a
percentage of gross premiums earned, which increased 25%. Operating costs increased $3,540,000, or 70%, in
2012 due to the FIGA assessment and company growth. General and administrative expenses increased
$2,060,000, or 21%, in 2012 due to increased personnel costs and related expenses to support our growth.

LIQUIDITY AND CAPITAL RESOURCES

We generate cash through premium collections, reinsurance recoveries, investment income, the sale or
maturity of invested assets and the issuance of additional shares of our stock. We use our cash to pay reinsurance
premiums, claims and related costs, policy acquisition costs, salaries and employee benefits, other expenses and
stockholder dividends, as well as to purchase investments.

As a holding company, we do not conduct any business operations of our own and as a result, we rely on
cash dividends or intercompany loans from our management affiliate to pay our general and administrative
expenses. Insurance regulatory authorities in the states in which we operate heavily regulate our insurance
affiliate, including restricting any dividends paid by our insurance affiliate and requiring approval of any
management fee our insurance affiliate pays to our management affiliate for services rendered; however, nothing
restricts our non-insurance company subsidiaries from paying us dividends other than state corporate laws
regarding solvency. Our non-insurance company subsidiaries may pay us dividends from any positive net cash
flows that they generate. Our management affiliate subsidiary pays us dividends primarily using cash from the
collection of management fees from our insurance affiliate, pursuant to a management agreement in effect
between those entities.
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Operating Activities

During the year ended December 31, 2013, our operations generated cash of $107,766,000, compared to
generating $34,312,000 of cash during the same period in 2012. The $73,454,000 increase in operating cash was
primarily driven by increased premium collections of $102,267,000 due to the increased writings we experienced
during 2013 compared to the same period in 2012 and by the $51,578,000 of assumed premiums received from
Citizens Property Insurance Corporation for the assumption of over 33,000 policies during 2013. The increase in
cash inflows described above was partially offset by increased claims payments, reinsurance payments, agent
commission payments, tax payments and increased operating expense payments. Claim payments increased
approximately $33,124,000 primarily due to the increase in exposures and payments on claims from current and
prior accident years. Reinsurance payments increased approximately $30,342,000 because we purchased more
reinsurance coverage under our 2013-2014 contracts than we purchased under our 2012-2013 contracts. Agent
commission payments, operating expense payments and income tax payments increased $11,450,000, $1,962,000
and $3,114,000, respectively, due to the overall growth in the business during 2013 compared to the same period
in 2012.

Investing Activities

During the year ended December 31, 2013, our investing activities used $144,154,000 of cash compared to
using $25,894,000 of cash in 2012 because purchases of investments increased $165,980,000 in 2013 compared
to 2012 as we invested our excess operating cash.

See Note 3 in our Notes to Consolidated Financial Statements for a table that summarizes our fixed
maturities at December 31, 2013, by contractual maturity periods.

Financing Activities

During the year ended December 31, 2013, our financing activities provided cash of $71,000 compared to
providing $21,148,000 of cash in 2012. The decrease occurred primarily because we raised $23,947,000 from the
issuance of 5,000,000 shares of common stock in December 2012, whereas we raised $3,591,000 in January 2013
from the underwriters exercise of the over-allotment. In addition, we paid $1,944,000 of dividends in 2013,
compared to $982,000 paid in 2012. See Note 16 in our Notes to Consolidated Financial statements for additional
information on the underwritten offering.

Our holding company has no business operations of its own and is largely dependent on liquidity from its
subsidiaries. Our management affiliate’s primary source of revenue and liquidity is the management fee and
commissions it receives from our insurance affiliate. Our insurance affiliate is subject to extensive state
regulation, including approval of any management fee it pays to our management affiliate for services rendered.
In accordance with Florida law, our insurance affiliate may pay dividends or make distributions out of that part
of its statutory surplus derived from its net operating profit and its net realized capital gains. Florida law further
provides calculations to determine the amount of dividends or distributions that can be made without the prior
approval of the insurance regulatory authority and the amount of dividends or distributions that would require
prior approval of the insurance regulatory authority. The risk-based capital guidelines published by the National
Association of Insurance Commissioners may further restrict our insurance affiliate’s ability to pay dividends or
make distributions if the amount of the intended dividend or distribution would cause its surplus as regards
policyholders to fall below minimum risk-based capital guidelines. Most states, including Florida, have adopted
the NAIC requirements, and insurers having less surplus as regards policyholders than required will be subject to
varying degrees of regulatory action, depending on the level of capital inadequacy. State insurance regulatory
authorities could require us to cease operations in the event we fail to maintain the statutory surplus required in
our insurance affiliate.
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We prepare our consolidated financial statements in accordance with GAAP; which differs in some respects
from reporting practices prescribed or permitted by insurance regulatory authorities. To retain our certificate of
authority, Florida law requires our insurance affiliate to maintain surplus as regards policyholders equal to the
greater of 10% of our total liabilities or $5,000,000. At December 31, 2013, our insurance affiliate’s surplus as
regards policyholders was $78,362,000, exceeding the minimum requirements. Florida law also requires our
insurance affiliate to adhere to prescribed premium-to-capital surplus ratios, with which we were in compliance
at December 31, 2013.

We repurchased 212,083 shares of our common stock in May of 2011. While we have not adopted a formal
stock repurchase plan at this time, we may repurchase additional shares of our common stock from time to time
as financial conditions permit. We consider several factors in determining whether to make share repurchases,
including among other things, our cost of equity, our after-tax cost of borrowing, our debt-to-total-capitalization
targets and our expected future cash needs.

On November 5, 2013, our Board declared a $0.03 per share quarterly dividend, paid on December 13, 2013
to stockholders of record on November 29, 2013. On August 7, 2013, our Board declared a $0.03 per share
quarterly dividend, paid on September 14, 2013 to stockholders of record on August 30, 2013. On May 7, 2013,
our Board declared a $0.03 per share quarterly dividend, paid on June 14, 2013 to stockholders of record on
May 31, 2013. On March 6, 2013, our Board declared a $0.03 quarterly dividend, paid on March 27, 2013 to
stockholders of record on March 20, 2013. Any future dividends will depend upon circumstances at the time, and
our Board must approve and declare any such dividends.

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, 2013, we had no off-balance-sheet arrangements.

RELATED PARTY TRANSACTIONS

See Note 13 in our Notes to Consolidated Financial Statements for a discussion of our related party
transactions, including those with Hamilton Risk Management (HRM) and 1347 Advisors, that were terminated
during 2012.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
Pursuant to Regulation S-K, we are not required to make disclosures under this Item until our Form 10-Q for

the first quarter of 2014.

Item 8. Financial Statements and Supplementary Data
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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 sheets of United Insurance Holdings Corp. and
subsidiaries (the “Company”) as of December 31, 2013 and 2012, and the related consolidated statements of
comprehensive income, stockholders’ equity, and cash flows for each of the three years in the period ended
December 31, 2013. Our audits also included the financial statement schedules of United Insurance Holdings
Corp. listed in Item 15. These consolidated financial statements and financial statement schedules are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated
financial statements and schedules based on our audits.

We conducted our audits 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 audits provide 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, 2013 and 2012, and
the results of its operations and its cash flows for each of the three years in the period ended December 31, 2013,
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 Holdings Corp. and subsidiaries internal control over financial reporting as of
December 31, 2013, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission in 1992, and our report dated February 24,
2014 expressed an unqualified opinion on the effectiveness of United Insurance Holdings Corp’s internal control
over financial reporting.

/s/ McGladrey LLP

Raleigh, North Carolina
February 24, 2014
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ASSETS

Consolidated Balance Sheets

Investments available for sale, at fair value:
Fixed maturities (amortized cost of $274,651 and $145,089, respectively) . .. ..
Equity securities (adjusted cost of $13,825 and $2,537 respectively) .........
Other long-term iNVeStMENTS . . . ..o vttt ettt e e e

Total INVEStMENES ... ...ttt
Cashand cashequivalents . ....... ... ... . ... .. . . ...
Accrued Investment iNCOME . . ...t vtvt vttt e enes
Premiums receivable, net ........... ... ... .. ...
Reinsurance recoverable on paid and unpaid losses ...................
Prepaid reinsurance premiums . ............ i
Deferred policy acquiSition COSES .. ... v vttt
Other @ssets .. ...ttt e

Total ASSELS . . oo v

LIABILITIES AND STOCKHOLDERS’ EQUITY

Liabilities:

Unpaid losses and loss adjustment eXpenses . .......................
Unearned Premiums ... .v.vvvtntn ettt et
Reinsurance payable ......... ... .. ..
Other liabilities . ...... ... ...
Notes payable ... ...

Total Liabilities ... ... ..

Commitments and contingencies (Note 11) ........... ... ... ... ...

Stockholders’ Equity:

Preferred stock, $0.0001 par value; 1,000,000 shares authorized; none
issued oroutstanding . .. ...
Common stock, $0.0001 par value; 50,000,000 shares authorized;
16,421,398 and 15,660,922 issued; 16,209,315 and 15,448,839
outstanding, respectively ... ... ... .. .. L i
Additional paid-in capital ......... ... ..
Treasury shares, at cost; 212,083 shares .. ............ ... ... .. .....
Accumulated other comprehensive income . ........................
Retained earnings .. ......... ..t

Total Stockholders” Equity . .......... ... ...,

Total Liabilities and Stockholders’ Equity ............ .. ... ..

See accompanying notes to consolidated financial statements.
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December 31,
2013 2012
$273,024 $149,157

15,602 2,723
300 300
288,926 152,180
34,888 71,205
1,752 760
26,076 17,154
2,426 2,272
55,268 49,916
25,186 16,978
6,708 3,149
$441,230 $313,614
$ 47451 $ 35,692
193,428 128,785
39,483 26,063
38,575 19,206
14,706 15,882
333,643 225,628
2 2
27,800 24,076
(431) (431)

92 2,613
80,124 61,726
107,587 87,986
$441,230 $313,614




REVENUE:
Gross premiums written

Increase in gross unearned premiums

Gross premiums earned
Ceded premiums earned

Net premiums earned

Net investment income
Net realized gains (losses)
Other-than-temporary impairments

Other revenue

Total revenue

EXPENSES:

Losses and loss adjustment expenses
Policy acquisition costs
Operating expenses
General and administrative expenses
Interest expense

Total expenses
Income before other income (expenses)
Other income (expenses)

Income before income taxes
Provision for income taxes

Net income

Consolidated Statements of Comprehensive Income

OTHER COMPREHENSIVE INCOME:

Change in net unrealized gain (loss) on investments

Reclassification adjustment for net realized investment

gains (losses)

Reclassification adjustment for other-than-temporary

impairments

Income tax benefit (expense) related to items of other

comprehensive income

Total comprehensive income

Weighted average shares outstanding

Basic
Diluted

Earnings per share
Basic

Diluted

Dividends declared per share
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Year Ended December 31,
2013 2012 2011
$ 381,352 $§ 254909 $ 203,806
(64,644) (28,655) (22,969)
316,708 226,254 180,837
(119,330)  (104,286) (90,757)
197,378 121,968 90,080
3,871 3,083 2,823
(129) 2,160 158
— — (31)
6,960 4,023 3,388
208,080 131,234 96,418
98,830 58,409 38,861
50,623 36,877 29,054
9,222 8,630 5,090
14,552 11,734 9,674
367 355 548
173,594 116,005 83,227
34,486 15,229 13,191
1 485 (175)
34,487 15,714 13,016
14,145 6,009 4,928
$ 20,342 $ 9,705 $ 8,088
(4,233) 2,602 4,291
129 (2,160) (158)
— — 31
1,583 (170) (1,607)
$ 17,821 $ 9,977 $ 10,645
16,100,882 10,607,751 10,442,034
16,183,098 10,655,524 10,442,034
$ 126 $ 091 $ 0.77
1.26 0.91 0.77
$ 012 $ 008 $ 0.05

See accompanying notes to consolidated financial statements.



Consolidated Statements of Stockholders’ Equity

» Accumulated
Common Stock Agg;:il?igal Treasury Com[())rt:llf:nsive Retained Stoc’lzl(::)?}iers’
Shares Amount Capital Stock Income (loss)  Earnings Equity
December 31,2010 ............ 10,573932 $ 1 $ 75 8 — $ (216) $ 45433 $ 45,293
Netincome ............... — — — — — 8,088 8,088
Net unrealized change in
investments, net of tax . ... — — — — 2,557 — 2,557
Acquisition of treasury
stock .......... ... ..... (212,083) — — 431) — — (431)
Cash dividends on common
stock .......... ... ..... — — — — — (518) (518)
December 31,2011 ............ 10,361,849 1 75 431) 2,341 53,003 54,989
Netincome ............... — — — — — 9,705 9,705
Net unrealized change in
investments, net of tax . ... — — — — 272 — 272
Restricted stock award . .. ... 86,990 — 55 — — — 55
Issuance of common stock,
netofcosts ............. 5,000,000 1 23,946 — — — 23,947
Cash dividends on common
stock .......... ... ..., — — — — — (982) (982)
December 31,2012 ............ 15,448,839 2 24,076 431) 2,613 61,726 87,986
Netincome ............... — — — — — 20,342 $ 20,342
Net unrealized change in
investments, net of tax . . .. — — — — (2,521) — (2,521)
Restricted stock award . .. ... 10,476 — 133 — — — 133
Issuance of common stock,
netofcosts ............. 750,000 — 3,591 — — — 3,591
Cash dividends on common
stock ....... ... .. L — — — — — (1,944) (1,944)
December 31,2013 ............ 16,209315 $ 2 $27,800 $ (431) $ 92 $ 80,124 $107,587

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

OPERATING ACTIVITIES
NELINCOME . .o\ttt ettt e e e e e e e
Adjustments to reconcile net income to net cash provided by operating
activities:

Depreciation and amortization .. .............c.coiieinan...
Bond amortization and accretion ........... .. .. .. . ...
Net realized (gains) losses ............. ... ...
Other-than-temporary impairments .........................
Provision for uncollectible premiums . ......................
Deferred income taxes, NEt . . . ..o
Stock based compensation . ...............iiiiiiinn...

Changes in operating assets and liabilities:
Accrued investment inCOMe . . .. .......vuvenenennnnen..
Premiums receivable ........... ... .. .. . . ...
Reinsurance recoverable on paid and unpaid losses ........
Prepaid reinsurance premiums .. ................. ...
Deferred policy acquisition costs, net ...................
Otherassets ........ ...,
Unpaid losses and loss adjustment expenses ..............
Unearned premiums ... .....vuvinenenennenenennenen .
Reinsurance payable . . ....... .. ... ... .. i,
Other liabilities ........... ... .. . . i

Net cash provided by operating activities ............................

INVESTING ACTIVITIES
Proceeds from sales and maturities of investments available for sale . . .
Purchases of investments available forsale . ......................
Purchase of note receivable . ........... .. ... . . ... .. ...
Cost of property and equipment acquired . .......................
Cost of capitalized software acquired ...........................

Net cash used in investing activities . ..............ooievrvnenennnn ..

FINANCING ACTIVITIES
Repayments of borrowings . . .......... . i
Repurchases of common stock .. ........ ... .. . . i
Dividends . ... ...
Bank overdrafts . ....... ... . ...
Proceeds from issuance of common stock, net of costs . .............

Net cash provided by (used in) financing activities .....................

Increase (decrease)incash . .......... ... .. .. . . . . . . .
Cash and cash equivalents at beginning of period ......................

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

Supplemental Cash Flows Information
Interest paid . ...... ...

Income taxes paid .. ...t

Year Ended December 31,

2013 2012

2011

$ 20342 $ 9,705 $ 8,088

697 634 719
1,323 576 499
129  (2,160) (158)
— — 31
59 37 23
1,150 (661) (600)
133 55 —
(992) 226 (572)
(8,981) (5,986  (3,403)
(154) 2,186 22,846
(5.352)  (8,948)  (2,660)
(8,208)  (4,654)  (2,982)
(1,972) 1,035 371
11,759 2,092 (13,814)
64,644 28,655 22,969
13,420 9,492 1,589
19,769 1,978 5,703
107,766 34312 38,649
102210 52,640 36,594
(244,514)  (78,534)  (102,464)
— — (2,250)
(288) — (20)
(1,562) — (15)
(144,154) (25,894)  (68,155)
(1,176)  (1,177)  (1,176)
— — (431)
(1,944) (982) (518)
(400) (640) 1,626
3,591 23,947 —
71 21,148 (499)
(36,317) 29,566  (30,005)
71205 41,639 71,644
$ 34,888 $71,205 $ 41,639
$ 341 $ 311 $ 553
$ 9867 $ 6753 $ 4,360

See accompanying notes to consolidated financial statements.
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1) ORGANIZATION, CONSOLIDATION AND PRESENTATION

(a) Business

United Insurance Holdings Corp. (referred to in this document as we, our, us, the Company and UPC
Insurance) is a property and casualty insurance holding company that sources, writes, and services residential
property and casualty insurance policies using a network of agents and a group of wholly-owned insurance
subsidiaries. Our primary insurance subsidiary is United Property & Casualty Insurance Company, our insurance
affiliate, which was formed in Florida in 1999 and has operated continuously since that time. Our other
subsidiaries include United Insurance Management, L.C., our management affiliate, the managing general agent
that manages substantially all aspects of our insurance affiliate’s business; Skyway Claims Services, LLC, our
claims adjusting affiliate, that provides services to our insurance affiliate; and UPC Re, our reinsurance affiliate,
that provides a portion of the reinsurance protection purchased by our insurance affiliate.

Our primary product is homeowners’ insurance, which we currently offer in Florida, Massachusetts, New
Jersey, North Carolina, Rhode Island, South Carolina, and Texas, under authorization from the insurance
regulatory authorities in each state. We are also licensed to write property and casualty insurance in Georgia and
New Hampshire; however, we have not commenced writing in these states. Our insurance affiliate has also
applied to insurance regulatory authorities in three additional states to write property and casualty lines.

We conduct our operations under one business segment.

(b) Consolidation and Presentation

We prepare our consolidated financial statements in conformity with U.S. generally accepted accounting
principles (GAAP). While preparing our consolidated 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 consolidated 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,
reinsurance recoverable, deferred policy acquisition costs, and investments. Except for the captions on our
Consolidated Balance Sheets and Consolidated Statements of Comprehensive Income, we generally use the term
loss(es) to collectively refer to both loss and loss adjustment expenses.

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

We reclassified certain amounts in the 2012 and 2011 financial statements to conform to the 2013
presentation. These reclassifications had no impact on our results of operations, cash flows, or stockholders’
equity, as previously reported.

2) SIGNIFICANT ACCOUNTING POLICIES

(a) 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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(b) 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 comprehensive income. 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, we permanently
reduce the cost of the security to fair value and recognize an impairment charge in net 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 in net
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 record the amount of the impairment
related to the credit loss as an impairment charge in net income, and we record the amount of the impairment
related to all other factors in accumulated other comprehensive income.

A large 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.

(¢) Fair Value

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. The hierarchy for inputs used in
determining fair value maximizes the use of observable inputs and minimizes the use of unobservable inputs by
requiring that observable inputs be used when available. Assets and liabilities recorded on the Audited
Consolidated Balance Sheets at fair value are categorized in the fair value hierarchy based on the observability of
inputs to the valuation techniques as follows:

e Level 1: Assets and liabilities whose values are based on unadjusted quoted prices for identical assets
or liabilities in an active market that we can access.

e Level 2: Assets and liabilities whose values are based on the following:
(a) Quoted prices for similar assets or liabilities in active markets;
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(b) Quoted prices for identical or similar assets or liabilities in markets that are not active; or
(c) Valuation models whose inputs are observable, directly or indirectly, for substantially the full term
of the asset or liability.

* Level 3: Assets and liabilities whose values are based on prices or valuation techniques that require inputs
that are both unobservable and significant to the overall fair value measurement. Unobservable inputs reflect
our estimates of the assumptions that market participants would use in valuing the assets and liabilities.

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, and NYSE MKT. 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 available for sale portfolio or in any other assets
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, 2013 and 2012. Changes in interest rates subsequent to
December 31, 2013 may affect the fair value of our investments.

The carrying amounts for the following financial instrument categories approximate their fair values at
December 31, 2013 and 2012 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 amount of notes payable also approximates its fair value as the interest rate on the note
payable is variable.

(d) Premiums

We recognize premiums as revenue, net of ceded reinsurance amounts, on a daily 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 premium 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 $29,000
and $24,000 at December 31, 2013 and 2012, 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.

(e) 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; (ii) policy administration fees paid to a third-party administrator 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, 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 and record a liability to the extent the
deficiency exceeded the deferred policy acquisition costs.
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(f) Long-lived Assets
i) Property and Equipment

We classify our property and equipment, which we record at cost less accumulated depreciation and
amortization, within other assets on our Consolidated Balance Sheets because the total net amount ($592,000 at
December 31, 2013 and $548,000 at December 31, 2012) is not material to our consolidated financial statements.
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 and we classify these
costs within other assets on our Consolidated Balance Sheets because the total amount ($1,816,000 at
December 31, 2013 and $553,000 at December 31, 2012) is not material to our consolidated financial statements.
We expect to amortize the capitalized software costs related to policy administration system over an initial six
year period which coincides with the length of our contract term with our policy administrator and the amount of
time we expect the software to be useful to us. We expect to amortize the costs related to our new claims
processing system over its expected 5 year useful life, beginning in the second quarter of 2014.

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.

(g) Unpaid Losses and Loss Adjustment Expenses

Our reserves for unpaid 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).

We estimate our reserves for unpaid losses using individual case-basis estimates for reported claims and
actuarial estimates for IBNR claims, 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
deficient or redundant, 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 Comprehensive Income, we
report losses net of amounts ceded to reinsurers. We do not discount our loss reserves for financial statement
purposes.

(h) Managing General Agent Fees and Policy Fees

Our policy fees consist of the managing general agent fee and a pay-plan fee. Regulatory authorities in
Florida and Rhode Island allow managing general agents to charge policyholders a $25 fee on each policy
written, while the regulatory authority in Texas allows managing general agents to charge policyholders a $25 or
$75 fee, depending on the type of policy issued. We defer such fees as unearned revenue and then include them

51



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-related fees in other revenue on our Consolidated Statements of Comprehensive Income.

(i) Reinsurance

We follow industry practice of reinsuring a portion of our risks. Reinsurance involves transferring, or
“ceding”, all or a portion of the risk exposure on policies we write to another insurer, known as a reinsurer. To
the extent that our reinsurers are unable to meet the obligations they assume under our reinsurance agreements,
we remain liable for the entire insured loss.

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
bad debt expense related to reinsurance during the years ended December 31, 2013, 2012 or 2011.

(j) 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 Florida Insurance Guaranty Association (FIGA)
assessments, 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 an information only filing, pursuant to Florida Statute 631.57(3)(h), to the insurance regulatory authority
requesting formal approval of the policy FIGA 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. While current regulations allow us to recover from policyholders the amount of assessments imposed
upon us, our payment of the assessments and our recoveries may not offset each other in the same fiscal period in
our consolidated financial statements.

Where permitted by law or regulatory authority, 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. During 2013 we did not receive any significant assessments from the
regulatory authorities in the states in which our insurance affiliate operates.

(k) Income Taxes

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.
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We recognize the financial statement benefit of a tax position only after determining that the relevant tax
authority would more likely than not sustain the position following an audit. For tax positions meeting the more
likely than not threshold, the amount recognized in the consolidated financial statements is the largest benefit that
has a greater than 50% likelihood of being realized upon ultimate settlement with the relevant taxing authority.

We record any income tax penalties and income-tax-related interest as income tax expense in the period
incurred. We did not incur any material tax penalties or income-tax-related interest during the years ended
December 31, 2013, 2012 or 2011.

(I) Advertising Costs

We expense all advertising costs when we incur those costs. For the years ended December 31, 2013, 2012
and 2011, we incurred advertising costs of $1,801,000, $1,395,000, and $1,041,000, respectively.

(m) Earnings Per Share

We report both basic earnings per share and diluted earnings per share. To calculate basic earnings per
share, we divide net income attributable to common stockholders by the weighted-average number of common
stock shares outstanding during the period. We calculate diluted earnings per share by dividing net income
attributable to common stockholders by the weighted-average number of common stock shares, common stock
equivalents, and restricted shares outstanding during the period. Prior to the expiration of our warrants, we used
the treasury stock method to calculate common stock equivalents.

(n) Concentrations of Risk
Our current operations subject us to the following concentrations of risk:
* aconcentration of revenue because we write primarily homeowners policies

e a geographic concentration resulting from the fact that, though we now operate in seven states, we still
write approximately 85% of our premium in Florida

e 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

e aconcentration of credit risk with regard to our cash, because we choose to deposit all our cash at two
financial institutions

We mitigate our geographic and group concentrations of risk by entering into reinsurance contracts with
financially-stable reinsurers, and by securing irrevocable letters of credit from reinsurers when necessary.

With regard to our cash balances held at financial institutions, we had $40,843,000 and $5,211,000 in excess
of Federal Deposit Insurance Corporation (FDIC) insurance limits at December 31, 2013 and 2012, respectively.
The $35,632,000 increase in excess of FDIC insurance limits is the result of (1) $19,925,000 of reinsurance
payments due in the beginning of January 2014 and (2) in 2013, the FDIC insurance limit expired and deposits
held in non-interest-bearing transaction accounts are combined with interest-bearing accounts and insured up to
$250,000.

(0) Accounting Pronouncements

In February 2013, the FASB issued ASU 2013-02, Comprehensive Income (Topic 220): Reporting Amounts
Reclassified Out of Accumulated Other Comprehensive Income, which finalizes Proposed ASU No. 2012-240,
requires an entity to report the effect of significant reclassifications out of accumulated other comprehensive
income on the respective line in net income if the amount being reclassified is required under U.S. GAAP to be
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reclassified in its entirety to net income. For other amounts that are not required under GAAP to be reclassified in
their entirety to net income in the same reporting period, an entity is required to cross-reference other disclosures

required under GAAP that provide additional detail about those amounts. The ASU is effective prospectively for

reporting periods beginning after December 15, 2012, and early adoption is permitted.

In July 2013, the FASB issued ASU 2013-11, Income Taxes (Topic 740)—Presentation of an Unrecognized
Tax Benefit When a Net Operating Loss Carryforward or Tax Credit Carryforward Exists, which finalizes
Proposed ASU No. EITF-13C, and requires an entity’s unrecognized tax benefit to be presented in its financial
statements as a reduction to a deferred tax asset for a net operating loss carryforward, a similar tax loss, or a tax
credit carryforward, with one exception. That exception states that, to the extent a net operating loss
carryforward, a similar tax loss, or a tax credit carryforward is not available at the reporting date under the tax
law of the applicable jurisdiction to settle any additional income taxes that would result from the disallowance of
a tax position, or the tax law of the applicable jurisdiction does not require the entity to use, and the entity does
not intend to use, the deferred tax asset for such purpose, the unrecognized tax benefit should be presented in the
financial statements as a liability and should not be combined with deferred tax assets. The ASU applies
prospectively for reporting periods beginning after December 15, 2013. Retrospective application and early
adoption are also permitted. We do not expect ASU No. 2013-02 or ASU No. 2013-11 to have a material impact
on our consolidated financial statements.

On January 1, 2012, two new Accounting Standards Updates became effective: ASU No. 2010-26,
Financial Services—Insurance (Topic 944): Accounting for Costs Associated with Acquiring or Renewing
Insurance Contracts which was issued in October 2010, and ASU No. 2011-05, Comprehensive Income (Topic
220): Presentation of Comprehensive Income, which was June 2011. The amendments in ASU No. 2010-26
addressed diversity in practice regarding the interpretation of which costs relating to the acquisition of new or
renewal insurance contracts qualify for deferral; they clarified which costs should be deferred and which costs
should be expensed when incurred. The amendments in ASU No. 2011-05 gave entities the option to present the
total of comprehensive income, the components of net income, and the components of other comprehensive
income either in a single continuous statement of comprehensive income or in two separate but consecutive
statements. The two pronouncements did not require us to change our significant accounting policies; therefore,
they did not have a material effect on our consolidated financial statements.

54



3) INVESTMENTS

The following table details the difference between cost or adjusted/amortized cost and estimated fair value,

by major investment category, at December 31, 2013 and 2012:

December 31, 2013

U.S. government and agency securities .. ..............
Foreign governments . ..............couueinnnen...
States, municipalities and political subdivisions . ........
Public utilities ............. .. i
All other corporate securities .......................

Total fixed maturities .........................
Public utilities . ......... ...ttt
All other common stocks . . ........... ... .. ... ....
Nonredeemable preferred stocks .. ...................

Total equity securities . .................c......
Other long-term investments . ...................

Total investments ........................

December 31, 2012

U.S. government and agency securities .. ..............
States, municipalities and political subdivisions . ........
Public utilities .......... ... ... ... .. . il
All other corporate securities .......................
Redeemable preferred stocks . .. .....................

Total fixed maturities .........................
Public utilities . .......... ..
All other common stocks .. .........................
Nonredeemable preferred stocks . ....................

Total equity securities .................c..o....
Other long-term investments . ...................

Total investments ........................

Cost or
Adjusted/ Gross

Amortized

Cost Gains

Gross

Unrealized Unrealized

Losses Fair Value

$ 98,621 $ 28

3,287 —
45,556 654
9,103 122

118,084 792

$1,169 $ 97,480

60 3,227
433 45,777
92 9,133

1,469 117,407

274,651 1,596

3,223 273,024

804 23 20 807
12,749 1,894 97 14,546
272 — 23 249
13,825 1,917 140 15,602
300 — — 300

$288,776  $3,513

$3,363  $288,926

$ 95296 $ 201

$ 289 $ 95208

17,117 1,918 — 19,035
4,135 225 — 4,360
28,282 2,013 1 30,294
259 2 1 260
145,089 4,359 291 149,157
316 16 6 326
1,949 228 38 2,139
272 — 14 258
2,537 244 58 2,723
300 — — 300

$147,926  $4,603

$ 349  $152,180

When we sell investments, we calculate the gain or loss realized on the sale by comparing the sales price
(fair value) to the cost or adjusted/amortized cost of the security sold. We determine the cost or adjusted/
amortized cost of the security sold using the specific-identification method. The following tables detail our
realized gains (losses) by major investment category for the years ended December 31, 2013, 2012 and 2011:

2013 2012 2011
Gains Fair Value Gains Fair Value Gains Fair Value
(Losses) at Sale (Losses) at Sale (Losses) at Sale
Fixed maturities ............. $ 103 $23,187 $2,043 $28,999 $231 $21,803
Equity securities ............. 31 155 279 1,907 10 65
Total realized gains ...... 134 23,342 2,322 30,906 241 21,868
Fixed maturities ............. (261) 43,751 (141) 9,243 (58) 3,191
Equity securities ............. 2) 28 21) 391 (25) 335
Total realized losses . . . ... (263) 43,779 (162) 9,634 (83) 3,526
Net realized investment gains

(losses) ..o $(129) $67,121 $2,160 $40,540 $158 $25,394
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The table below summarizes our fixed maturities at year end by contractual maturity periods. Actual results
may differ as issuers may have the right to call or prepay obligations, with or without penalties, prior to the
contractual maturity of those obligations.

December 31, 2013

Cost or
Amortized Percent of Percent of
Cost Total Fair Value Total

Dueinoneyearorless ........... ... $ 30,268 11.0% $ 30,283 11.1%
Due after one year through fiveyears . ....................... 148,920 542% 148,253 54.3%
Due after five years through ten years ....................... 77,632 28.3% 76,462 28.0%
Due after ten years . . ... ..ottt e 17,831 6.5% 18,026 6.6%
Total . ... $274,651 100.0% $273,024 100.0%

The following table summarizes our net investment income by major investment category:

Year Ended December 31,
2013 2012 2011
Fixed Maturiti€s . . ... ...ttt e e $3,512 $2,902 $2,628
EqUIty SECUTIIES . . . oottt et e e e e e 280 138 142
Cash and cash equivalents ........... ... it 31 43 19
Other INVESIMENLS . . . . . oottt et e e et e e e 48 — 34
Gross inVEStMENt INCOMNE . .« « « v v v et e e e e e e e e e e e e e $3.871 $3,083 $2,823
INVEStMENt EXPENSES . . . vttt et e (206)  (142)  (140)
Net INVEStMENt INCOME . .« . v v e et e e e e e e e e e e e e $3,665 $2,941 $2,683

Portfolio monitoring

We have a comprehensive portfolio monitoring process to identify and evaluate each fixed income and
equity security whose carrying value may be other-than-temporarily impaired.

For each fixed income security in an unrealized loss position, we determine if the loss is temporary or other-
than-temporarily impaired. If our management decides to sell the security or determines that it is more likely than
not that we will be required to sell the security before recovery of the cost or amortized cost basis for reasons
such as liquidity, contractual or regulatory purposes, then the security’s decline in fair value is considered other-
than-temporary and is recorded in earnings.

If we have not made the decision to sell the fixed income security and it is not more likely than not that we
will be required to sell the fixed income security before recovery of its amortized cost basis, we evaluate whether
we expect the security to receive cash flows sufficient to recover the entire cost or amortized cost basis of the
security. We calculate the estimated recovery value by discounting the best estimate of future cash flows at the
security’s original or current effective rate, as appropriate, and compare this to the cost or amortized cost of the
security. If we do not expect to receive cash flows sufficient to recover the entire cost or amortized cost basis of
the fixed income security, the credit loss component of the impairment is recorded in earnings, with the
remaining amount of the unrealized loss related to other factors recognized in other comprehensive income.

For equity securities, we consider various factors, including whether we have the intent and ability to hold
the equity security for a period of time sufficient to recover its cost basis. If we lack the intent and ability to hold
to recovery, or if we believe the recovery period is extended, the equity security’s decline in fair value is
considered other-than-temporary and is recorded in earnings.
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Our portfolio monitoring process includes a quarterly review of all securities to identify instances where the
fair value of a security compared to its cost or amortized cost (for fixed income securities) or cost (for equity
securities) is below established thresholds. The process also includes the monitoring of other impairment indicators
such as ratings, ratings downgrades and payment defaults. The securities identified, in addition to other securities
for which we may have a concern, are evaluated for potential other-than-temporary impairment using all reasonably
available information relevant to the collectability or recovery of the security. Inherent in our evaluation of other-
than-temporary impairment for these fixed income and equity securities are assumptions and estimates about the
financial condition and future earnings potential of the issue or issuer. Some of the factors that may be considered in
evaluating whether a decline in fair value is other-than-temporary are: (1) the financial condition, near-term and
long-term prospects of the issue or issuer, including relevant industry specific market conditions and trends,
geographic location and implications of rating agency actions and offering prices; (2) the specific reasons that a
security is in an unrealized loss position, including overall market conditions which could affect liquidity; and
(3) the length of time and extent to which the fair value has been less than amortized cost or cost.

The following table presents an aging of our unrealized investment losses by investment class:

Less Than Twelve Months Twelve Months or More
Number Gross Number Gross
of Unrealized of Unrealized
Securities® Losses Fair Value  Securities* Losses Fair Value
December 31, 2013
U.S. government and agency
SECUTILIES « v v vv e e 47 $ 850 $ 64,369 7 $ 319 $ 50913
Foreign governments .......... 4 60 3,227 — — —
States, municipalities and political
subdivisions ............... 23 433 27,106 — — —
Public utilities . ............... 4 92 3,830 — — —
All other corporate securities . . . . 49 1,469 60,348 — — —
Total fixed maturities . ..... 127 2,904 158,880 7 319 5,913
Public utilities . ............... 5 20 357 — — —
All other common stocks ....... 15 97 1,626 — — —
Nonredeemable preferred
stocks ... 1 6 125 1 17 125
Total equity securities . . . . . . 21 123 2,108 1 17 125
Total ............... 148 $ 3,027 $ 160,988 8 $ 336 $ 6,038
December 31, 2012
U.S. government and agency
SECUTIteS « oo e 13§ 289 $ 44,174 - $ — % —
All other corporate securities . . . . 1 1 2,000 — — —
Redeemable preferred stocks . . . . — — — 1 1 102
Total fixed maturities . ..... 14 290 46,174 1 1 102
Public utilities . ............... 3 6 178 — — —
All other common stocks ....... 13 35 442 1 3 53
Nonredeemable preferred
stocks ... — — — 2 14 258
Total equity securities . . . . . . 16 41 620 3 17 311
Total ............... 30 $ 331 $ 46,79 4 % 18 % 413

* This amount represents the actual number of discrete securities, not the number of shares of those securities.
The number is not presented in thousands.
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During our quarterly evaluations of our securities for impairment, we determined that none of our
investments in debt and equity securities that reflected an unrealized loss position were other-than-temporarily
impaired. The issuers of our debt securities continue to make interest payments on a timely basis and have not
suffered any credit rating reductions. We do not intend to sell nor is it likely that we would be required to sell the
debt securities before we recover our amortized cost basis. All the issuers of the equity securities we own had
near-term prospects that indicated we could recover our cost basis, and we also have the ability and the intent to
hold these securities until their value equals or exceeds their cost.

During the years ended December 31, 2013, 2012 and 2011, we recorded other-than-temporary impairment
charges of $0, $0, and $31,000, respectively, related to our equity positions. We have never recorded an OTTI
charge on our debt-security investments.

The following table presents the fair value measurements of our financial instruments by level at
December 31, 2013 and December 31, 2012:

Total Level 1 Level 2
December 31, 2013
U.S. government and agency SECUTIItieS .. ... ....c.viunernenneeneennen.. $ 97480 $ — $ 97480
Foreign gOVernments . .............c.ueuuuiunenniin .. 3,227 — 3,227
States, municipalities and political subdivisions ......................... 45,777 — 45,777
Public utilities . . . .. ... 9,133 — 9,133
All other corporate SeCUrIties . . ... .. ...uuiutin e 117,407 — 117,407
Total fixed Maturities . . .. ...t e 273,024 — 273,024
Public utilities . . ... .o 807 807 —
All other common StOCKS . . . ..o e 14,546 14,546 —
Nonredeemable preferred stocks . ............. i 249 249 —
Total equity SECUTIties . ... ...ttt 15,602 15,602 —
Other long-term investments . ................ouienenennenenan .. 300 300 —
Total INVESIMENES . . .. o\ttt et e e $288,926 $15,902 $273,024
December 31, 2012
U.S. government and agency SECUTItIES .. ... ovv vt en e, $ 95,208 $66,710 $ 28,498
States, municipalities and political subdivisions ......................... 19,035 — 19,035
Public Utilities . . . ...t e 4,360 — 4,360
All other corporate SECUTTtI®S . . .. v\ttt e ettt e et e 30,294 — 30,294
Redeemable preferred stocks . ...... ... ... . 260 260 —
Total fixed maturities .. ... ....... ... i 149,157 66,970 82,187
Public Uutilities . . . .. ..o 326 326 —
All other common STOCKS . . ... 2,139 2,139 —
Nonredeemable preferred stocks .. ............c. i, 258 258 —
Total equity SECUTTHES . ...ttt e e e 2,723 2,723 —
Other long-term investments . .............c.oouueinerneenaenn.n. 300 300 —
Total INVESIMENTS - .+« v v v e e e e e e e e e e e e $152,180 $69,993 $ 82,187

We are responsible for the determination of fair value and the supporting assumptions and methodologies.
We gain assurance on the overall reasonableness and consistent application of valuation methodologies and
inputs and compliance with accounting standards through the execution of various processes and controls
designed to provide assurance that our assets and liabilities are appropriately valued. For fair values received
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from third parties, our processes are designed to provide assurance that the valuation methodologies and inputs
are appropriate and consistently applied, the assumptions are reasonable and consistent with the objective of
determining fair value, and the fair values are accurately recorded. See Footnote 2(c) for additional information
regarding fair value levels.

We do not hold any available for sale investments that require unobservable inputs to determine their fair
value. At the end of each quarter, we determine whether we need to transfer the fair values of any securities
between levels of the fair value hierarchy and, if so, we report the transfer as of the end of the quarter. We made
no such transfers during the year ended December 31, 2013.

For our investments in U.S. government securities that do not have prices in active markets, agency
securities, state and municipal governments, and corporate bonds, we obtain the fair values from Synovus Trust
Company, NA, which uses a third-party valuation service. The valuation service calculates prices for our
investments in the aforementioned security types on a month-end basis by using several matrix-pricing
methodologies that incorporate inputs from various sources. The model the valuation service uses to price U.S.
government securities and securities of states and municipalities incorporates inputs from active market makers
and inter-dealer brokers. To price corporate bonds and agency securities, the valuation service calculates non-call
yield spreads on all issuers, uses option-adjusted yield spreads to account for any early redemption features, then
adds final spreads to the U.S. Treasury curve at 3 p.m. (ET) as of quarter end. Since the inputs the valuation
service uses in their calculations are not quoted prices in active markets, but are observable inputs, they represent
Level 2 inputs.

Limited partnerships

On September 27, 2013, we acquired an investment in a limited partnership, recorded in other assets, that is
currently being accounted for at cost. Our total investment in the partnership of $1,000,000, is currently
bifurcated between a capital contribution of $500,000 and a note receivable of $500,000 that will be utilized to
fund our future capital contributions. We are not required to fund any additional amounts in excess of our initial
$1,000,000 commitment. As the limited partnership is still in the acquisition phase, the cost basis of our
investment approximated its fair value at December 31, 2013.

On September 25, 2012, we acquired an investment in a limited partnership, recorded in other assets, that is
currently being accounted for at cost. Our total investment in the partnership is $750,000, which has been
reduced by capital distributions received during the year ended 2013 totaling $16,000. Our investment in the
partnership is currently bifurcated between capital contributions of $562,500 and a note receivable of $187,500
that will be utilized to fund our future capital contribution. We are not required to fund any additional amounts in
excess of our initial investment. As the limited partnership is still in the acquisition phase, the cost basis of our
investment approximated its fair value of $734,000 at December 31, 2013.

Other investments

On October 31, 2013, we entered into a participation agreement with United Capital Funding (UC Funding),
that is currently being held in other assets, at cost. We invested $1,000,000 in cash with UC Funding which they
utilized to factor receivables from another company. At December 31, 2013, the cost basis of our investment
approximated its fair value.

On February 4, 2014, UC Funding returned $500,000 of our investment as they were unable to fully utilize
our investment.
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4) EARNINGS PER SHARE

Basic earnings per share (EPS) is based on the weighted average number of common shares outstanding for
the period, excluding any dilutive common share equivalents. Diluted EPS reflects the potential dilution resulting
from vesting of restricted stock units. The following table shows the computation of basic and diluted EPS for
the years ended December 31, 2013 and December 31, 2012:

Year Ended December 31,
2013 2012

Numerator:

Net income attributable to common stockholders ... ..................... $ 20,342 % 9,705
Denominator:

Weighted-average shares outstanding .. ............. ... .. .. ... 16,100,882 10,607,751

Effect of dilutive SECUTItIES . . . . .ttt e e e e 82,216 47,773

Weighted-average diluted shares ............... .. ... .. . i, 16,183,098 10,655,524
Basic earnings pershare ....... ... .. $ 126 $ 0.91
Diluted earnings pershare . ........... i $ 126 $ 0.91

See Note 17 for additional information on the stock grants related to dilutive securities.

We had 7,077,375 warrants outstanding, which expired on October 4, 2011. All of the warrants outstanding
were anti-dilutive during that period. Prior to their expiration, each warrant could have been exercised for one
share of common stock.

5) DEFERRED POLICY ACQUISITION COSTS

We anticipate that our deferred policy acquisition costs will be fully recoverable in the near term. The table
below depicts the activity with regard to deferred policy acquisition costs:

2013 2012
Balance at January 1 .. ... ...t $ 16,978 $ 12,324
Policy acquisition costs deferred . ....... ... ... .. i 56,950 38,431
AMOTIZALION . . . oottt ettt e e et e e (48,742)  (33,777)
Balance at December 31 . .. oot $ 25,186 $ 16,978

6) REINSURANCE

Our reinsurance program is designed, utilizing our risk management methodology, to address our exposure
to catastrophes. We define “catastrophe” as an event that produces a number of claims in excess of a preset, per-
event threshold of average claims in a specific area, occurring within a certain amount of time following the
event. Catastrophes are caused by various natural events including high winds, winter storms, tornadoes,
hailstorms, wildfires, tropical storms, hurricanes, earthquakes and volcanoes. The nature and level of
catastrophes in any period cannot be reliably predicted.

Our program provides reinsurance protection for catastrophes including hurricanes, tropical storms, and
tornadoes. These reinsurance agreements are part of our catastrophe management strategy, which is intended to
provide our stockholders an acceptable return on the risks assumed in our property business, and to reduce
variability of earnings, while providing protection to our policyholders.
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During the second quarter of 2013, we placed our reinsurance program for the 2013 hurricane season. The
contracts reinsure for personal lines property excess catastrophe losses caused by multiple perils including
hurricanes, tropical storms, and tornadoes. The agreements are effective June 1, 2013, for a one-year term and
incorporate the mandatory coverage required by and placed with the Florida Hurricane Catastrophe Fund
(FHCF). The FHCF is a Florida State-sponsored trust fund that provides reimbursement to Florida property
insurers for covered hurricane losses. For UPC Insurance, the FHCF coverage includes an estimated maximum
provisional limit of 90% of $490,600,000 or $441,540,000, in excess of our retention and private reinsurance of
$360,060,000, and also includes reimbursement of eligible loss adjustment expenses of 5%. The limit and
retention of the FHCF coverage are subject to re-measurement based on June 30th exposure data. In addition, the
FHCF’s retention is subject to adjustment upward or downward to an actual retention based on submitted
exposures to the FHCF by all participants.

In addition to FHCF coverage, we purchase private reinsurance below, alongside, and above the FHCF
layer. The contracts comprising our program are described below:

* Below FHCF—provides coverage on $167,200,000 of losses in excess of $20,000,000 and is 100%
placed. The first reinstatement of limits is prepaid and the second and final reinstatement requires
additional premium.

e Mandatory FHCF—provides 90% of $490,600,000 of losses in excess of $187,200,000 with no
reinstatement limits.

* Excess—provides coverage on $172,860,000 of losses in excess of the private and FHCF reinsurance
coverage and is 100% placed.

We amortize our prepaid reinsurance premiums over the annual agreement period, and we record that
amortization in ceded premiums earned on our Consolidated Statements of Comprehensive Income. The table
below summarizes the amounts of our ceded premiums written under the various types of agreements, as well as
the amortization of prepaid reinsurance premiums:

Year Ended December 31,
2013 2012 2011

ExXcess-0f-108S . . . ..o $(108,696) $(100,549) $(82,832)
Equipment & identity theft . . ....... .. ... .. ... .. .. (2,608) (1,540) (587)
Flood . ..o (13,378)  (11,145)  (9,999)
Ceded premiums WIitten ... ........oouuieiiine ... $(124,682) $(113,234) $(93,418)

Increase in ceded unearned premiums . ............ ..., 5,352 8,948 2,661
Ceded premiumsearned .. ..........oviriiinirnennenn.... $(119,330) $(104,286) $(90,757)
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Current year catastrophe losses by the event magnitude are shown in the following table.

2013 2012
Incurred Incurred
Number Loss Combined Number Loss Combined
of and Ratio of and Ratio
Events LAE® Impact Events LAE® Impact
Year Ended December 31,
Current period catastrophe losses incurred
$ 1 million to $5 million ™ . ... ........... 1 1,839 0.9% 2 2,896 2.4%
Less than $1 million @ .. ................ 2 1,763 0.9% 1 770 0.6%
Total . ... 3 3,602 1.8% 3 3,666 3.0%

Note: A storm can be in one loss size for the quarter and a different loss size for the year dependent upon the

losses paid for that particular storm during the specified time frame.

M Reflects losses from Winterstorm Nemo in 2013 and Tropical Storms Debby and Isaac in 2012.

@ Reflects losses from the Orlando weather event and Tropical Storm Andrea in 2013, and Superstorm Sandy
in 2012.

3 Incurred loss and LAE is equal to losses and LAE paid plus the change in case and incurred but not reported
reserves.

Reinsurance recoverable at the balance sheet dates consists of the following:

December 31,

2013 2012
Reinsurance recoverable on unpaid lossesand LAE . ....... ... ... ... ... .. ... ... ... $1,957 $1,935
Reinsurance recoverable on paid lossesand LAE . ........ ... ... ... ... .. .. .. ... 469 337
Reinsurance recoverable . . ... ... .. $2,426 $2,272

During the years ended December 31, 2013 and 2012, we realized recoveries under our reinsurance
agreements totaling $2,521,000 and $2,753,000, respectively. These recoveries were primarily related to losses
from Hurricane Wilma, which occurred in October 2005.

During the fourth quarter of 2013, we placed our non-catastrophe reinsurance agreement, which will expire
on December 31, 2014. The non-catastrophe reinsurance agreement provides excess-of-loss coverage for losses
arising out of property business up to $500,000 in excess of $500,000 per risk. Should a loss recovery, or series
of loss recoveries, exhaust the coverage provided under the agreement for losses arising out of property-only
business, excluding catastrophes, three reinstatements of the full coverage amount is included at no additional
premium.

We write flood insurance under an agreement with the National Flood Insurance Program. We cede 100% of
the premiums written and the related risk of loss to the federal government. We earn commissions for the
issuance of flood policies based upon a fixed percentage of net written premiums and the processing of flood
claims based upon a fixed percentage of incurred losses, and we can earn additional commissions by meeting
certain growth targets for the number of in-force policies. We recognized commission revenue from our flood
program of $570,000, $267,000, and $377,000 for the years ended December 31, 2013, 2012, and 2011,
respectively.
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The following table depicts written premiums, earned premiums and losses, showing the effects that our
reinsurance transactions have on these components of our Consolidated Statements of Comprehensive Income:

Year ended December 31,

2013 2012 2011

Premium written:

DIreCt . . oo $ 339,765 $ 254,913 $199,606

Assumed ... 41,587 4) 4,200

Ceded . ... .. (124,682) (113,234) (93,418)
Net premium Written ... ... ...ttt $ 256,670 $ 141,675 $110,388
Change in unearned premiums:

DIreCt . . oot $ (44,422) $ (28,743) $(23,666)

Assumed ... (20,222) 88 697

Ceded . ... 5,352 8,948 2,661
NELINCICASE . . . oottt et e e e e e e e e e e e e $ (59,292) $ (19,707) $(20,308)
Premiums earned:

DIreCt . . oot $ 295,343 $ 226,170 $175,940

Assumed ... 21,365 84 4,897

Ceded . ..o (119,330) (104,286)  (90,757)
Net premiums €arned . .. ... ..ottt $ 197,378 $ 121,968 $ 90,080
Losses and LAE incurred:

DIreCt . ..o $ 92,526 $ 60,248 $ 35,774

Assumed ... .. 9,240 (335) 2,554

Ceded ..o (2,936) (1,504) 533
Net losses and LAE incurred . .. ..ottt e e $ 98,830 $ 58,409 $ 38,861

Ceded losses incurred increased by $1,432,000 during the year ended December 31, 2013, compared to the
year ended December 31, 2012, primarily because we ceded more per risk losses in 2013. The losses we incurred
in 2013, 2012 and 2011 related to storms that occurred in those same years but did not exceed our retained loss
thresholds.

The following table highlights the effects that our reinsurance transactions have on unpaid losses and loss
adjustment expenses and unearned premiums in our Consolidated Balance Sheets:

December 31,

2013 2012

Unpaid losses and LAE:

DArECt . . oo $ 42954 $ 34,503

ASSUMEd . ..o 4,497 1,189

Gross unpaid losses and LAE . ... ... .. . 47,451 35,692

Ceded . ..o (1,957) (1,935)
Net unpaid losses and LAE . . ... ... . e $ 45,494 $ 33,757
Unearned premiums:

DIArECt . . oo $173,206 $128,785

Assumed . ... e 20,222 —

Gross unearned Premitms . .. ..o .ottt ettt e e 193,428 128,785

Ceded . ..o (55,268) (49,916)
Net unearned Premiums ... ..ottt ettt e e e $138,160 $ 78,869




7) RESERVE FOR UNPAID LOSSES

We determine the reserve for unpaid losses on an individual-case basis for all incidents reported. The
liability also includes amounts for IBNR claims as of the balance sheet date.

The table below summarizes the activity related to our reserve for unpaid losses:

2013 2012 2011
Balance at January 1 .. ... ... .. . $35,692 $33,600 $47.414
Less: reinsurance recoverable on unpaid losses .. .......................... 1,935 3,318 23,814
Netbalance atJanuary 1....... ... ... 0 o, $33,757 $30,282 $23,600
Incurred related to:
CUITENE YEAT . o v vttt ettt e e e e e e et ettt e 94,752 57,739 43,019
Prior years . ... ... 4,078 670 (4,158)
Total incurred . . ... ... .t $98,830 $58,409 $38,861
Paid related to:
CUITENE VAT . o\ vttt et e e e e e e e e e e e e e 62,494 37906 28,857
Prior years ... ... 24,599 17,028 3,322
Total paid .. ... $87,093 $54,934 $32,179
Net balance at December 31 ... ... ... ... .. .. . . . . . $45,494  $33,757 $30,282
Plus: reinsurance recoverable on unpaid losses . ........................... 1,957 1,935 3,318
Balance at December 31 .. ..o oot $47,451 $35,692 $33,600

Based upon our internal analysis and our review of the statement of actuarial opinion provided by our
actuarial consultants, we believe that the reserve for unpaid losses reasonably represents the amount necessary to
pay all claims and related expenses which may arise from incidents that have occurred as of the balance sheet
date.

As reflected by our losses incurred related to prior years, we had a reserve deficiency in 2013 and in 2012,
and a redundancy in 2011. Since we place substantial reliance on loss-development-based actuarial models when
determining our estimate of ultimate losses, the deficiencies in 2013 and 2012 resulted from additional
development on prior accident years which caused our ultimate losses to increase whereas the redundancy we
experienced in 2011 resulted from reductions to our estimate of ultimate losses because of continued favorable
loss development on claims incurred in prior years. The adverse development experienced in 2013 was primarily
the result of higher overall frequency and severity of water related losses.
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8) LONG-TERM DEBT

Our long-term debt at December 31, 2013 and 2012 consisted of a note payable to the Florida State Board of
Administration. As of December 31, 2013 and 2012, we owed $14,706,000 and $15,882,000, respectively, on the
note and the interest rate was 2.64% and 1.66%, respectively.

At December 31, 2013, the annual maturities of our long-term debt were as follows:

Amount

201 $ 1,176
20 S 1,176
206 . 1,176
20T 1,176
208 1,176
Thereafter . . ... ... 8,826
Total debt . . .ottt $14,706

We executed the 20-year, $20,000,000 note payable to the SBA under its Insurance Capital Build-Up
Incentive Program, effective October 1, 2006. The stated rate for the SBA note is a rate equivalent to the 10-year
U.S. Treasury Bond rate. We made quarterly interest-only payments for the first three years, then, as of
October 1, 2009, we began making quarterly principal and interest payments.

The note payable to Florida’s State Board of Administration (SBA note) requires our insurance affiliate to
maintain surplus as regards policyholders at or above a calculated level, which was $32,808,000 at December 31,
2013. We monitor our insurance affiliate’s surplus as regards policyholders each quarter and, for various reasons,
we occasionally provide additional capital to our insurance affiliate. We contributed $15,000,000 of capital
during 2012; however, we did not contribute any capital to our insurance affiliate in 2013. We currently do not
foresee a need for any material contributions of capital to our insurance affiliate; however, any future
contributions of capital will depend on circumstances at the time.

Our SBA note requires that we maintain a 2:1 ratio of net written premium to surplus, or net writing ratio,
(the SBA note agreement defines surplus for the purpose of calculating the required ratios as the $20,000,000 of
capital contributed to our insurance affiliate under the agreement plus the outstanding balance of the note) or a
6:1 ratio of gross written premium to surplus, or gross writing ratio, to avoid additional interest penalties. At
December 31, 2013, our net written premium to surplus ratio was 4.5:1, which is well above the 2:1 required
ratio. Our gross written premium to surplus ratio was 9.5:1, which exceeds the required gross ratio of 6:1. Should
we fail to exceed either a net writing ratio of 1.5:1 or a gross writing ratio of 4:1, our interest rate will increase by
450 basis points above the 10-year Constant Maturity Treasury rate which was 3.04% at the end of December.
Any other writing ratio deficiencies result in an interest rate penalty of 25 basis points above the stated rate of the
note, which is 2.64% at December 31, 2013. Our SBA note further provides that the SBA may, among other
things, declare its loan immediately due and payable for all defaults existing under the SBA note; however, any
payment is subject to approval by the insurance regulatory authority. At December 31, 2013, and during the three
and twelve months then ended, we complied with all covenants as specified in the SBA note.
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9) INCOME TAXES

The following table summarizes the provision for income taxes:

Year Ended December 31,
2013 2012 2011
Federal:
CUITENL .« o oottt e e e $11,413 $5,704 $4,864
Deferred . . ... 1,026 (526)  (656)
Provision for Federal income tax expense .......................... 12,439 5,178 4,208
State:
CUITENT . o e e e 1,581 966 664
Deferred . ... ... .. 125 (135) 56
Provision for State income taX eXpense . ... ........c.oeueunennenn . 1,706 831 720
Provision fOor iNCOME tAXES . .« . v v vt e e e e e e e e e e e e $14,145 $6,009 $4,928

The actual income tax expense differs from the expected income tax expense computed by applying the
combined applicable effective federal and state tax rates to income before the provision for income taxes as
follows:

Year Ended December 31,
2013 2012 2011
Expected income tax expense at federalrate ................................ $12,070 $5,500 $4.,425
State tax expense, net of federal deduction benefit ................. ... ... 1,140 547 472
Dividend received deduction . .......... ... .. ... ... a7 42) (38)
Prior period adjustment . ......... ... ... 699 — —
Other, NEL . . oo e 283 4 69
Reported inCome taxX EXPENSE . .. ot v vttt et e et e e $14,145 $6,009 $4,928

Deferred income taxes, which are included in other assets or other liabilities as appropriate, reflect the net
tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for income tax purposes.
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The table below summarizes the significant components of our net deferred tax asset:

December 31,

2013 2012

Deferred tax assets:
Unearned PrEMIUMS . . ..ottt ettt ettt et et e e e e e e e e e et et $ 11,370 $ 6,478
ASSESSIMENLS . . o ottt ettt e e e e e e e e 30 636
Tax-related discount On [OSS TESEIVE . . ... v vttt et e et 682 495
Bad debt eXpense . ... ... e 11 9
Other-than-temporary Impairment . ... ...........oontntninntnen e, 56 56
(.14 T O 873 672

Total deferred tax ASSELS . . . ..ottt et e e e e e e e 13,022 8,346
Deferred tax liabilities:
Unrealized gain . .. ... ..ot (58) (1,641)
Deferred acquiSitions COSES . . . .. v vttt et et e e e e e e e (11,061) (6,453)
Capitalized sOftWare . ... ... ... ... i (294) (207)
(14T T (1,317) (185)

Total deferred tax liabilities ... ........... .. e (12,730) (8,486)
Net deferred tax asset (Hability) .. ........co it e $ 292 $ (140)

In assessing the net realizable value of deferred tax assets, we consider whether it is more likely than not
that we will not realize some portion or all of the deferred tax assets. The ultimate realization of deferred tax
assets depends upon the generation of future taxable income during the periods in which those temporary
differences become deductible. We consider the scheduled reversal of deferred tax liabilities, projected future
taxable income and tax planning strategies in making this assessment.

The statute of limitations related to our consolidated Federal income tax returns and our Florida income tax
returns expired for all tax years up to and including 2009; therefore, only the 2010 through 2013 tax years remain
subject to examination by taxing authorities. No taxing authorities are currently examining any of our federal or
state income tax returns.

UPC Insurance’s reinsurance affiliate, which is based in the Cayman Islands, made an irrevocable election
under section 953(d) of the U.S. Internal Revenue Code of 1986, as amended, to be treated as a domestic
insurance company for U.S. Federal income tax purposes. As a result of this election, our reinsurance subsidiary
is subject to United States income tax on its worldwide income as if it were a U.S. corporation.

As of December 31, 2013, we have not taken any uncertain tax positions with regard to our tax returns.

10) STATUTORY ACCOUNTING AND REGULATION

The insurance industry is heavily-regulated. State laws and regulations, as well as national regulatory
agency requirements, govern the operations of all insurers such as our insurance affiliate. The various laws and
regulations require that insurers maintain minimum amounts of statutory surplus and risk-based capital, they
restrict insurers’ ability to pay dividends, they specify allowable investment types and investment mixes, and
they subject insurers to assessments. At December 31, 2013, and during the twelve months then ended, our
insurance affiliate met all regulatory requirements of the states in which it operates, and did not incur any
significant assessments.

Governmental agencies or certain quasi-governmental entities can levy assessments upon us in the states in
which we write policies. See Note 2(j) for a description of how we recover assessments imposed upon us.
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The table below summarizes the activity related to assessments levied upon our insurance affiliate:

2013 2012 2011
Expected recoveries of assessments, January 1 ............. .. ... ... .. .. ... $1646 $ 10 $413
AsSessments eXpensed . . ... ... 31 1,646 —
Assessments recovered . ... ... (1,457) — (403)
Assessments not recoverable . ....... .. ... (141) (10) —
Expected recoveries of assessments, December 31 ............................ $ 79 $1,646 $ 10

We expense an assessment when the particular governmental agency or quasi-governmental entity levies it
upon us; therefore, expected recoveries in the table above are not assets and we will record the amounts as
income when collected from policyholders.

During 2012, our insurance affiliate received a mandatory assessment from the Florida Insurance Guaranty
Association, Inc. (FIGA), a nonprofit corporation created by the Florida legislature. The assessment, which was
approved by the Florida Office of Insurance Regulation, is equal to 0.9% of our insurance affiliate’s net direct
written premiums in Florida for the 2011 calendar year and is applicable to all members of FIGA’s “All Other
Account,” which includes our insurance affiliate.

The assessment resulted in a pre-tax charge to consolidated operations of $1,646,000 in the fourth quarter of
2012. The mandatory assessment was recouped through a surcharge on our insurance affiliate’s Florida policies
during 2013. The remaining $79,000 assessment will be recouped during 2014.

Governmental agencies or certain quasi-governmental entities can also levy assessments upon
policyholders, and we collect the amount of the assessments from policyholders as surcharges for the benefit of
the assessing agency. We currently collect assessments levied upon policyholders on behalf of Citizens in the
amount of 1.0%, and on behalf of FHCF in the amount of 1.3%. We multiply the premium written on each
policy, except our flood policies, by these assessment percentages to determine the additional amount that we
will collect from the policyholder and remit to the assessing agencies.

Our insurance subsidiary is domiciled in Florida, and the laws of that state require that our insurance
affiliate maintain capital and surplus equal to the greater of 10% of its total liabilities or $5,000,000. Our
statutory capital surplus was $78,362,000 at December 31, 2013. State law also requires our insurance affiliate to
adhere to prescribed premium-to-capital surplus ratios, with which we were in compliance at December 31, 2013.

The National Association of Insurance Commissioners published risk-based capital guidelines for insurance
companies that are designed to assess capital adequacy and to raise the level of protection that statutory surplus
provides for policy holders. Most states, including Florida, have enacted the NAIC guidelines as statutory
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. State insurance regulatory authorities could
require an insurer to cease operations in the event the insurer fails to maintain the required statutory capital.

Florida law limits an insurer’s investment in equity instruments and also restricts investments in medium to
low quality debt instruments. We were in compliance with all investment restrictions at December 31, 2013 and
2012.

Florida law permits an insurer to pay dividends or make distributions out of that part of statutory surplus
derived from net operating profit and 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 insurance
regulatory authority and the amount of dividends or distributions that would require prior approval of the
insurance regulatory authority. Statutory risk-based capital requirements may further restrict our insurance
affiliate’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 risk-based capital requirements.
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The note payable to the SBA is considered a surplus note pursuant to statutory accounting principles. As a
result, our insurance affiliate is subject to the authority of the Insurance Commissioner of the State of Florida
with regard to its ability to repay principal and interest on the surplus note. Any payment of principal or interest
requires permission from the insurance regulatory authority.

We have reported our insurance subsidiary’s assets, liabilities and results of operations in accordance with
GAAP, which varies from statutory accounting principles prescribed or permitted by state laws and regulations,
as well as by general industry practices. The following items are principal differences between statutory
accounting and GAAP:

Statutory accounting requires that we exclude certain assets, called non-admitted assets, from the
balance sheet.

Statutory accounting requires us to expense policy acquisition costs when incurred, while GAAP
allows us to defer to the extent recoverable and amortize policy acquisition costs over the
estimated life of the policies.

Statutory accounting dictates how much of a deferred income tax asset that we can admit on a
statutory balance sheet.

Statutory accounting requires that we record certain investments at cost or amortized cost, while
we record other investments at fair value; however, GAAP requires that we record investments at
fair value.

Statutory accounting requires that surplus notes, also known as surplus debentures, be recorded in
statutory surplus, while GAAP requires us to record surplus notes as a liability.

Statutory accounting allows bonds to be carried at amortized cost or fair value based on the rating
received from the Securities Valuation Office of the National Association of Insurance
Commissioners, while they are recorded at fair value for GAAP.

Statutory accounting allows ceding commission income to be recognized when written if the cost
of acquiring and renewing the associated business exceeds the ceding commissions, but under
GAAP such income is deferred and recognized over the coverage period.

Statutory accounting requires that unearned premiums and loss reserves are presented net of
related reinsurance rather than on a gross basis under GAAP.

Statutory accounting requires a provision for reinsurance liability be established for reinsurance
recoverable on paid losses aged over ninety days and for unsecured amounts recoverable from
unauthorized reinsurers. Under GAAP there is no charge for uncollateralized amounts ceded to a
company not licensed in the insurance affiliate’s domiciliary state and a reserve for uncollectable
reinsurance is charged through earnings rather than surplus or equity.

Statutory accounting requires an additional admissibility test outlined in Statements on Statutory
Accounting Principles, No. 101 and the change in deferred income tax is reported directly in
capital and surplus, rather than being reported as a component of income tax expense under
GAAP.
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The level of required risk-based capital (RBC) is calculated and reported annually. There are five outcomes
to the RBC calculation set forth by the NAIC which are as follows:

1.
2.

No Action Level—If RBC is greater than 200%, no further action is required.

Company Action Level — If RBC is between 150% -200%, the insurer must prepare a report to the
regulator outlining a comprehensive financial plan that identifies conditions that contributed to the
insurer’s financial condition and proposes corrective actions.

Regulatory Action Level — If RBC is between 100% -150%, the state insurance commissioner is
required to perform any examinations or analyses to the insurer’s business and operations that he or she
deems necessary as well as issuing appropriate corrective orders.

Authorized Control Level — If RBC is between 70% - 100%, this is the first point that the regulator
may take control of the insurer even if the insurer is still technically solvent and is in addition to all the
remedies available at the higher action levels.

Mandatory Control Level — If RBC is less than 70%, the regulator is required to take steps to place the
insurer under its control regardless of the level of capital and surplus.

At December 31, 2013, our insurance affiliate’s RBC ratio was 632%.

Our insurance subsidiary must file with the various insurance regulatory authorities an “Annual Statement”
which reports, among other items, statutory net income (loss) and surplus as regards policyholders, which is
called stockholders’ equity under GAAP.

The table below reconciles our consolidated GAAP net income to the statutory net income (loss) of our
insurance affiliate:

Year Ended December 31,
2013 2012 2011

Consolidated GAAP NetinCome . ......... ... ... $20,342 $ 9,705 $ 8,088
Increase (decrease) due to:

COMIMISSIONS . . o v ittt ettt e et e e e e et e e e e 2,281 10,438 56

Deferred income taxes . .. ...ovt it (3,992) (4,262) (1,278)

Deferred policy acquiSition COStS ... .. ..vvtt e e (868) (688) 98)

Allowance for doubtful accounts . ............ ... .. ... ... .. ....... 5 (53) 16

ASSESSIMENLS . . . v vt ettt e (1,567) 1,636 (453)

Prepaid eXpenses . ... ...t 22 131 187

Premium deficiency reserve .............. ... — (302) 302

Operations of non-statutory subsidiaries . ........................... (9,023) (10,696) (11,452)
Statutory net income (loss) of insurance affiliate ......................... $ 7200 $ 5909 $ (4,632)
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The table below reconciles our consolidated GAAP stockholders’ equity to the surplus as regards
policyholders of our insurance affiliate:

December 31,

2013 2012

Consolidated GAAP stockholders’ equity . .............c.iiuiiiiinenaon.. $ 107,587 $ 87,986
Increase (decrease) due to:

Deferred policy acquiSition COSES . .. ..t vttt et e et et (3,281) (2,413)
Deferred iNCOmMEe taXes . . . ..ot ittt e e e (4,861) (4,162)
INVEStMENLS . . ... 1,478 (2,427)
Non-admitted aSSELS . .. ...ttt e e (247) (354)
Surplus debentures ... ... ...ttt 14,706 15,882
Provision for reinSurance . ................titinitnt et e (341) (225)
Equity of non-statutory subsidiaries . .............. ... (49,531)  (38,397)
COMIMISSIONS .« o ottt et e e e e e e e e e e e e e e e e e e 12,796 10,515
ASSESSIMCILS . . oottt 79 1,646
Prepaid eXpenses . . .. ..ot (23) (44)
Statutory surplus as regards policyholders of insurance affiliate .................... $ 78,362 $ 68,007

11) COMMITMENTS AND CONTINGENCIES

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.

See Note 8 for information regarding commitments related to long-term debt, and Note 10 for commitments
related to regulatory actions.

12) LEASES

We lease office space and office equipment under operating leases. In October of 2012, we renegotiated the
lease for office space for our corporate headquarters. Our revised lease agreement expires in November 2017;
however, we have two options to terminate the lease with 180 days of advance notice after completing twenty-
four or thirty-six months of tenancy.

We have office equipment leases with various expiration dates. Lease expense amounted to $698,000,
$560,000, and $508,000 for the years ended December 31, 2013, 2012, and 2011, respectively. At December 31,
2013, our minimum future lease payments under non-cancellable operating leases are:

Amount
200 $ 619
200 676
2006 . . 686
20T o 619

20 —
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13) RELATED PARTY TRANSACTIONS

In 2003, we entered into an investment-management agreement, in effect until terminated by either party,
with Synovus Trust. Synovus Financial Corporation (Synovus) owns Synovus Trust, which provides investment-
management services for the investment accounts of our subsidiaries. On September 28, 2011, Synovus, which
owned 14.9% of our common stock outstanding, sold all shares of our common stock that it owned. For the year
ended December 31, 2011, our subsidiaries incurred combined fees under the agreement of $85,000.

Effective March 30, 2011, our insurance affiliate purchased $2,250,000 of promissory notes offered
by Hamilton Risk Management Co. (HRM), a Florida corporation engaged in the business of providing
automobile insurance in Florida through its wholly-owned subsidiaries. The interest rate on the HRM notes was
two percent per annum. All outstanding principal of and interest on the HRM notes was to be due on March 30,
2014. In consideration for its purchase of the HRM notes, our insurance affiliate received a Class A limited
partnership interest in Acadia Acquisition Partners, L.P., the parent company of Hamilton Risk
Management. One of our former directors acts as Executive Chairman of Hamilton Risk Management on an
interim basis, and another of our former directors serves as one of two managers of the limited liability company
that serves as general partner of Acadia Acquisition Partners. We bifurcated the cash consideration of $2,250,000
by allocating $1,948,000 to the note receivable based on its fair value (using a discounted cash flow model) and
allocating the residual amount of $302,000 to our limited partnership interest. We reduced the carrying amount of
the limited partnership interest to zero by recording a charge to other expenses because our share of Acadia’s
losses for the second quarter of 2011 exceeded the carrying amount of the partnership interest.

During the second quarter ended June 30, 2012, it came to our attention that Hamilton Risk Management
breached a covenant contained in the Note Purchase Agreement, by reason of Kingsway Amigo Insurance
Company’s Surplus falling below $13,000,000. On July 17, 2012, we notified HRM of the breach and requested
that HRM remedy the breach. On July 20, 2012, our Board of Directors unanimously agreed to enter into
negotiations with HRM to settle the outstanding note receivable and to terminate our partnership interest in
Acadia Acquisition Partners, L.P. We settled the total outstanding note receivable and the partnership interest at
an amount equal to $1,750,000 and received the funds from HRM on August 13, 2012. We recorded a $316,000
impairment on the note receivable in June to reflect the difference between the carrying amount and the proposed
settlement amount, which was recorded in other expenses on the income statement.

Effective August 29, 2011, we entered into a Management Services Agreement (MSA) with 1347 Advisors,
LLC, a wholly-owned subsidiary of Kingsway Financial Services, Inc., a property and casualty insurance
company. During the term of the agreement, one of our former directors, Mr. Swets, served as the President and
Chief Executive Officer of Kingsway, and served as a Managing Director of 1347 Advisors. The MSA, which
was effective for a six-month period with automatic three-month extensions unless otherwise terminated,
stipulated that 1347 Advisors shall provide us with the services of an interim CFO, in addition to actuarial and
other services. Hassan Baqar served as our interim CFO under the MSA until April 2, 2012, when he submitted
his resignation effective concurrently with the termination of the MSA described in the final paragraph of this
section. During the term of the MSA, Mr. Baqar served as a Managing Director of 1347 Advisors and as a Vice
President of Kingsway America, Inc., a wholly-owned subsidiary of Kingsway Financial Services, Inc. In
exchange for the services, we paid 1347 Advisors a monthly consulting fee of $60,000 plus any reasonable
expenses. For the twelve months ended December 31, 2012, and 2011, we incurred fees of $180,000 and
$240,000, respectively under the MSA.

In response to a letter our insurance affiliate received from Florida’s insurance regulatory authority more
fully described in our Current Report on Form 8-K filed with the SEC on April 5, 2012, our management affiliate
notified 1347 Advisors on April 2, 2012, of its desire to terminate the MSA. Effective April 2, 2012, our
management affiliate and 1347 Advisors entered into a Termination Agreement and Release (Termination
Agreement) pursuant to which the parties agreed to a mutual termination of the Management Services Agreement
effective immediately. As a result of the foregoing, our management affiliate will no longer be obligated to pay
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1347 Advisors the management services fee described above. The Termination Agreement provides that 1347
shall cooperate with our management affiliate to effect the transition of certain actuarial services to our
management affiliate or another company.

On November 14, 2011, we entered into an employment and advisor agreement (the Agreement), with
Mr. Cronin, our former Chief Executive Officer, which provided that Mr. Cronin would remain in his position as
Chief Executive Officer until the earlier of May 1, 2012, or the appointment of his successor. While Mr. Cronin
served as our CEO, Mr. Cronin would continue to receive his current base salary and benefits, which have not
been adjusted from the amounts reported in our SEC filings for our 2010 fiscal year. During this period,
Mr. Cronin was eligible to receive discretionary bonuses, if any, paid to senior management. After January 1,
2012, if Mr. Cronin relocated his primary residence outside the State of Florida, we would reimburse Mr. Cronin
for reasonable travel expenses incurred by him to perform his duties as our CEO.

The Agreement further provided that we would retain Mr. Cronin’s services as a consultant and advisor for
a period of 24 months after he ceased serving as our Chief Executive Officer. Mr. Cronin would receive an
amount equal to his current base salary plus benefits, as described above, as compensation for performing such
services. Mr. Cronin may terminate the Agreement for any reason upon 30 days advance written notice. We may
terminate the Agreement for cause upon 30 days advance written notice. The Agreement also contains provisions
restricting Mr. Cronin’s ability to compete with us or solicit our employees. In December 2012, we received
notice that Mr. Cronin would be unable to continue serving as a consultant and advisor and as a result of the
notice we recorded an accrual in the amount of $480,000 for the remaining salary and benefits owed to
Mr. Cronin for the remainder of the contract term that expires in April 2014. As of the end of December 31,
2013, the remaining balance owed to Mr. Cronin was $121,000.

14) EMPLOYEE BENEFIT PLAN

We provide a 401(k) plan for substantially all of our employees. We match 100% of the first 5% of
employees’ contributions to the plan. For the years ended December 31, 2013, 2012, and 2011, our contributions
to the plan on behalf of the participating employees were $180,000, $111,000, and $97,000, respectively.

15) ACCUMULATED OTHER COMPREHENSIVE INCOME

We report changes in other comprehensive income items within comprehensive income on the Consolidated
Statements of Comprehensive Income, and we include accumulated other comprehensive income as a component
of stockholders’ equity on the Consolidated Balance Sheets.

The table below details the components of accumulated other comprehensive income at year end:

T
Pre-Tax (Expz):lse) Net-of-Tax
Amount Benefit Amount
December 31,2010 .. ... o $ (352) $ 136 $ (216)
Changes in net unrealized gain (loss) on investments .................. 4,291 (1,656) 2,635
Reclassification adjustment for realized gains ........................ (158) 61 97)
Reclassification adjustment for recognized other-than-temporary
IMPAITMENES . . . ottt et ettt e e et e e 31 (12) 19
December 31, 2011 ... o 3,812 (1,471) 2,341
Changes in net unrealized gain (loss) on investments .................. 2,602  (1,004) 1,598
Reclassification adjustment for realized gains . ....................... (2,160) 834 (1,326)
December 31, 2012 ... . 4,254  (1,641) 2,613
Changes in net unrealized gain (loss) on investments .................. (4,233) 1,633 (2,600)
Reclassification adjustment for realized losses ....................... 129 (50) 79
December 31, 2013 . ... o $ 150 $ (38) $ 92




16) STOCKHOLDERS’ EQUITY

We are authorized to issue 875,000 shares of “blank check” preferred stock, which may be issued from time
to time in one or more series upon authorization by our board of directors. Our Board of Directors (Board),
without further approval of the stockholders, is authorized to fix the designations, powers, including voting
powers, preferences and the relative, participating optional or other special rights of the shares of each series and
any qualifications, limitations and restrictions thereof. As of December 31, 2013, we had not issued any shares of
preferred stock.

On November 5, 2013, our Board declared a $0.03 per share quarterly cash dividend. We paid the $486,000
dividend on December 13, 2013, to stockholders of record on November 29, 2013.

On October 1, 2013, we awarded Jay Williams, Vice President—Marketing, 2,299 shares of restricted
common stock in connection with his employment with our Company.

On September 13, 2013, we awarded Andy Swenson, Chief Information Officer, and Deepak Menon, Vice
President—Operations and Business Development, 2,167 and 2,110 shares of restricted common stock,
respectively, in connection with their employment with our Company.

On August 7, 2013, our Board declared a $0.03 per share quarterly cash dividend. We paid the $486,000
dividend on September 13, 2013, to stockholders of record on August 30, 2013.

On May 7, 2013, our Board declared a $0.03 per share quarterly cash dividend. We paid the $486,000
dividend on June 14, 2013, to stockholders of record on May 31, 2013.

On March 6, 2013, our Board declared a $0.03 per share quarterly cash dividend. We paid the $486,000
dividend on March 27, 2013, to stockholders of record on March 20, 2013.

On January 11, 2013, Raymond James, the lead underwriter on our public offering, exercised their over-
allotment option to purchase 750,000 shares of our common stock and we received net proceeds less
underwriting expenses of $3,591,000 from the exercise.

On December 18, 2012, our Board declared a $0.03 per share cash dividend. We paid the $464,000 dividend
on December 31, 2012, to stockholders of record on December 28, 2012.

On December 14, 2012, we closed an underwritten public offering of 5,000,000 shares of our common
stock. Certain of our stockholders sold an additional 300,075 shares of our common stock in that offering. Our
total net proceeds from the offering were approximately $23,947,000.

On October 1, 2012, Brad Martz began serving as our Chief Financial Officer and we awarded him 3,900
shares of restricted common stock in connection with his employment with our Company.

On July 20, 2012, our Board of Directors declared a dividend of one preferred share purchase right for each
outstanding share of common stock, $0.0001 par value per share, of the Company. The dividend was payable to
the stockholders of record on August 3, 2012. Each Right entitles the registered holder to purchase from the
Company one one-hundredth of a share of Series A Junior Participating Preferred Stock, $0.0001 par value
(Preferred Shares), of the Company, at a price of $27.00 per one one-hundredth of a Preferred Share, subject to
adjustment. The Rights are not exercisable until the distribution date, and will expire on July 20, 2022, unless the
Rights are earlier redeemed or exchanged by us.

On June 14, 2012, John Forney began serving as our Chief Executive Officer and we awarded him 86,990
shares of restricted common stock in connection with his employment with our Company.
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On March 14, 2012, our Board declared a $0.05 per share cash dividend. We paid the $518,000 dividend on
April 5, 2012, to stockholders of record on March 26, 2012.

On November 9, 2011, our Board declared a $0.05 per share dividend. We paid the $518,000 dividend on
December 15, 2011, to stockholders of record on November 30, 2011.

On October 4, 2011, all outstanding warrants to purchase shares of our common stock expired.

On May 19, 2011, we purchased a total of 212,083 shares of our common stock at a per-share price of
$2.00. Inclusive of fees and commissions, we paid a total of $431,000, or $2.03 per share.

17) STOCK-BASED COMPENSATION

We account for stock-based compensation under the fair value recognition provisions of ASC Topic 718—
“Compensation—Stock Compensation.”

Share-based compensation cost for restricted stock grants is measured based on the closing fair market value
of our common stock on the date of grant. We recognize share-based compensation cost over the award’s
requisite service period on a straight-line basis for time-based restricted stock grants.

We granted 10,476 restricted stock awards during the twelve-month period ended December 31, 2013,
which had a weighted-average grant date fair value of $7.64 per share. We granted 86,990 shares of restricted
stock during the twelve-month period ended December 31, 2012, which had a weighted-average grant date fair
value of $5.25.

The following table presents certain information related to non-vested shares:

Non-Vested Shares

Number
of Weighted Average
Shares Grant Date Fair Value
Outstanding as of December 31,2012 . ....... .. .. .. .. . . .. 86,990 $5.25
Granted . . . ... 10,476 7.64
Vested . .. 17,398 5.25
Outstanding as of December 31,2013 . ... ... .. .. .. . . i 80,068 $5.56

We have approximately $347,000 of unrecognized stock compensation expense related to non-vested
compensation granted, which we expect to recognize over the next three and a half years. We recognized
$133,000 and $55,000 of compensation expense during the twelve months ended December 31, 2013 and 2012,
respectively.

18) SUBSEQUENT EVENTS

We evaluate all subsequent events and transactions for potential recognition or disclosure in our financial
statements.

On February 4, 2014, our insurance affiliate filed for a 17.0% average rate increase on all new and renewal
homeowner business written in Rhode Island, which is currently pending approval by the state regulatory
authority.

On February 12, 2014, our insurance affiliate filed for a 4.3% average rate increase on all new and renewal
homeowner business written in Florida, which is currently pending approval by the state regulatory authority.

On February 24, 2014, our Board of Directors declared a $0.04 per share quarterly cash dividend payable on
March 21, 2014, to stockholders of record on March 14, 2014.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We maintain a set of disclosure controls and procedures designed to ensure that the information we must
disclose in reports we file or submit under the Securities Exchange Act of 1934, as amended (Exchange Act) is
recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms.
We designed our disclosure controls with the objective of ensuring we accumulate and communicate this
information to our management, including our principal executive officer and principal financial officer, as
appropriate, to allow timely decisions regarding required disclosure.

Under the supervision and with the participation of our management, including our principal executive
officer and principal financial officer, we conducted an evaluation of the effectiveness of the design and
operations of our disclosure controls and procedures, as such term is defined in Rules 13a-15(e) and 15d-15(e)
under Exchange Act, as of the end of the period covered by this report. Based on our evaluation, our principal
executive officer and principal financial officer concluded that our disclosure controls and procedures were
effective as of the end of the period covered by this report to ensure that the information required to be disclosed
by us in the reports that we file or submit under the Exchange Act is recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and forms.

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over our financial
reporting. Internal control over financial reporting is a process to provide reasonable assurance regarding the
reliability of our financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles in the United States. 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 our transactions and dispositions of our assets; (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 our receipts and expenditures are being made only in
accordance with authorizations of our management and directors; and (c) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use or disposition of our assets that could have a
material effect on our financial statements.

Our management assessed the effectiveness of our internal control over financial reporting as of
December 31, 2013. In making this assessment, our management used the criteria set forth in the Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission in 1992. Based on the criteria set forth in the Internal Control-Integrated Framework, our
management believes that as of December 31, 2013, our internal control over our financial reporting is effective.

McGladrey LLP, our independent registered public accounting firm that audited the consolidated financial
statements included in this Form 10-K, has issued their attestation report on our internal control over financial
reporting, which is included herein.

Changes in Internal Control over Financial Reporting

During the fiscal quarter ended December 31, 2013, we made no change in our internal control over
financial reporting that has materially affected, or is reasonably likely to materially affect, our internal control
over financial reporting.
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Limitations on Controls

Because of the inherent limitations of internal controls, we do not expect our disclosure controls and
procedures or our internal control over financial reporting will prevent or detect all errors and fraud. Any control
system, no matter how well designed and operated, is based upon certain assumptions and can provide only
reasonable, not absolute, assurance that our objectives will be met. Further, no evaluation of controls can provide
absolute assurance that we will prevent all misstatements due to error or fraud or that we will detect all control
issues and instances of fraud, if any, within our company.

Item 9B. Other Information

None.
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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, 2013, based on criteria established in Internal Control - Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission in 1992. 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, 2013, based on criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission in 1992.

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, 2013, and the related consolidated statements of comprehensive income, stockholders’ equity, and
cash flows for the year then ended, and our report dated February 24, 2014 expressed an unqualified opinion.

/s/ McGladrey LLP

Raleigh, North Carolina
February 24, 2014
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PART III

Item 10. Directors, Executive Officers and Corporate Governance

Other than the information regarding our Code of Conduct and Ethics set forth below, all information
required by this Item is incorporated herein by reference to our definitive Proxy Statement for the 2014 Annual
Meeting of our Stockholders to be filed with the SEC within 120 days after the end of our fiscal year ended
December 31, 2013.

CODE OF CONDUCT AND ETHICS

We have adopted a code of ethics (our Code of Conduct and Ethics) that applies to our officers, directors
and employees, including our principal executive officer and our principal financial and accounting officer, in
accordance with applicable federal securities laws. We have filed a copy of our Code of Conduct and Ethics with
the SEC (filed as Exhibit 14 to the Form S-1, Registration No. 333-143466, filed June 4, 2007). This document
may be reviewed by accessing our public filings at the SEC’s web site at www.sec.gov. In addition, a copy of our
Code of Conduct and Ethics will be provided without charge upon written request submitted to us via regular
mail or via electronic mail to investorrelations @upcinsurance.com. We intend to post notice of any waiver from,
or amendment to, any provision in our Code of Conduct and Ethics on our website at www.upcinsurance.com.

Item 11. Executive Compensation

The information required by this Item is incorporated herein by reference to our definitive Proxy Statement
for the 2014 Annual Meeting of our Stockholders to be filed with the SEC within 120 days after the end of our
fiscal year ended December 31, 2013.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Information regarding our equity compensation plans is incorporated herein by reference to Item 5 of Part II
of this Form 10-K. All other information required by this Item is incorporated herein by reference to our
definitive Proxy Statement for the 2014 Annual Meeting of our Stockholders to be filed with the SEC within
120 days after the end of our fiscal year ended December 31, 2013.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this Item is incorporated herein by reference to our definitive Proxy Statement
for the 2014 Annual Meeting of our Stockholders to be filed with the SEC within 120 days after the end of our
fiscal year ended December 31, 2013.

Item 14. Principal Accounting Fees and Services

The information required by this Item is incorporated herein by reference to our definitive Proxy Statement
for the 2014 Annual Meeting of our Stockholders to be filed with the SEC within 120 days after the end of our
fiscal year ended December 31, 2013.
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PART IV

Item 15. Exhibits, Financial Statement Schedules
The following documents are filed as part of this Report:

(1) Consolidated Financial Statements. In Part II, Item 8, we have included our consolidated
financial statements, the notes thereto and the report of the Independent Registered Public
Accounting Firm.

(2) Financial Statement Schedules. Schedule I — Summary of Investments, Schedule IV —
Reinsurance, and Schedule V — Valuation and Qualifying Accounts are filed as a part hereof along
with the related report of the Independent Registered Public Accounting Firm included in Part II,
Item 8. All other schedules have been omitted because the information required to be set forth
therein is not applicable or is included in the consolidated financial statements or notes thereto.

(3) Exhibits. We hereby file as part of this Annual Report on Form 10-K the Exhibits listed on the
attached Exhibit Index. Exhibits which are incorporated herein by reference can be inspected and
copied at the public reference facilities maintained by the SEC, 100 F Street, N.E., Room 1580,
Washington D.C. 20549, at prescribed rates or on the SEC website at www.sec.gov.
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SCHEDULE I. SUMMARY OF INVESTMENTS

December 31, 2013
Amount
Shown in
Cost or Consolidated
Amortized Balance
Cost Fair Value Sheet
Bonds:

U.S. government, government agencies and authorities ............. $ 98,621 $ 97,480 $ 97,480
Foreign governments .. ...t 3,287 3,227 3,227
States, municipalities and political subdivisions . .................. 45,556 45,777 45,777
Public utilities .. ........ ... 9,103 9,133 9,133
All other corporate bonds . ......... .. ... ... 118,084 117,407 117,407
Total fixed maturities . ............... ...t ... 274,651 273,024 273,024

Common stocks:
Public utilities . ... ..... ... . 804 807 807
Industrial, miscellaneous and allother .......................... 12,749 14,546 14,546
Nonredeemable preferred stocks .. ..........c.. .. 272 249 249
Total equity SECUIILIES . . ... vv ettt 13,825 15,602 15,602
Other long-term inVestments . ... ..........ouunennenenenennenenan . 300 300 300
Total INVEStMENTS . . .ottt et e et e e $288,776 $288,926  $288,926
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SCHEDULE IV. REINSURANCE

Property and Casualty Insurance

Percentage

Premiums Premiums of
Direct Ceded to Assumed Net Premiums
Premium Other from Other  Premiums  Assumed to

Written Companies Companies Written Net

Years Ended December 31,

2013 $ 339,765 124,682 41,587 $ 256,670 16.2%
2012 254913 113,234 4 141,675 — %
2011 o 199,606 93,418 4,200 110,388 3.8%
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SCHEDULE V. VALUATION AND QUALIFYING ACCOUNTS

Uncollectible Premium Liability

Balance at Charged to Balance at
Beginning  Costs and End of
of Period Expenses  Deductions Period
Years Ended December 31,
2013 oo $ 24 21 (16) $ 29
2012 77 16 (69) 24
200l 61 16 — 77
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Exhibit

EXHIBIT INDEX

Description

3.1

32

4.1

4.2

4.3

10.1

10.2

10.3

10.4

10.5

10.6

10.7

Second Amended and Restated Certificate of Incorporation (as amended to include the Certificate of
Designations, Powers, Preferences and Rights of Series A Junior Participating Preferred Stock of
United Insurance Holdings Corp.) (filed as exhibit 3.1 to the Form 10-Q filed on August 8, 2012, and
incorporated herein by reference).

Bylaws (included as exhibit 3.3 to the Form S-1 (Registration No. 333-143466), filed June 4, 2007,
and incorporated herein by reference).

Specimen Common Stock Certificate (included as exhibit 4.2 to Amendment No. 1 to Post-Effective
Amendment No. 1 on Form S-3 (Registration No. 333-150327), filed on December 23, 2008, and
incorporated herein by reference).

Registration Rights Agreement, dated October 4, 2007, by and among FMG Acquisition Corp. and the
investors named therein (included as exhibit 10.4 to the Form 8K, filed October 12, 2007, and
incorporated herein by reference).

Rights Agreement, dated as of July 20, 2012, between United Insurance Holdings Corp and
Continental Stock Transfer & Trust Company, which includes as Exhibit A thereto a summary of the
terms of the Series A Junior Participating Preferred Stock, as Exhibit B thereto the Form of Right
Certificate, and as Exhibit C thereto the Summary of Rights to Purchase Preferred Shares (included as
Exhibit 4.1 to the Form 8-A filed July 23, 2012, and incorporated herein by reference.).

Investment Management Agreement between United Property & Casualty Insurance Company and
Synovus Trust Company, dated October 8, 2003 (included as exhibit 10.18 to the Form S-4/A
(Registration No. 333-150327), filed June 13, 2008, and incorporated herein by reference).

Insurance Capital Build-up Incentive Program Surplus Note between United Property & Casualty
Insurance Company and the State Board of Administration of Florida dated September 22, 2006
(included as exhibit 10.31 to the Form S-4/A (Registration No. 333-150327), filed June 13, 2008, and
incorporated herein by reference).

Master Business Process Outsourcing Services Agreement between United Insurance Management,
LLC and Computer Sciences Corporation, dated March 11, 2008 (included as exhibit 10.24 to the
Form S-4/A (Registration No. 333-150327), filed June 13, 2008, and incorporated herein by
reference).

Addendum Number One to Insurance Capital Build-Up Incentive Program Surplus Note, dated
November 7, 2008 and effective July 1, 2008, between the State Board of Administration of Florida
and United Property & Casualty Insurance Company (included as exhibit 10.1 to the Form 8-K, filed
November 12, 2008, and incorporated herein by reference).

Federal Income Tax Allocation Agreement between United Insurance Holdings Corp., United
Insurance Management, L.C., Skyway Claims Services, LLC, United Property & Casualty Insurance
Company, and UPC Re dated July 1, 2012 (filed as exhibit 10.11 to the Form 10-Q filed on August 8,
2012, and incorporated herein by reference).

Promissory Note dated March 30, 2011, issued by HRM Acquisition Corp. to United Property and
Casualty Insurance Company (included as exhibit 10.1 to the Form 10-Q, filed May 11, 2011, and
incorporated herein by reference).

Note Purchase Agreement dated March 30, 2011, between HRM Acquisition Corp. and United
Property and Casualty Insurance Company (included as exhibit 10.2 to the Form 10-Q, filed May 11,
2011, and incorporated herein by reference).
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Exhibit

Description

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16 (a)

10.17 (a)

10.18 (a)

10.19 (a)

10.20 (a)

Agreement of Limited Partnership dated March 30, 2011, between Acadia GP, LLC (in its capacity as
a general partner of Acadia Acquisition Partners, L.P.) and limited partners (including United
Property and Casualty Insurance Company) (included as exhibit 10.3 to the Form 10-Q, filed May 11,
2011, and incorporated herein by reference).

PR-M Non-Bonus Assumption Agreement dated March 3, 2011 between Citizens Property Insurance
Corporation and United Property and Casualty Insurance Company (included as exhibit 10.4 to the
Form 10-Q, filed May 11, 2011, and incorporated herein by reference).

Florida Hurricane Catastrophe Fund Reimbursement Contract between United Property & Casualty
Insurance Company and the State Board of Administration of Florida and including Addenda 1,
effective June 1, 2013 (included as exhibit 10.1 to the Form 8-K filed on June 5, 2013, and
incorporated herein by reference).

Form of Property Catastrophe Excess of Loss Reinsurance Agreement between United Property &
Casualty Insurance Company and Various Reinsurance Companies, effective June 1, 2013 (included
as Exhibit 10.2 to the Form 8-K filed on June 5, 2013, and incorporated herein by reference).

Form of Two-Year Property Catastrophe Excess of Loss Reinsurance Agreement between United
Property & Casualty Insurance Company and Various Reinsurance Companies, effective June 1, 2013
(included as Exhibit 10.3 to the Form 8-K filed on June 5, 2013, and incorporated herein by
reference).

Form of Property Catastrophe Aggregate Excess of Loss Reinsurance Agreement between United
Property & Casualty Insurance Company and Various Reinsurance Companies, effective June 1, 2013
(included as Exhibit 10.4 to the Form 8-K filed on June 5, 2013, and incorporated herein by
reference).

Property Per Risk Excess of Loss Reinsurance Agreement between United Property & Casualty
Insurance Company and Various Reinsurance Companies, effective January 1, 2014.

Assumption Agreement between Sunshine State Insurance Company and United Property & Casualty
Insurance Company, effective July 1, 2010 (included as exhibit 10.7 to the Form 10-Q, filed
August 9, 2010, and incorporated herein by reference).

Management Services Agreement between United Insurance Management, L.C. and 1347 Advisors,
LLC, effective August 29, 2011 (included as exhibit 10.1 to the Form 10-Q, filed November 9, 2011,
and incorporated herein by reference).

Continuing Employment and Senior Advisor Agreement between United Insurance Holdings Corp.
and Don Cronin effective November 1, 2011 (included as exhibit 10.19 to the Form 10-K, filed March
13, 2012, and incorporated herein by reference).

Termination Agreement and Release, dated as of April 2, 2012, between 1347 Advisors LLC, and
United Insurance Management, L.C. (included as exhibit 10.1 to the Form 8-K filed on April 4, 2012,
and incorporated herein by reference).

Employment Agreement between United Insurance Holdings Corp. and Mr. John Forney, dated
June 8, 2012 (included as Exhibit 10.1 to the Form 8-K, filed June 12, 2012, and incorporated herein
by reference).

First Amendment to Employment Agreement between United Insurance Holdings Corp. and Mr. John
Forney, dated June 12, 2012 (included as Exhibit 10.2 to the Form 8-K filed on June 12, 2012, and
incorporated herein by reference).
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Exhibit

Description

10.21 (a)

10.22

10.23 (a)

10.24 (a)

10.25

10.26 (a)

10.27 (a)

10.28 (a)

10.29 (a)

10.30 (a)

10.31 (a)

10.32 (a)

10.33 (a)

10.34 (a)

Restricted Stock Award Agreement, dated September 14, 2012, by and between United Insurance
Holdings Corp. and John Forney (included as Exhibit 10.1 to the Form 8-K, filed September 14,
2012, and incorporated herein by reference).

Form of Indemnification Agreement between United Insurance Holdings Corp. and its Directors
(included as Exhibit 10.1 to the Form 8-K, filed October 10, 2012, and incorporated herein by
reference).

Employment Agreement, dated November 5, 2012, between United Insurance Management, L.C.
and John Langowski (filed as Exhibit 10.1 to the Form 8-KA filed on November 8, 2012, and
incorporated herein by reference).

Employment Agreement between United Insurance Holdings Corp. and Mr. B. Bradford Martz,
dated October 31, 2012 and effective October 1, 2012 (filed as Exhibit 10.1 to the Form 8-KA filed
on November 6, 2012, and incorporated herein by reference).

Assumption Agreement between Citizens and United Property Casualty Insurance Company,
effective November 20, 2012 (filed as Exhibit 10.1 to the Form 10-Q, filed May 8, 2013, and
incorporated herein by reference).

Restricted Stock Award Agreement, dated May 28, 2013, by and between United Insurance Holdings
Corp. and B. Bradford Martz (included as Exhibit 10.1 to the Form 8-K, filed July 12, 2013, and
incorporated herein by reference).

Employment Agreement, dated July 8, 2013, between United Insurance Holdings Corp. and Jay
Williams (included as Exhibit 10.1 to the Form 8-K filed on July 12, 2013, and incorporated herein
by reference).

Employment Agreement, dated July 10, 2013 between United Insurance Holdings Corp. and Deepak
Menon (included as Exhibit 10.1 to the Form 8-K filed on July 11, 2013, and incorporated herein by
reference).

Employment Agreement, dated August 26, 2013 between United Insurance Holdings Corp. and
Andrew Swenson (included as Exhibit 10.1 to the Form 8-K filed on August 26, 2013, and
incorporated herein by reference).

Restricted Stock Award Agreement, dated September 13, 2013, by and between United Insurance
Holdings Corp. and Andrew Swenson (included as Exhibit 10.6 to the Form 10-Q, filed November 7,
2013, and incorporated herein by reference).

Restricted Stock Award Agreement, dated September 13, 2013, by and between United Insurance
Holdings Corp. and Deepak Menon (included as Exhibit 10.7 to the Form 10-Q, filed November 7,
2013, and incorporated herein by reference).

Form of Restricted Stock Award under the United Insurance Holdings Corp. 2013 Omnibus
Incentive Plan (included as Exhibit 10.1 to the Form 8-K, filed September 30, 2013, and
incorporated herein by reference).

Employment Agreement, dated February 5, 2014 between United Insurance Holdings Corp. and
Kimberly Salmon (included as Exhibit 10.1 to the Form 8-K filed on February 6, 2014, and
incorporated herein by reference).

United Insurance Holdings Corp. 2013 Omnibus Incentive Plan (incorporated by reference to
Appendix A to the Company’s Definitive Proxy statement for its 2013 Annual Meeting, filed on
April 16, 2013).
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Exhibit

14.1

21.1
23.1
31.1
31.2
32.1
322
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Description

Code of Conduct and Ethics (included as exhibit 14 to the Form S-1 (Registration No. 333-
143466), filed June 4, 2007, and incorporated herein by reference).

Subsidiaries of United Insurance Holdings Corp.

Consent of McGladrey LLP.

Certification of Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act.
Certification of Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act.
Certification of Principal Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act.
Certification of Principal Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act.
XBRL Instance Document

XBRL Taxonomy Extension Schema

XBRL Taxonomy Extension Calculation Linkbase

XBRL Taxonomy Extension Definition Linkbase

XBRL Taxonomy Extension Label Linkbase

XBRL Taxonomy Extension Presentation Linkbase

(a) Indicates management contract or compensatory plan
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: February 24, 2014

UNITED INSURANCE HOLDINGS CORP.

By: /s/ John L. Forney

Name: John L. Forney
Title: Chief Executive Officer

(principal executive officer and duly authorized

officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

/s/ John L. Forney

John L. Forney

/s/ B. Bradford Martz

B. Bradford Martz

/s/ Gregory C. Branch

Gregory C. Branch

/s/ Kern M. Davis, M.D.

Kern M. Davis, M.D.

/s/ William H. Hood, 111

William H. Hood, 111

/s/ Alec L. Poitevint, I1

Alec L. Poitevint, II

/s/ Kent G. Whittemore

Kent G. Whittemore

/s/ Sherrill W. Hudson

Sherrill W. Hudson

President, Chief Executive Officer and Director
(principal executive officer)

Chief Financial Officer

(principal financial and accounting officer)

Chairman of the Board

Director

Director

Director

Director

Director
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EXHIBIT 31.1

CERTIFICATIONS PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT

I, John L. Forney, certify that:

1. T have reviewed this Form 10-K of United Insurance Holdings Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15(d)-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, 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;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of
an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

/s/ John L. Forney

John L. Forney
President and Chief Executive Officer
(principal executive officer)

February 24, 2014



EXHIBIT 31.2

CERTIFICATIONS PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT

I, B. Bradford Martz, certify that:

1. I have reviewed this Form 10-K of United Insurance Holdings Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15(d)-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, 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;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of
an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

/s/ B. Bradford Martz

B. Bradford Martz

Chief Financial Officer
(principal financial officer and
principal accounting officer)

February 24, 2014



EXHIBIT 32.1

CERTIFICATION PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT

In connection with the Form 10-K of United Insurance Holdings Corp. for the year ended December 31, 2013, as
filed with the Securities and Exchange Commission (the Report), I, John L. Forney, the President and Chief
Executive Officer (principal executive officer) of United Insurance Holdings Corp. hereby certify pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2) The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of United Insurance Holdings Corp.

By: /s/John L. Forney

John L. Forney
President and Chief Executive Officer
(principal executive officer) February 24, 2014




EXHIBIT 32.2

CERTIFICATION PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT

In connection with the Form 10-K of United Insurance Holdings Corp. for the year ended December 31,
2013, as filed with the Securities and Exchange Commission (the Report), I, B. Bradford Martz, the Chief
Financial Officer (principal financial officer and principal accounting officer) of United Insurance Holdings

Corp. hereby certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, that:

1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2) The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of United Insurance Holdings Corp.

By: /s/ B. Bradford Martz
B. Bradford Martz
Chief Financial Officer
(principal financial officer and
principal accounting officer) February 24, 2014




Corporate Headquarters

Transfer Agent

Counsel

Independent Auditors

Investor Relations

Stock Listing
Annual Meeting

Directors

Executive Officers

United Insurance Holdings Corp.
360 Central Avenue

Suite 900

St. Petersburg, FL 33701

American Stock Transfer & Trust Company, LLC
6201 15t Avenue
Brooklyn, NY 11219

Foley & Lardner LLP
100 N Tampa St
Suite 2700

Tampa, FL 33602

McGladrey LLP
1201 Edwards Mill Rd., Suite 300
Raleigh, NC 27607

The Equity Group, Inc.
800 Third Ave

36t Floor

New York, NY 10022

NASDAQ); symbol UITHC

The 2014 Annual Meeting will be held on Wednesday, May 7,
2014 at 1:00 p.m. EDT at the corporate headquarters of United
Insurance Holdings Corp.

Gregory C. Branch, Chairman — Chairman and owner of
Branch Properties, Inc.

Kern M. Davis — President of Pathology Associates Group

William H. Hood, III — Sole member of Hall Capital Holdings
LLC

Sherrill W. Hudson — Chairman of TECO Energy, Inc.

Alec L. Poitevint, IT — Chairman and President of
Southeastern Minerals, Inc.

Kent G. Whittemore — President and a shareholder of The
Whittemore Law Group, P.A.

John L. Forney, CFA - President and Chief Executive Officer
B. Bradford Martz, CFA — Chief Financial Officer
John F. Langowski, III — Vice President, Claims

Deepak Menon — Vice President, Operations and Business
Development

Kimberly Salmon — General Counsel and Chief Legal Officer
Andrew D. Swenson — Chief Information Officer

Jay K. Williams — Vice President, Marketing
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