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PARTI
ITEM 1. BUSINESS
THE COMPANY

Universal Insurance Holdings, Inc. (“UIH” or the “Company”’) was originally organized as Universal Heights, Inc. in
1990. The Company changed its name to Universal Insurance Holdings, Inc. on January 12, 2001. In April 1997, the
Company organized a subsidiary, Universal Property & Casualty Insurance Company (“UPCIC”), as part of its strategy
to take advantage of what management believed to be profitable business and growth opportunities in the marketplace.
UPCIC was formed to participate in the transfer of homeowners’ insurance policies from the Florida Residential
Property and Casualty Joint Underwriting Association (“JUA”). The Company has since evolved into a vertically
integrated insurance holding company, which through its various subsidiaries, covers substantially all aspects of
insurance underwriting, distribution and claims processing.

The Company was incorporated under the laws of the State of Delaware on November 13, 1990 and its principal
executive offices are located at 1110 West Commercial Boulevard, Suite 100, Fort Lauderdale, Florida 33309, and its
telephone number is (954) 958-1200.

INSURANCE BUSINESS

The Company’s primary product is homeowners’ insurance. The Company’s criteria for selecting insurance policies
includes, but is not limited to, the use of specific policy forms, coverage amounts on buildings and contents and
required compliance with local building codes. Also, to improve underwriting and manage risk, the Company utilizes
standard industry modeling techniques for hurricane and windstorm exposure. UPCIC’s portfolio as of December 31,
2009 includes approximately 531,000 policies with coverage for wind risks and 10,000 policies without wind
risks. The average premium for a policy with wind coverage is approximately $1,059 and the average premium for a
policy without wind coverage is approximately $465.

As of December 31, 2009, the geographical distribution of UPCIC’s policies-in-force and total insured values in the
state of Florida were as follows:

Total Total Insured
County  Policies % Value %
Miami-Dade,
Broward
& Palm
Beach 170,795 31.81% $36,560,594,399 31.73%
Pinellas &

Hillsborough 68,153 12.69% $14,688,426,845 12.75%
Lee & Collier 61,365 11.43% $12,117,598,272 10.52%

Brevard &

Indian River 30,220 5.63% $6,346,766,734 5.51%
Manatee &
Sarasota 34,112 6.35% $6,321,468,335 5.49%
Escambia 23,017 4.29% $6,112,521,550 5.30%
St. Lucie &
Martin 27,425 5.11% $5,802,604,573 5.04%
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Duval 13,126 2.44% $2,606,652,926 2.26%
All Other

Counties 108,720 20.25% $24,654,372,445 21.40%
Total 536,933100.00% $115,211,006,079 100.00%

As of December 31, 2009, UPCIC’s aggregate portfolio in North Carolina, South Carolina and Hawaii included
approximately 4,000 policies with a total insured value of approximately $1.6 billion.

OPERATIONS

All underwriting, rating, policy issuance, reinsurance negotiations, and certain administration functions for UPCIC are
performed by Universal Risk Advisors, Inc., a wholly owned subsidiary of the Company. Reinsurance negotiations
for UPCIC are also performed by Blue Atlantic Reinsurance Corp. (“BARC”), a wholly owned subsidiary of the
Company, and unaffiliated third parties. Universal Adjusting Corporation, a wholly owned subsidiary, performs
claims adjustment for UPCIC.
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The earnings of UPCIC from policy premiums are supplemented to an extent by the generation of investment income
from investment policies adopted by the Board of Directors of UPCIC. UPCIC’s principal investment goals are to
maintain safety and liquidity, enhance equity values, and to achieve an increased rate of return consistent with
regulatory requirements.

MANAGEMENT OPERATIONS

The Company is a vertically integrated insurance holding company. The Company, through its subsidiaries, is
currently engaged in insurance underwriting, distribution and claims. UPCIC generates revenue from the collection
and investment of premiums. The Company’s agency operations, which include Universal Florida Insurance Agency
and Coastal Homeowners Insurance Specialists, Inc., generate income from commissions. Universal Risk Advisors,
Inc., the Company’s managing general agent, generates revenue through policy fee income and other administrative
fees from the marketing of UPCIC’s insurance products through the Company’s distribution network. Universal Risk
Life Advisors, Inc. was formed to be the Company’s managing general agent for life insurance products, but is not
currently conducting business. In addition, the Company has formed a claims adjusting company, Universal Adjusting
Corporation, which adjusts UPCIC claims, and an inspection company, Universal Inspection Corporation, which
performs property inspections for homeowners’ insurance policies underwritten by UPCIC.

Atlas Premium Finance Company is a wholly owned subsidiary of the Company and offers premium finance services
to policyholders of UPCIC. Blue Atlantic Reinsurance Corporation (“BARC”) is a wholly owned subsidiary of the
Company and licensed as a reinsurance intermediary broker. Universal Logistics Corporation (“ULC”) is a wholly
owned subsidiary of the Company that assists with operational duties associated with the day-to-day business of the
Company.

UPCIC applied for expansion to write homeowners’ insurance policies in four additional states. Those states are
Hawaii, Georgia, South Carolina and North Carolina. On July 16, 2008, August 18, 2008, September 30, 2008, and
January 29, 2009, UPCIC was licensed to transact insurance business within the States of South Carolina, Hawaii,
North Carolina, and Georgia, respectively. The State of North Carolina Department of Insurance has restricted
UPCIC to writing no more than $12.0 million of direct premiums in each of the first two full calendar years after
which such restriction may be lifted. UPCIC has commenced writing homeowners policies in South Carolina, North
Carolina and Hawaii. In addition, UPCIC has filed to offer flood insurance through the National Flood Insurance
Program (“NFIP”’) and continues to evaluate policy administration requirements for the program in light of expected
updates.

The Company filed an application with the Florida Office of Insurance Regulation (“OIR”) on June 23, 2008 to open a
second property and casualty subsidiary, Infinity Property and Casualty Insurance Company (“Infinity”), in the State of
Florida. The Company intends for this new subsidiary to write homeowners, multi peril and inland marine coverage
on homes valued in excess of $1.0 million. UPCIC offers limits and coverage on homes valued at less than
$1,000,000. Additionally, the Company intends for the new subsidiary to write excess flood insurance on homes
valued in excess of $250,000. On October 1, 2008, the Company signed a consent order agreeing to the terms and
conditions for the issuance of a certificate of authority to Infinity. The final approval and issuance of the certificate of
authority was granted on December 2, 2008 by the OIR. Infinity was renamed American Platinum Property and
Casualty Insurance Company (“American Platinum”). As of December 31, 2009, American Platinum had not yet
underwritten any policies.

AGENCY OPERATIONS
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Universal Florida Insurance Agency was incorporated in Florida on July 2, 1998 and Coastal Homeowners Insurance
Specialists, Inc. was incorporated in Florida on July 2, 2001, each as wholly owned subsidiaries of the Company to
solicit voluntary business. These entities are a part of the Company’s agency operations, which seek to generate
income from commissions, premium financing referral fees and the marketing of ancillary services.

FACTORS AFFECTING OPERATING RESULTS AND MARKET PRICE OF STOCK

The Company and its subsidiaries operate in a rapidly changing environment that involves a number of uncertainties,

many of which are beyond the Company’s control. This report contains, in addition to historical information,
forward-looking statements that involve risks and uncertainties. The words “expect,” “estimate,” “anticipate,” “believe,
“intend,” “plan” and similar expressions and variations thereof are intended to identify

LRI L
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forward-looking statements. The Company’s actual results could differ materially from those set forth in or implied by
any forward-looking statements. Factors that could cause or contribute to such differences include, but are not limited
to, those uncertainties discussed below as well as those discussed elsewhere in this report.

Nature of the Company’s Business

Factors affecting the sectors of the insurance industry in which the Company operates may subject the Company to
significant fluctuations in operating results. These factors include competition, catastrophe losses and general
economic conditions including interest rate changes, as well as legislative initiatives, the regulatory environment, the
frequency of litigation, the size of judgments, severe weather conditions, climate changes or cycles, the role of federal
or state government in the insurance or financial markets, judicial or other authoritative interpretations of laws and
policies, and the availability and cost of reinsurance. Specifically, the homeowners’ insurance market, which comprises
the bulk of the Company’s current operations, is influenced by many factors, including state and federal laws, market
conditions for homeowners’ insurance and residential plans. Additionally, an economic downturn could result in fewer
home sales and less demand for new homeowners seeking insurance.

The Company believes that a substantial portion of its future growth will depend on its ability, among other things, to
successfully implement its business strategy, including expanding the Company’s product offering by underwriting and
marketing additional insurance products and programs through its distribution network, further penetrating the Florida
market by establishing relationships with additional independent agents in order to expand its distribution network and
to further disperse its geographic risk by expanding into other geographical areas outside the state of Florida. Any
future growth is contingent on various factors, including the availability of adequate capital, the Company’s ability to
hire and train additional personnel, regulatory requirements, the competitive environment, and rating agency
considerations. There is no assurance that the Company will be successful in expanding its business, that the
Company’s existing infrastructure will be able to support additional expansion or that any new business will be
profitable. Moreover, as the Company expands its insurance products and programs and the Company’s mix of
business changes, there can be no assurance that the Company will be able to maintain or improve its profit margins or
other operating results. In addition, Florida is currently experiencing an economic downturn and diminution of real
estate values that could affect the premium rates the Company charges for homeowner’s insurance. There can also be
no assurance that the Company will be able to obtain the required regulatory approvals to offer additional insurance
products. UPCIC also is required to maintain minimum surplus to support its underwriting program. The surplus
requirement affects UPCIC’s potential growth. In addition, there can be no assurance that current state or federal laws
applicable to the Company’s business will not be amended in the future. Any such amendment could have an adverse
effect on the Company’s financial condition or operations.

Insurance Operations

Management has implemented several rate changes to strengthen UPCIC’s financial condition. On UPCIC’s
Homeowner’s Program (“HO”), premium rate increases averaging 9.9% and 13.2% statewide were approved by the
Florida OIR and implemented with effective dates in May 2006 and October 2006, respectively. On UPCIC’s
Dwelling Fire Program (“DP”), premium rate increases averaging 11.2% and 30.6% statewide were also approved by
the OIR and implemented with effective dates in May 2006 and September 2006, respectively. However, a rate filing
mandated by the Florida Legislature in 2007 due to a new law presumed to reduce insurers’ reinsurance costs resulted
in rate decreases averaging 11.1% statewide HO and 2.3% statewide DP was approved by the OIR and integrated into
UPCIC’s rates on June 1, 2007. This had an adverse effect on UPCIC’s premium volume. The effect of these rate
decreases on existing policies and the corresponding premium decreases in direct written premium were completed on
May 31, 2008. In addition, UPCIC implemented premium discounts resulting from wind mitigation efforts by
policyholders. Such discounts were mandated by the Florida Legislature and became effective June 1, 2007 for new
business, and August 1, 2007 for renewal business. Additionally, a rate decrease of 4.1% statewide HO and a rate

9
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decrease of 0.2% statewide DP were approved by the OIR and implemented with effective dates in January 2008 for

the HO program and March 2008 for the DP program. The effect of these rate decreases is reflected in UPCIC’s book
of business and the full impact of the premium decreases on direct premiums written was realized in January 2009 for

the HO program and March 2009 for the DP program. Finally, UPCIC filed two premium rate changes for HO and DP

with the Florida OIR in the calendar year 2009, which were both approved. The first requested statewide average rate

increase of 4.8% HO was approved by the OIR and was implemented in UPCIC’s rates on February 27, 2009 for new
business and April 19, 2009 for renewal business. The first requested statewide average rate increase of 4.7% DP was

approved by the OIR and was implemented in UPCIC’s rates on March 2, 2009 for new business and April 21, 2009
for renewal business. The second requested statewide average rate increase of 14.6% HO was approved by the OIR

and was implemented in UPCIC’s rates on October 22, 2009 for new business and December 11, 2009 for renewal
business. The second

10
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requested statewide average rate increase of 14.8% DP was approved by OIR and was implemented in UPCIC’s rates
on November 5, 2009 for new business and December 29, 2009 for renewal business.

The wind mitigation discounts mandated by the Florida Legislature to be effective June 1, 2007 for new business and
August 1, 2007 for renewal business have had a significant negative effect on UPCIC’s premiums and net income. The
following table reflects the effect of wind mitigation credits received by UPCIC policyholders:

Reduction of in-force premium (only policies including wind coverage)
Percentage of

UPCIC
policyholders Percentage reduction
Date receiving credits Total credits In-force premium of in-force premium
6/1/2007 1.90% $ 6,284,697 $ 487,866,319 1.27%
12/31/2007 11.80% $ 31,951,623 $ 500,136,287 6.00%
3/31/2008 16.90% $ 52,398,215 $ 501,523,343 9.46%
6/30/2008 21.30% $ 74,185,924 $ 508,411,721 12.73%
9/30/2008 27.28% $ 97,802,322 $ 515,560,249 15.95%
12/31/2008 31.10% $ 123524911 $ 514,011,138 19.38%
3/31/2009 36.30% $ 158,229,542 $ 530,029,572 22.99%
6/30/2009 40.40% $ 188,053,342 $ 544,646,437 25.67%
9/30/2009 43.04% $ 210,291,783 $ 554,378,761 27.50%
12/31/2009 45.20% $ 219,974,130 $ 556,577,449 28.30%

Insurers like UPCIC fully experience the impact of rate or discount changes more than 12 months after they are
implemented because their policies renew throughout the year. Although insurers may seek to rectify any problems
through subsequent rate increase filings with the OIR, there is no assurance that the OIR and the insurers will agree on
the amount of rate change that is needed. In addition, any adjustments to the insurers’ rates similarly take more than 12
months to be fully integrated into the insurers’ business.

Management of Exposure to Catastrophic Losses

UPCIC is exposed to potentially numerous insured losses arising out of single or multiple occurrences, such as natural
catastrophes. As with all property and casualty insurers, UPCIC expects to and will incur some losses related to
catastrophes and will price its policies accordingly. UPCIC’s exposure to catastrophic losses arises principally out of
hurricanes and windstorms. Through the use of standard industry modeling techniques that are susceptible to change,
UPCIC manages its exposure to such losses on an ongoing basis from an underwriting perspective. UPCIC also
continues to actively explore and analyze credible scientific evidence, including the potential impact of global climate
change, that may affect the ability to manage exposure under its policies as well as the potential impact of laws and
regulations intended to combat climate change.

UPCIC protects itself against the risk of catastrophic loss by obtaining reinsurance coverage as of the beginning of
hurricane season on June 1 of each year. For the 2009 hurricane season, UPCIC purchased reinsurance coverage up to
approximately the “114 year Probable Maximum Loss” (“PML”). UPCIC’s reinsurance program consists of excess of loss,
quota share and catastrophe reinsurance for multiple hurricanes. UPCIC’s catastrophe reinsurance program currently
covers three events up to amounts that will vary depending on the coverage exhausted in the prior event(s). However,
UPCIC may not buy enough reinsurance to cover multiple storms going forward or be able to timely or
cost-effectively obtain reinsurance.

11
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UPCIC is responsible for losses related to catastrophic events with incurred losses in excess of coverage provided by
UPCIC’s reinsurance program and for losses that otherwise are not covered by the reinsurance program, which could
have a material adverse effect on UPCIC’s and the Company’s business, financial condition and results of
operations. For the year June 1, 2009 through May 31, 2010, UPCIC has coverage to approximately the 114-year
Probable Maximum Loss (PML). For the 2008 hurricane season, UPCIC had coverage to approximately the 145-year
PML. PML is a general concept applied in the insurance industry for defining high loss scenarios that should be
considered when underwriting insurance risk. Catastrophe models produce loss estimates that are qualified in terms of
dollars and probabilities. Probability of exceedance or the probability that the actual loss level will exceed a particular
threshold is a standard catastrophe model output. For example, the 100-year PML represents a 1.00% Annual
Probability of Exceedance (the 114-year PML represents a 0.877% Annual Probability of Exceedance). It is

12
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estimated that the 100-year PML is likely to be equaled or exceeded in one year out of 100 on average, or 1 percent of
the time. It is the 99th percentile of the annual loss distribution.

Reliance on Third Parties and Reinsurers

UPCIC relies on reinsurers to limit the amount of risk retained under its policies and to increase its ability to write
additional risks. UPCIC’s intention is to limit its exposure and therefore protect its capital, even in the event of
catastrophic occurrences, through reinsurance agreements. For the 2009 hurricane season, UPCIC’s reinsurance
agreements transfer the risk of loss with a net retention of $50,000,000 ($75,000,000 net of $25,000,000 retained by
the Company under the excess catastrophe contract) with coverage up to approximately the 114 year PML in a first
event scenario, a net retention of $16,000,000 in a second event scenario and a net retention of $16,000,000 in a third
event scenario up to an amount that will vary depending on the coverage exhausted in the prior event(s). These
amounts may change in the future. There is no assurance UPCIC will be able to obtain reinsurance at these levels in
the future, which could potentially result in a material adverse effect to the Company should a catastrophic event
occur.

Reinsurance

The property and casualty reinsurance industry is subject to the same market conditions as the direct property and
casualty insurance market, and there can be no assurance that reinsurance will be available to UPCIC to the same
extent and at the same cost as currently in place for UPCIC. Future increases in catastrophe reinsurance costs are
possible and could adversely affect UPCIC’s results. Reinsurance does not legally discharge an insurer from its
primary liability for the full amount of the risks it insures, although it does make the reinsurer liable to the primary
insurer. Therefore, UPCIC is subject to credit risk with respect to its reinsurers. In addition, UPCIC obtains a
significant portion of its reinsurance coverage from the Florida Hurricane Catastrophe Fund (“FHCF”). There is no
guaranty the FHCF will be able to honor its obligations. On October 30, 2009, the Florida State Board of
Administration (“SBA”) published its most recent estimate of the FHCF’s loss reimbursement capacity in the Florida
Administrative Weekly. The SBA estimated that the FHCF’s total loss reimbursement capacity under current market
conditions for the 2009 - 2010 contract year is projected to be $18.998 billion over the 12-month period following the
estimate. The SBA also referred to its report entitled, “October 2009 Estimated Claims Paying Capacity Report”
(“Report”) as providing greater detail regarding the FHCF’s loss reimbursement capacity. The Report estimated that the
FHCF’s minimum 12-month loss reimbursement capacity is $14.998 billion and its maximum 12-month loss
reimbursement capacity is $21.998 billion. UPCIC elected to purchase the FHCF Mandatory Layer of Coverage
for the 2009 - 2010 contract year, which corresponds to FHCF loss reimbursement capacity of $17.175 billion. By
law, the FHCF’s obligation to reimburse insurers is limited to its actual claims-paying capacity. In addition, the cost of
UPCIC’s reinsurance program may increase should UPCIC deem it necessary to purchase additional private market
reinsurance due to reduced estimates of the FHCF’s loss reimbursement capacity.

Management evaluates the financial condition of its reinsurers and monitors concentrations of credit risk arising from
similar geographic regions, activities or economic characteristics of the reinsurers to minimize its exposure to
significant losses from reinsurer insolvencies. A reinsurer’s insolvency or inability to make payments under a
reinsurance treaty could have a material adverse effect on the financial condition and profitability of UPCIC and the
Company. While ceding premiums to reinsurers reduces UPCIC’s risk of exposure in the event of catastrophic losses,
it also reduces UPCIC’s potential for greater profits should such catastrophic events fail to occur. The Company
believes that the extent of UPCIC’s reinsurance is typical of a company of its size in the homeowners’ insurance
industry.

Adequacy of Liabilities for Losses
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The liabilities for losses and loss adjustment expenses (“LAE”) periodically established by UPCIC are estimates of
amounts needed to pay reported and unreported claims and related loss adjustment expenses. The estimates
necessarily will be based on certain assumptions related to the ultimate cost to settle such claims. There is an inherent
degree of uncertainty involved in the establishment of liabilities for losses and loss adjustment expenses and there may
be substantial differences between actual losses and UPCIC’s liabilities estimates. The inherent degree of uncertainty
involved in the establishment of liabilities for losses and loss adjustment expenses can be more pronounced during
periods of rapid growth in written premiums such as UPCIC experienced during 2007 and 2006. UPCIC relies on
industry data, as well as the expertise and experience of independent actuaries in an effort to establish accurate
estimates and adequate liabilities. Furthermore, factors such as storms and weather conditions, inflation, claim
settlement patterns, legislative activity and litigation trends may have an impact on UPCIC’s future loss experience.
Accordingly, there can be no assurance that UPCIC’s liabilities will be adequate to cover ultimate

14
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loss development. The profitability and financial condition of UPCIC and the Company could be adversely affected
to the extent that its liabilities are inadequate.

UPCIC is directly liable for loss and LAE payments under the terms of the insurance policies that it writes. In many
cases, several years may elapse between the occurrence of an insured loss and UPCIC’s payment of that loss. As
required by insurance regulations and accounting rules, UPCIC reflects its liability for the ultimate payment of all
incurred losses and LAE by establishing a liability for those unpaid losses and LAE for both reported and unreported
claims, which represent estimates of future amounts needed to pay claims and related expenses.

When a claim involving a probable loss is reported, UPCIC establishes a liability for the estimated amount of UPCIC’s
ultimate loss and LAE payments. The estimate of the amount of the ultimate loss is based upon such factors as the
type of loss, jurisdiction of the occurrence, knowledge of the circumstances surrounding the claim, severity of injury
or damage, potential for ultimate exposure, estimate of liability on the part of the insured, past experience with similar
claims and the applicable policy provisions. All newly reported claims received are set up with an initial average
liability. That claim is then evaluated and the liability is adjusted upward or downward according to the facts and
damages of that particular claim. In addition, management provides for a liability on an aggregate basis to provide for
losses incurred but not reported (“IBNR”). UPCIC utilizes independent actuaries to help establish its liability for unpaid
losses and LAE. UPCIC does not discount the liability for unpaid losses and LAE for financial statement purposes.

The estimates of the liability for unpaid losses and LAE are subject to the effect of trends in claims severity and
frequency and are continually reviewed. As part of this process, UPCIC reviews historical data and considers various
factors, including known and anticipated legal developments, changes in social attitudes, inflation and economic
conditions. As experience develops and other data become available, these estimates are revised, as required, resulting
in increases or decreases to the existing liability for unpaid losses and LAE. Adjustments are reflected in results of
operations in the period in which they are made and the liabilities may deviate substantially from prior estimates.

Liability claims historically tend to have longer time lapses between the occurrence of the event, the reporting of the
claim to UPCIC and the final settlement than do property claims. Liability claims often involve third parties filing suit
and the ensuing litigation. By comparison, property damage claims tend to be reported in a relatively shorter period of
time with the vast majority of these claims resulting in an adjustment without litigation.

There can be no assurance that UPCIC’s liability for unpaid losses and LAE will be adequate to cover actual losses. If
UPCIC’s liability for unpaid losses and LAE proves to be inadequate, UPCIC will be required to increase the liability
with a corresponding reduction in UPCIC’s net income in the period in which the deficiency is identified. Future loss
experience substantially in excess of established liability for unpaid losses and LAE could have a material adverse
effect on UPCIC’s and the Company’s business, results of operations and financial condition.

The following table sets forth a reconciliation of beginning and ending liability for unpaid losses and LAE as shown in
the Company’s consolidated financial statements for the periods indicated.

Year Ended Year Ended
December 31, 2009 December 31, 2008

Balance at

beginning of

year $ 87,947,774 $ 68,815,500
Less

reinsurance

recoverable (43,384,469) (37,587,445)
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Net balance
at beginning
of year

Incurred
related to:
Current year
Prior years

Total
incurred

44,563,305

97,630,002
8,503,133

106,133,135
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31,228,055

75,118,459
6,219,667

81,338,126

16



Edgar Filing: UNIVERSAL INSURANCE HOLDINGS, INC. - Form 10-K

Paid related

to:

Current year 52,388,374 44281,614
Prior years 34,011,226 23,721,262
Total paid 86,399,600 68,002,876
Net balance at

end of year 64,296,840 44,563,305
Plus

reinsurance

recoverable 62,900,913 43,384,469
Balance at

end of year $ 127,197,753 $ 87,947,774

As aresult of changes in estimates of insured events in prior years, the provision of losses and LAE, net of related
reinsurance recoverables increased by $8,503,132 and $6,219,667 in 2009 and 2008, respectively, principally as a
result of actual loss development on prior year non-catastrophe losses during the years ended December 31, 2009 and
2008.

Based upon consultations with the Company’s independent actuarial consultants and their statement of opinion on
losses and LAE, the Company believes that the liability for unpaid losses and LAE is currently adequate to cover all
claims and related expenses which may arise from incidents reported and IBNR.

The following table presents total unpaid loss and LAE, net, and the corresponding reinsurance recoverables shown in
the Company’s consolidated financial statements for the periods indicated.

Years Ended
December 31, December
2009 31, 2008

(in thousands)

Unpaid Loss and LAE, net $ 15,165 $ 13,390
IBNR loss and LAE, net 49,132 31,173
Total unpaid loss and LAE, net $ 64,297 $ 44,563
Reinsurance recoverable on unpaid loss and LAE $ 15,811 $ 14,779
Reinsurance recoverable on IBNR loss and LAE 47,090 28,605
Total reinsurance recoverable on unpaid loss and LAE $ 62,901 $ 43,384

The following Liability for Unpaid Losses and LAE re-estimates table illustrates the change over time of the direct
reserves established for unpaid losses and LAE for UPCIC at the end of the last eleven calendar years. The first
section shows the reserves as originally reported at the end of the stated year. The second section, reading down,
shows the cumulative amounts paid as of the end of successive years with respect to that reserve liability. The third
section, reading down, shows retroactive re-estimates of the original recorded reserve as of the end of each successive
year which is the result of UPCIC's expanded awareness of additional facts and circumstances that pertain to the
unsettled claims. The last section compares the latest re-estimated reserve to the reserve originally established, and
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indicates whether the original reserve was adequate to cover the estimated costs of unsettled claims. The table also
presents the gross re-estimated liability as of the end of the latest re-estimation period, with separate disclosure of the
related re-estimated reinsurance recoverable. The Liability for Unpaid Losses and LAE re-estimates table is
cumulative and, therefore, ending balances should not be added since the amount at the end of each calendar year
includes activity for both the current and prior years. Unfavorable reserve re-estimates are shown in this table in
parentheses. Amounts in the table are shown in thousands.
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Balance Sheet
Liability

Cumulative paid as

of:

One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later
Ten years later

Balance Sheet
Liability

One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later
Ten years later

Cumulative
redundancy
(deficiency)
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2009

127,198

127,198

2008 2007

87,948 68,806

70,066 52,676
71,217

87,948 68,806
107,656 80,133
87,299

Years Ended December

31,

2006 2005 2004

49,554 66,986 57,843

42,600 79,392
54,879 103,434
64,845 111,881

118,591

66,221
81,051
92,696
95,177
97,847

49,554 66,986
68,129 118,774 74,025
69,687 125,184 95,291
73,676 124,174 101,262
125,331 100,913
101,525

57,843

(19,708)(18,493)(24,122)(58,345)(43,682)

2003

7,652

4,209
5,492
6,114
6,977
7,280
7,460

7,652
6,708
6,049
6,676
7,243
7,498
7,634

18

2002 2001 2000

7,223 6,050 3,080

4,236
5,293
5,592
5,894
6,077
6,124
6,242

7,431
7,506
8,055
8,256
8,422
8,489
8,527
8,535

3,232
3,999
4,175
4,482
4,523
4,554
4,663
4,700
4,706

6,050
8,675
8,171
8,596
8,441
8,541
8,578
8,591
8,577

3,080
4,419
4,707
4,691
4,764
4,654
4,654
4,703
4,715
4,709

7,223
6,016
6,311
5,850
6,119
6,210
6,239
6,294

929(2,527)(1,629)

1999

2,808

1,899
2,058
2,178
2,301
2,315
2,323
2,341
2,395
2,405
2,405

2,808
2,463
2,313
2,439
2,432
2,335
2,443
2,441
2,395
2,405
2,405

403

The following Liability for Unpaid Losses and LAE re-estimates table illustrates the change over time of the reserves,

net of reinsurance, established for unpaid losses and LAE for UPCIC at the end of the last eleven calendar years.
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2009 2008
Gross Reserves for
Unpaid

Claims and Claims
Expense
Reinsurance
Recoverable
Balance Sheet
Liability
Cumulative paid as
of:

One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later
Ten years later

127,198 87,948

62,901 43,385

64,297 44,563

34,171

Balance Sheet
Liability

One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later
Ten years later

64,297 44,563
53,226

Cumulative redundancy
(deficiency)

Percent

Gross Reestimated

(8,663)
-19.4%

Liability-Latest 107,656
Reestimated

Recovery-Latest 54,430
Net Reestimated

Liability-Latest
Gross cumulative
redundancy (deficiency)

53,226

31,756 23,393

2007 2006 2005

68,806 49,554 66,986

37,583 32,364 60,852

31,223 17,190 6,134

23,714 20,049 12,896
23,831
25,510

28,034

26,987

31,223 17,190
37,578 29,193
39,953 30,532

31,316

6,134
25,306
30,979
31,219
31,523

2004

57,843
56,276

1,567

1,213
11,510
21,771
23,162
25,490

1,567
4,119
22,707
28,208
28,568
28,638

2003

7,652
6,315

1,337

943
1,143
1,319
1,454
1,496
1,527

1,337
1,460
1,280
1,466
1,529
1,561
1,562

(8,730)(14,126)(25,389) (27,071) (225)
-28.0% -82.2%-413.9%-1727.6%-16.8%

2002 2001 2000 1999

7,223 6,050 3,080 2,808

5,632 3,219 1,893 1,404

1,591 2,831 1,187 1,404

692
1,010
1,130
1,274
1,340
1,357
1,382

932
1,010
1,070
1,131
1,139
1,142
1,152
1,178
1,183
1,183

3,646
3,678
3,903
3,999
4,082
4,105
4,121
4,124

1,202
1,515
1,598
1,709
1,728
1,743
1,788
1,803
1,805

1,591
1,260
1,374
1,237
1,386
1,401
1,411
1,405

2,831
4,223
3,971
4,149
4,090
4,142
4,144
4,151
4,144

1,187
1,630
1,824
1,817
1,825
1,792
1,793
1,802
1,808
1,806

1,404
1,194
1,137
1,201
1,196
1,149
1,202
1,202
1,178
1,183
1,183

186(1,313) (619) 221
11.7%-46.4%-52.1% 15.7%

87,299 73,676 125,331 101,525 7,634 6,294 8,577 4,709 2,405

47,346 42,360 93,808

39,953 31,316 31,523

72,887 6,072 4,889 4,433 2,903 1,222

28,638 1,562 1,405 4,144 1,806 1,183

(19,708)(18,493)(24,122)(58,345) (43,682)

18

929(2,527)(1,629) 403
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The cumulative redundancy or deficiency represents the aggregate change in the estimates over all prior years. A
deficiency indicates that the latest estimate of the liability for losses and LAE is higher than the liability that was
originally estimated and a redundancy indicates that such estimate is lower. It should be emphasized 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.

Underwriting results of insurance companies are frequently measured by their combined ratios which is the sum of the
loss and expense ratios described in the following paragraph. However, investment income, federal income taxes and
other non-underwriting income or expense are not reflected in the combined ratio. The profitability of property and
casualty insurance companies depends on income from underwriting, investment and service operations. Underwriting
results are considered profitable when the combined ratio is under 100% and unprofitable when the combined ratio is
over 100%.

The following table sets forth the statutory loss ratios, expense ratios and combined ratios for the periods indicated for
UPCIC. The ratios are net of reinsurance, including catastrophe reinsurance premiums which comprise a significant
cost, and inclusive of loss adjustment expenses. The ratios shown in the table below are computed based upon
statutory accounting principles. The expense ratio includes management fees and commissions paid by UPCIC to an
affiliate in the amount of $46,437,196 in 2009 and $43,447,820 in 2008.
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Years Ended December 31,

2009 2008
Loss Ratio 83% 56%
Expense Ratio 56 % 32%
Combined Ratio 139% 88%

In order to reduce losses and thereby reduce the loss ratio and the combined ratio, the Company has taken several
steps. These steps include closely monitoring rate levels for new and renewal business, restructuring the homeowners’
insurance coverage offered, restructuring the catastrophic reinsurance coverage to reduce cost, and working to reduce
general and administrative expenses.

Government Regulation

Florida insurance companies are subject to regulation and supervision by the OIR. The OIR has broad regulatory,
supervisory and administrative powers. Such powers relate, among other things, to the granting and revocation of
licenses to transact business; the licensing of agents (through the Florida Department of Financial Services); the
standards of solvency to be met and maintained; the nature of, and limitations on, investments; the approval of policy
forms and rates; the review of reinsurance contracts; the periodic examination of the affairs of insurance companies;
and the form and content of required financial statements. Such regulation and supervision are primarily for the
benefit and protection of policyholders and not for the benefit of investors.

In addition, the Florida legislature and the National Association of Insurance Commissioners (“NAIC”) from time to
time consider proposals that may affect, among other things, regulatory assessments and reserve requirements. The
Company cannot predict the effect that any proposed or future legislation or regulatory or administrative initiatives
may have on the financial condition or operations of UPCIC or the Company. Any action by the OIR could have a
material adverse effect on the Company.

UPCIC will become subject to other states’ laws and regulations as it seeks authority to transact business in states other
than Florida. In addition, UPCIC’s participation in the NFIP’s Write Your Own (“WYQO”) Program of the NFIP will be
governed by federal laws and regulations.

Legislative Initiatives

The State of Florida operates the Citizens Property Insurance Corporation (“Citizens”) to provide insurance to Florida
homeowners in high-risk areas and to others without private insurance options. In May 2007, the State of Florida
passed legislation that freezes property insurance rates for Citizens customers at December 2006 levels through
December 31, 2008, and permits insurance customers to opt into Citizens when the price of a privately-offered
insurance policy is 15% more than the Citizens rate, compared to the previous opt-in threshold of 25%. These
initiatives, together with any future initiatives that seek to further relax eligibility requirements or reduce premium
rates for Citizens customers, could adversely affect the ability of UPCIC and the Company to do business profitably.
In addition, the Florida legislature in 2007 expanded the capacity of the FHCF, with the intent of reducing the cost of
reinsurance otherwise purchased by residential property insurers. If the expanded FHCF coverage expires or if the
law providing for the expanded coverage is otherwise modified, the cost of UPCIC’s reinsurance program may
increase, which could affect UPCIC’s profitability until such time as UPCIC can obtain approval of appropriate rate
changes. State and federal legislation relating to insurance is affected by a number of political and economic factors
that are beyond the control of UPCIC and the Company. The Florida legislature and the NAIC from time to time
consider proposals that may affect, among other things, regulatory assessments and reserve requirements. The
Company cannot predict the effect that any proposed or future federal or state legislation or initiatives may have on
the financial condition or operations of the Company or the Company’s ability to expand its business.
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Dependence on Key Individuals

UPCIC’s operations depend in large part on the efforts of Bradley I. Meier, who serves as President of UPCIC. Mr.
Meier has also served as President, Chief Executive Officer and Director of the Company since its inception in
November 1990. In addition, UPCIC’s operations have become materially dependent on the efforts of Sean P.
Downes, who serves as Chief Operating Officer of UPCIC. Mr. Downes has also served as Chief Operating Officer,
Senior Vice President and Director of the Company since January 2005 and as a Director of UPCIC since
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May 2003. The loss of the services provided by either Mr. Meier or Mr. Downes could have a material adverse effect
on UPCIC’s and the Company’s financial condition and results of operations.

Competition

The insurance industry is highly competitive and many companies currently write homeowners’ property and casualty
insurance. Additionally, the Company and its subsidiaries must compete with companies that have greater capital
resources and longer operating histories. Increased competition from other private insurance companies as well as
Citizens could adversely affect the Company’s ability to do business profitably. Although the Company’s pricing is
inevitably influenced to some degree by that of its competitors, management of the Company believes that it is
generally not in the Company’s best interest to compete solely on price, choosing instead to compete on the basis of
underwriting criteria, its distribution network and high quality service to its agents and insureds. Increased
competition could have a material adverse effect on the Company.

Financial Stability Rating

Financial stability ratings are an important factor in establishing the competitive position of insurance companies and
may impact an insurance company’s sales. Demotech, Inc. maintains a letter scale financial stability rating system
ranging from A (A double prime) to L (licensed by state regulatory authorities). On October 8, 2009, Demotech, Inc.
affirmed UPCIC’s financial stability rating of A, which is the fourth highest of six rating levels. According
to Demotech, Inc., A ratings are assigned to insurers that have “... exceptional ability to maintain liquidity of invested
assets, quality reinsurance, acceptable financial leverage and realistic pricing while simultaneously establishing loss
and loss adjustment expense reserves at reasonable levels.” With a financial stability rating of A, the Company expects
that UPCIC’s property insurance policies will be acceptable to the secondary mortgage marketplace and mortgage
lenders. The rating of UPCIC is subject to at least annual review by, and may be revised downward or revoked at the
sole discretion of, Demotech, Inc.

In November 2008, Demotech sent UPCIC a letter entitled Recent Events Affecting Financial Stability Ratings for
Florida Property and Casualty Insurance Companies Require Supplemental Information. The letter provides
Demotech’s perspective and expectations relative to the reported short term liquidity issues facing the FHCF.
Specifically, the letter stated that an extension of Financial Stability Ratings beyond May 15, 2009 would require
definitive financial information regarding participation in the FHCF, documentation of bridge loans or alternative
financing mechanisms that provide liquidity during a period in which the FHCF would be raising capital, and any
other precaution or protection regarding reinsurance collectability or catastrophe reinsurance. UPCIC subsequently
implemented plans to address the FHCF liquidity issue and provided Demotech an update regarding UPCIC’s actions
to address the FHCF liquidity issue.

UPCIC’s failure to maintain a commercially acceptable financial stability rating could have a material adverse effect
on the Company’s ability to retain and attract policyholders and agents. Many of the Company’s competitors have
ratings higher than that of UPCIC. A downgrade in the financial stability rating of UPCIC could have a material
adverse impact on its ability to effectively compete with other insurers with higher ratings. Additionally, a
withdrawal of the rating could cause UPCIC’s insurance policies to no longer be acceptable to the secondary
marketplace and mortgage lenders, which could cause a material adverse effect of the Company’s results of operations
and financial position.

Demotech, Inc. bases its ratings on factors that concern policyholders and not upon factors concerning investor
protection. Such ratings are subject to change and are not recommendations to buy, sell or hold securities.

Employees
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As of February 28, 2010, the Company had 217 full-time employees. None of the Company’s employees are
represented by a labor union. The Company has an employment agreement with Bradley 1. Meier, President and Chief
Executive Officer of the Company, Sean P. Downes, Senior Vice President and Chief Operating Officer of the
Company and James M. Lynch, Executive Vice President and Chief Financial Officer of the Company. See “Executive
Compensation--Employment Agreements.” The Company also has employment agreements with certain employees
that do not serve in an executive capacity at the Company.
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Available Information

Our internet address is http://www.universalinsuranceholdings.com. Our annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K and amendments to such reports are available, free of charge,
through our website as soon as reasonably practicable after their filing with the Securities and Exchange Commission
(“SEC”). The SEC maintains an internet site that contains reports, proxy and information statements and other
information regarding our filings at www.sec.gov.

ITEM 1A. RISK FACTORS

This document contains "forward-looking statements" that anticipate results based on our estimates, assumptions and
plans that are subject to uncertainty. These statements are made subject to the safe-harbor provisions of the Private
Securities Litigation Reform Act of 1995. We assume no obligation to update any forward-looking statements as a
result of new information or future events or developments.

These forward-looking statements do not relate strictly to historical or current facts and may be identified by their use
of words like "plans," "seeks," "expects," "will," "should," "anticipates,” "estimates," "intends," "believes," "likely,"
"targets" and other words with similar meanings. These statements may address, among other things, our strategy for
growth, catastrophe exposure management, product development, investment results, regulatory approvals, market
position, expenses, financial results, litigation and reserves. We believe that these statements are based on reasonable
estimates, assumptions and plans. However, if the estimates, assumptions or plans underlying the forward-looking
statements prove inaccurate or if other risks or uncertainties arise, actual results could differ materially from those
communicated in these forward-looking statements.

nn nn

In addition to the normal risks of business, we are subject to significant risks and uncertainties, including those listed
below, which apply to us as an insurer. These risks constitute our cautionary statements under the Private Securities
Litigation Reform Act of 1995 and readers should carefully review such cautionary statements as they identify certain
important factors that could cause actual results to differ materially from those in the forward-looking statements and
historical trends. These cautionary statements are not exclusive and are in addition to other factors discussed
elsewhere in this document, in our filings with the Securities and Exchange Commission ("SEC") or in materials
incorporated therein by reference.

Risks Relating to the Property-Casualty business
As a property and casualty insurer, we may face significant losses from catastrophes and severe weather events

Because of the exposure of our property and casualty business to catastrophic events, our operating results and
financial condition may vary significantly from one period to the next. Catastrophes can be caused by various natural
and man-made disasters, including wildfires, tornadoes, hurricanes, tropical storms and certain types of terrorism. We
may incur catastrophe losses in excess of those experienced in prior years, those that modeling estimate would be
incurred based on certain levels of probability, the average expected level used in pricing, and our current reinsurance
coverage limits. Despite our catastrophe management programs, we are exposed to catastrophes that could have a
material adverse effect on operating results and financial condition. Our liquidity could be constrained by a
catastrophe, or multiple catastrophes, which result in extraordinary losses or a downgrade of our financial strength
rating.

In addition, we are subject to claims arising from weather events such rain, hail and high winds. The incidence and
severity of weather conditions are largely unpredictable. There is generally an increase in the frequency and severity
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of property claims when severe weather conditions occur. The nature and level of catastrophes in any period cannot
be predicted and could be material to our operations. In addition, impacts of catastrophes and our catastrophe
management strategy may adversely affect premium growth.

Unanticipated increases in the severity or frequency of claims may adversely affect our profitability and financial
condition

Changes in the severity or frequency of claims may affect the profitability of our Company. Changes in homeowner's

claim severity are driven by inflation in the construction industry, in building materials and in home furnishings and
by other economic and environmental factors, including increased demand for services and supplies
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in areas affected by catastrophes. However, changes in the level of the severity of claims are not limited to the effects
of inflation and demand surge in these various sectors of the economy. Increases in claim severity can arise from
unexpected events that are inherently difficult to predict. Although we pursue various loss management initiatives in
order to mitigate future increases in claim severity, there can be no assurances that these initiatives will successfully
identify or reduce the effect of future increases in claim severity.

Our Company may experience declines in claim frequency from time to time. The short-term level of claim frequency
we experience may vary from period to period and may not be sustainable over the longer term. A significant
long-term increase in claim frequency could have an adverse effect on our operating results and financial condition.

Actual claims incurred may exceed current reserves established for claims and may adversely affect our operating
results and financial condition

Recorded claim reserves in the property-casualty business are based on our best estimates of losses, both reported and
incurred but not reported ("IBNR"), after considering known facts and interpretations of circumstances. Internal
factors are considered including our experience with similar cases, actual claims paid, historical trends involving
claim payment patterns, pending levels of unpaid claims and contractual terms. External factors are also considered
which include but are not limited to law changes, court decisions, changes to regulatory requirements and economic
conditions. Because reserves are estimates of the unpaid portion of losses that have occurred, including IBNR losses,
the establishment of appropriate reserves, including reserves for catastrophes, is an inherently uncertain and complex
process. The ultimate cost of losses may vary materially from recorded reserves and such variance may adversely
affect our operating results and financial condition.

Predicting claim expense relating to environmental liabilities is inherently uncertain and may have a material adverse
effect on our operating results and financial condition

The process of estimating environmental liabilities is complicated by complex legal issues concerning, among other
things, the interpretation of various insurance policy provisions and whether those losses are, or were ever intended to
be covered; and whether losses could be recoverable through reinsurance. Litigation is a complex, lengthy proceeding
that involves substantial uncertainty for insurers. Actuarial techniques and databases used in estimating environmental
net loss reserves may prove to be inadequate indicators of the extent of probable loss. Ultimate net losses from
environmental liabilities could materially exceed established loss reserves and expected recoveries and have a material
adverse effect on our operating results and financial condition.

The failure of the risk mitigation strategies we utilize could have a material adverse effect on our financial condition
or results of operations

We utilize a number of strategies to mitigate our risk exposure, such as:
o engaging in rigorous underwriting;
. carefully evaluating terms and conditions of our policies; and
. ceding reinsurance.
However, there are inherent limitations in all of these tactics and no assurance can be given that an event or
series of events will not result in loss levels in excess of our probable maximum loss models, which could have a

material adverse effect on our financial condition or results of operations. It is also possible that losses could manifest
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themselves in ways that we do not anticipate and that our risk mitigation strategies are not designed to address. Such a
manifestation of losses could have a material adverse effect on our financial condition or results of operations.

These risks may be heightened during difficult economic conditions such as those currently being experienced
in the Florida and elsewhere.

Regulation limiting rate increases and requiring us to participate in loss sharing may decrease our profitability

16

29



Edgar Filing: UNIVERSAL INSURANCE HOLDINGS, INC. - Form 10-K

From time to time, political events and positions affect the insurance market, including efforts to suppress rates to a
level that may not allow us to reach targeted levels of profitability. For example, if UPCIC’s loss ratio compares
favorably to that of the industry, state regulatory authorities may resist or delay our efforts to raise rates even if the
property and casualty industry generally is not experiencing regulatory resistance to rate increases. Such resistance
affects our ability to obtain approval for rate changes that may be required to achieve targeted levels of profitability
and returns on equity. Our ability to afford reinsurance required to reduce our catastrophe risk may be dependent upon
the ability to adjust rates for its cost.

Additionally, the Company is required to participate in guaranty funds for impaired or insolvent insurance companies.
The funds periodically assess losses against all insurance companies doing business in the state. Our operating results
and financial condition could be adversely affected by any of these factors.

The potential benefits of implementing our profitability model may not be fully realized

We believe that our profitability model has allowed us to be more competitive and operate more profitably. However,
because many of our competitors have adopted underwriting criteria and sophisticated models similar to those we use
and because other competitors may follow suit, our competitive advantage could decline or be lost. Competitive
pressures could also force us to modify our profitability model. Furthermore, we cannot be assured that the
profitability model will accurately reflect the level of losses that we will ultimately incur from the business generated.

UPCIC’s financial condition and operating results may be adversely affected by the cyclical nature of the property and
casualty business

The property and casualty market is cyclical and has experienced periods characterized by relatively high levels of
price competition, less restrictive underwriting standards and relatively low premium rates, followed by periods of
relatively lower levels of competition, more selective underwriting standards and relatively high premium rates. A
downturn in the profitability cycle of the property and casualty business could have a material adverse effect on our
financial condition and results of operations.

Risks Relating to Investments

We may experience reduced returns or losses on our investments especially during periods of heightened volatility,
which could have a material adverse effect on our results of operations or financial condition.

The returns on our investment portfolio may be reduced or we may incur losses as a result of changes in general
economic conditions, interest rates, real estate markets, fixed income markets, equity markets, alternative investment
markets, credit markets, exchange rates, global capital market conditions and numerous other factors that are beyond
our control.

The worldwide financial markets experience high levels of volatility during certain periods, which could have an
increasingly adverse impact on the U.S. and foreign economies. The financial market volatility and the resulting
negative economic impact could continue and it is possible that it may be prolonged, which could adversely affect our
current investment portfolio, make it difficult to determine the value of certain assets in our portfolio and/or make it
difficult for us to purchase suitable investments that meet our risk and return criteria. These factors could cause us to
realize less than expected returns on invested assets, sell investments for a loss or write off or write down investments,
any of which could have a material adverse effect on our results of operations or financial condition.

We are subject to market risk which may adversely impact investment income
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Our primary market risk exposure is to changes in interest rates. A decline in market interest rates could have an
adverse effect on our investment income as we invest cash in new investments that may yield less than the portfolio's
average rate. A decline could also lead us to purchase longer-term or riskier assets in order to obtain adequate
investment yields resulting in a duration gap when compared to the duration of liabilities. An increase in market
interest rates could have an adverse effect on the value of our investment portfolio by decreasing the fair values of the
fixed income securities that comprise a portion of our investment portfolio. A decline in the quality of our investment
portfolio as a result of adverse economic conditions or otherwise could cause additional realized losses on securities.

17

31



Edgar Filing: UNIVERSAL INSURANCE HOLDINGS, INC. - Form 10-K

Concentration of our investment portfolios in any particular segment of the economy may have adverse effects on our
operating results and financial condition

The concentration of our investment portfolios in any particular industry, collateral types, group of related industries
or geographic sector could have an adverse effect on our investment portfolios and consequently on our results of
operations and financial condition. Events or developments that have a negative impact on any particular industry,
group of related industries or geographic region may have a greater adverse effect on the investment portfolios to the
extent that the portfolios are concentrated rather than diversified.

Risks Relating to the Insurance Industry

Our future results are dependent in part on our ability to successfully operate in an insurance industry that is highly
competitive

The insurance industry is highly competitive. Many of our competitors have well-established national reputations and
market similar products. Because of the competitive nature of the insurance industry, including competition for
producers such as independent agents, there can be no assurance that we will continue to effectively compete with our
industry rivals, or that competitive pressures will not have a material adverse effect on our business, operating results
or financial condition. Furthermore, certain competitors operate using a mutual insurance company structure and
therefore, may have dissimilar profitability and return targets. Our ability to successfully operate may also be impaired
if we are not effective in filling critical leadership positions, in developing the talent and skills of our human
resources, in assimilating new executive talent into our organization, or in deploying human resource talent
consistently with our business goals.

Difficult conditions in the economy generally could adversely affect our business and operating results

Economists now believe the United States economy has entered into a recessionary period. The United States
economy has experienced widespread job losses, higher unemployment, lower consumer spending, continued declines
in home prices and substantial increases in delinquencies on consumer debt, including defaults on home mortgages.
Moreover, recent disruptions in the financial markets, particularly the reduced availability of credit and tightened
lending requirements, have affected the ability of borrowers to refinance loans at more affordable rates. We cannot
predict the length and severity of a recession, but as with most businesses, we believe a longer or more severe
recession could have an adverse effect on our business and results of operations.

A general economic slowdown could adversely affect us in the form of consumer behavior and pressure on our
investment portfolio. Consumer behavior could include decreased demand for insurance. In 2008 and 2009, weakness
in the housing market and a highly competitive environment contributed to reduced growth in policies in force. Our
investment portfolio could be adversely affected as a result of deteriorating financial and business conditions.

There can be no assurance that actions of the U.S. federal government, Federal Reserve and other governmental and
regulatory bodies for the purpose of stabilizing the financial markets and stimulating the economy will achieve the
intended effect

In response to the financial crises affecting the banking system, the financial markets and the broader economy, the
U.S. federal government, the Federal Reserve and other governmental and regulatory bodies have taken or are
considering taking action to address such conditions including, among other things, purchasing mortgage-backed and
other securities from financial institutions, investing directly in banks, thrifts and bank and savings and loan holding
companies and increasing federal spending to stimulate the economy. There can be no assurance as to what impact
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such actions will have on the financial markets or on economic conditions. Such continued volatility and economic
deterioration could materially and adversely affect our business, financial condition and results of operations.

We are subject to extensive regulation and potential further restrictive regulation may increase our operating costs and
limit our growth

As an insurance company, we are subject to extensive laws and regulations. These laws and regulations are complex

and subject to change. Moreover, they are administered and enforced by a number of different governmental
authorities, including state insurance regulators, state securities administrators, the SEC, the U.S.
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Department of Justice, and state attorneys general, each of which exercises a degree of interpretive latitude.
Consequently, we are subject to the risk that compliance with any particular regulator's or enforcement authority's
interpretation of a legal issue may not result in compliance with another's interpretation of the same issue, particularly
when compliance is judged in hindsight. In addition, there is risk that any particular regulator's or enforcement
authority's interpretation of a legal issue may change over time to our detriment, or that changes in the overall legal
environment may, even absent any particular regulator's or enforcement authority's interpretation of a legal issue
changing, cause us to change our views regarding the actions we need to take from a legal risk management
perspective, thus necessitating changes to our practices that may, in some cases, limit our ability to grow and improve
the profitability of our business. Furthermore, in some cases, these laws and regulations are designed to protect or
benefit the interests of a specific constituency rather than a range of constituencies. For example, state insurance laws
and regulations are generally intended to protect or benefit purchasers or users of insurance products, not holders of
securities issued by the Company. In many respects, these laws and regulations limit our ability to grow and improve
the profitability of our business.

In recent years, the state insurance regulatory framework has come under public scrutiny and members of Congress
have discussed proposals to provide for federal chartering of insurance companies. We can make no assurances
regarding the potential impact of state or federal measures that may change the nature or scope of insurance
regulation.

Reinsurance may be unavailable at current levels and prices, which may limit our ability to write new business

Our reinsurance program was designed, utilizing our risk management methodology, to address our exposure to
catastrophes. Market conditions beyond our control determine the availability and cost of the reinsurance we purchase.
No assurances can be made that reinsurance will remain continuously available to us to the same extent and on the
same terms and rates as are currently available. For example, our ability to afford reinsurance to reduce our
catastrophe risk may be dependent upon our ability to adjust premium rates for its cost, and there are no assurances
that the terms and rates for our current reinsurance program will continue to be available next year. If we were unable
to maintain our current level of reinsurance or purchase new reinsurance protection in amounts that we consider
sufficient and at prices that we consider acceptable, we would have to either accept an increase in our exposure risk,
reduce our insurance writings, or develop or seek other alternatives.

Reinsurance subjects us to the credit risk of our reinsurers and may not be adequate to protect us against losses arising
from ceded insurance, which could have a material adverse effect on our operating results and financial condition

The collectability of reinsurance recoverables is subject to uncertainty arising from a number of factors, including
changes in market conditions, whether insured losses meet the qualifying conditions of the reinsurance contract and
whether reinsurers, or their affiliates, have the financial capacity and willingness to make payments under the terms of
a reinsurance treaty or contract. Our inability to collect a material recovery from a reinsurer could have a material
adverse effect on our operating results and financial condition.

The continued threat of terrorism and ongoing military actions may adversely affect the level of claim losses we incur
and the value of our investment portfolio

The continued threat of terrorism, both within the United States and abroad, and ongoing military and other actions
and heightened security measures in response to these types of threats, may cause significant volatility and losses from
declines in the equity markets and from interest rate changes in the United States, Europe and elsewhere, and result in
loss of life, property damage, disruptions to commerce and reduced economic activity. Some of the assets in our
investment portfolio may be adversely affected by reduced economic activity caused by the continued threat of
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terrorism. Additionally, in the event that terrorist acts occur, the Company could be adversely affected, depending on
the nature of the event.

A downgrade in our financial strength ratings may have an adverse effect on our competitive position, the
marketability of our product offerings, and our liquidity, operating results and financial condition

Financial strength ratings are important factors in establishing the competitive position of insurance companies and

generally have an effect on an insurance company's business. On an ongoing basis, rating agencies review the
financial performance and condition of insurers and could downgrade or change the outlook on an
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insurer's ratings due to, for example, a change in an insurer's statutory capital; a change in a rating agency's
determination of the amount of risk-adjusted capital required to maintain a particular rating; an increase in the
perceived risk of an insurer's investment portfolio; a reduced confidence in management or a host of other
considerations that may or may not be under insurer's control. The current insurance financial strength rating of
UPCIC is from Demotech, Inc. The assigned rating is A. Because this rating is subject to continuous review, the
retention of this rating cannot be assured. A downgrade in this rating could have a material adverse effect on our sales,
our competitiveness, the marketability of our product offerings, and our liquidity, operating results and financial
condition.

Adverse capital and credit market conditions may significantly affect our ability to meet liquidity needs or our ability
to obtain credit on acceptable terms

The capital and credit markets have been experiencing extreme volatility and disruption. In some cases, the markets
have exerted downward pressure on the availability of liquidity and credit capacity. In the event that we need access to
additional capital to pay our operating expenses, make payments on our indebtedness, pay for capital expenditures or
fund acquisitions, our ability to obtain such capital may be limited and the cost of any such capital may be significant.
Our access to additional financing will depend on a variety of factors such as market conditions, the general
availability of credit, the overall availability of credit to our industry, and credit capacity, as well as lenders'
perception of our long- or short-term financial prospects. Similarly, our access to funds may be impaired if regulatory
authorities or rating agencies take negative actions against us. If a combination of these factors were to occur, our
internal sources of liquidity may prove to be insufficient, and in such case, we may not be able to successfully obtain
financing on favorable terms.

Changing climate conditions may adversely affect our financial condition, profitability or cash flows

Property and casualty insurers are subject to claims arising from catastrophes. Catastrophic losses have had a
significant impact on our historical results. Catastrophes can be caused by various events, including hurricanes,
tsunamis, windstorms, earthquakes, hailstorms, explosions, flooding, severe winter weather and fires and may include
man-made events, such as terrorist attacks. The incidence, frequency and severity of catastrophes are inherently
unpredictable.

Longer-term weather trends may be changing and new types of catastrophe losses may be developing due to climate
change, a phenomenon that has been associated with extreme weather events linked to rising temperatures, including
effects on global weather patterns, greenhouse gases, sea, land and air temperature, sea levels, rain and snow. The
emerging science regarding climate change and its connection to extreme weather events is far from conclusive. If a
connection to increased extreme weather events related to climate change is ultimately proven true, this could increase
the frequency and severity of catastrophe losses we experience in both coastal and non-coastal areas.

Loss of key executives could affect our operations

UPCIC’s operations also depend in large part on the efforts of Bradley I. Meier, who serves as President of
UPCIC. Mr. Meier has also served as President, Chief Executive Officer and Director of the Company since its
inception in November 1990. In addition, UPCIC’s operations have become materially dependent on the efforts of
Sean P. Downes, who serves as Chief Operating Officer of UPCIC. Mr. Downes has also served as Chief Operating
Officer, Senior Vice President and Director of the Company since January 2005 and as a Director of UPCIC since
May 2003. The loss of the services provided by either Mr. Meier or Mr. Downes could have a material adverse effect
on UPCIC’s and the Company’s financial condition and results of operations.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

On July 31, 2004, the Company purchased a building located in Fort Lauderdale, Florida that became its headquarters

on July 1, 2005. The Company believes that the building is suitable for its intended use and adequate to meet the

Company’s current needs. The building is 100% occupied by the Company. There is no mortgage or lease
arrangement. The building is adequately covered by insurance.
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ITEM 3. LEGAL PROCEEDINGS

The Company is involved in certain lawsuits. In the opinion of management, none of these lawsuits (1) involve

claims for damages exceeding 10% of the Company’s cash and invested assets, (2) involve matters that are not routine
litigation incidental to the claims aspect of its business, (3) involve bankruptcy, receivership or similar proceedings,

(4) involve material Federal, state, or local environmental laws, (5) potentially involve more than $100,000 in

sanctions and a governmental authority is a party, or (6) are material proceedings to which any director, officer,

affiliate of the Company, beneficial owner of more than 5% of any class of voting securities of the Company, or

security holder is a party adverse to the Company or has a material interest adverse to the Company.

ITEM 4. RESERVED
PART II

ITEM5.MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

The Company’s Common Stock is quoted on the NYSE Amex Equities (“NYSE Amex”) formerly known as the
American Stock Exchange, under the symbol UVE. The Company’s common shares were quoted and traded on the
OTC Bulletin Board under the symbol UVIH prior to April 20, 2007 when the Company commenced trading on the
NYSE Amex. The following table sets forth prices of the Common Stock, as reported by the NYSE Amex.

For year ended December Dividends

31, 2009 High Low Declared
First Quarter $4.58  $2.40 $0.22
Second Quarter $5.96  $3.65 $0.12
Third Quarter $5.70 $4.45 $0.00
Fourth Quarter $6.45  $4.95 $0.20

For year ended December Dividends

31, 2008 High Low Declared
First Quarter $7.74  $2.94 $0.10
Second Quarter $4.93  $3.00 $0.00
Third Quarter $4.25 $3.14 $0.10
Fourth Quarter $3.66 $1.75 $0.20

As of December 31, 2009, Continental Stock Transfer and Trust Company, the Company’s transfer agent and registrar,
reported 42 shareholders of record of the Company’s Common Stock. There were approximately 6,600 beneficial
owners of its Common Stock.

In addition, as of December 31, 2009, there were 2 and 5 shareholders of the Company’s Series A and Series M
Preferred Stock (“Preferred Stock™) respectively. During 2009 and 2008, respectively, the Company declared and paid
aggregate dividends of $27,450 and $49,950 on the Company’s Series A Preferred Stock and Series M Preferred Stock.

Applicable provisions of the Delaware General Corporation Law may affect the ability of the Company to declare and

pay dividends on its Common Stock. In particular, pursuant to the Delaware General Corporation Law, a company
may pay dividends out of its surplus, as defined, or out of its net profits, for the fiscal year in which the dividend is
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declared and/or the preceding year. Surplus is defined in the Delaware General Corporation Law to be the excess of
net assets of the company over capital. Capital is defined to be the aggregate par value of shares issued. Moreover, the
ability of the Company to pay dividends, if and when declared by its Board of Directors, may be restricted by
regulatory limits on the amount of dividends, which UPCIC is permitted to pay the Company. Section 628.371 of the
Florida Statutes sets forth limitations, based on net income and statutory capital, on the amount of dividends that
UPCIC may pay to the Company without approval from the OIR.

Equity Compensation Plan Information
The following table sets forth certain information with respect to all of the Company’s equity compensation plans in

effect as of fiscal year ended December 31, 2009.
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Number of securities
Weighted-average  remaining available

exercise price for issuance under
Number of securities to of outstanding equity compensation
be issued upon exercise options, plans (excluding
of outstanding options, warrants and securities reflected in
Plan Category warrants and rights rights first column)

Equity compensation plans approved

by security holders N/A N/A N/A

Equity compensation plans not approved by security

holders (1) 6,345,000 $3.21 N/A

Total 6,345,000 $3.21 N/A

(1) The number of securities to be issued upon exercise of outstanding options and their corresponding
weighted-average exercise price were previously categorized as equity compensation plans approved by security
holders.

On October 13, 2009, the Company's Board of Directors approved, and recommended that the Company’s stockholders
approve, the 2009 Omnibus Incentive Plan (“Incentive Plan”). On November 16, 2009, the Company’s stockholders
approved the Incentive Plan by written consent.

An aggregate of 1,800,000 shares of Common Stock is reserved for issuance and available for awards under the
Incentive Plan. Awards under the Incentive Plan may include incentive stock options, nonqualified stock options,
stock appreciation rights, restricted shares of Common Stock, restricted stock units, performance share or unit awards,
other stock-based awards and cash-based incentive awards. Awards under the Incentive Plan may be granted to
employees, directors, consultants or other persons providing services to the Company or its affiliates. The Incentive
Plan also provides for awards that are intended to qualify as “performance-based compensation” in order to preserve the
deductibility of such compensation by the Company under Section 162(m) of the Internal Revenue Code. As of
December 31, 2009, no specific awards had been granted and no commitments had been made under the Incentive
Plan. The Incentive Plan shall have a term of ten years expiring on November 16, 2019.

Stock Performance Graph

The following graph compares the cumulative total stockholder return of the Company’s common stock from
December 31, 2004 through December 31, 2009 with the cumulative total return of the SNL Insurance P&C and the
Amex Composite. SNL Insurance P&C includes all publicly traded (NYSE, NYSE-Alt, NASDAQ, OTC BB, Pink
Sheets) Insurance Underwriters in the Property & Casualty sector and was prepared by SNL Financial, Charlottesville,
Virginia. The graph assumes the investment of $100 in the Company’s common stock and in each of the two indices on
December 31, 2004 with all dividends being reinvested on the ex-dividend date. The closing price of the Company’s
common stock on December 31, 2004 (the last trading day of the year) was 0.045 per share. The stock price
performance on the graph is not necessarily indicative of future price performance.
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Period Ending
Index 12/31/04 12/31/05 12/31/06  12/31/07 12/31/08 12/31/09
Universal Insurance Holdings, Inc. $100.00 $1,711.11 $6,737.68 $18,573.52 $7,045.00 $19,121.01
SNL Insurance P&C $100.00 $109.31 $127.42  $137.59 $106.50 $115.13
Amex Composite $100.00 $126.18 $151.34  $177.33 $105.60  $143.17

(1) The stock prices used to calculate total shareholder return for Universal Insurance Holdings, Inc. are based upon
the prices of the Company’s common shares quoted and traded on the OTC Bulletin Board under the symbol UVIH

prior to April 20, 2007 and the NYSE Amex on subsequent dates.

Future Dividend Policy

Future cash dividend payments are subject to business conditions, the Company’s financial position, and requirements

for working capital and other corporate purposes.

ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data should be read in conjunction with the consolidated financial

statements and notes thereto and “Management’s Discussion and Analysis of Financial Condition and Results of

Operations” appearing elsewhere in the Annual Report on Form 10-K.
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Years Ended December 31,
2009 2008 2007 2006 2005
Income statement data:

Direct premiums written $562,671,620 $511,369,676  $498,748,778 $371,754,514 $88,701,123
Ceded premiums written (428,384,278) (360,581,696) (358,405,016) (230,718,709) (67,094,245)
Net premiums written 134,287,342 150,787,980 140,343,762 141,035,805 21,606,878

Decrease (increase) in net

unearned premium 7,366,383 (3,374,283 14,074,690 (86,899,853 ) (5,780,896 )
Premiums earned, net 141,653,725 147,413,697 154,418,452 54,135,952 15,825,982
Total revenue 210,642,129 182,667,296 188,514,481 65,147,750 19,357,200
Total expenses 164,479,305 116,660,531 98,964,692 38,426,441 13,149,101
Income from continuing

operations before income taxes 46,162,824 66,006,765 89,549,789 26,721,309 6,208,099
Income taxes, net 17,375,526 25,969,442 35,547,501 9,477,240 (467,061 )
Discontinued Operations - - - (57,209 (168,563 )
Net Income $28,787,298 $40,037,323 $54,002,288 $17,186,860 $6,506,597
Balance sheet data:

Total assets $678,247,300 $544,636,912 $491,193,365 $481,610,424 $181,033,434

Total liabilities $564,972,843  $443,083,257 $418,618,180 $459,562,506 $171,117,306
Unpaid losses and loss
adjustment expenses $127,197,753 $87,947,774 $68,815,500 $49,564,514 $66,999,956
Unearned premiums $278,370,544  $258,489,460 $254,741,198 $230,346,266  $50,890,005
Long-term debt $24,632,353 $25,000,000  $25,000,000  $25,057,266  $-
Total stockholders' equity $113,274,457 $101,553,655 $72,575,185  $22,047,918  $9,916,128
Earnings per share data
Basic net income per common
share from

continuing operations $0.76 $1.07 $1.52 $0.50 $0.20
Fully diluted net income per
common share from

continuing operations $0.71 $0.99 $1.31 $0.44 $0.19
Dividends declared per common
share $0.54 $0.40 $0.24 $0.18 $-

ITEMMANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF

7.  OPERATIONS

A number of statements contained in this report are forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995 that involve risks and uncertainties that could cause actual results to differ
materially from those expressed or implied in the applicable statements. These risks and uncertainties include but are
not limited to the costs and the uncertainties associated with the Risk Factors set forth in Item 1 above. Investors are
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cautioned that these forward-looking statements are not guarantees of future performance or results.
OVERVIEW

The Company was originally organized as Universal Heights, Inc. in 1990. The Company changed its name to

Universal Insurance Holdings, Inc. on January 12, 2001. In April 1997, the Company organized its subsidiary UPCIC

as part of its strategy to take advantage of what management believed to be profitable business and growth

opportunities in the marketplace. UPCIC was formed to participate in the transfer of homeowners’ insurance policies
from the JUA. UPCIC’s application to become a Florida licensed property and casualty insurance company was filed
with the OIR on May 14, 1997 and approved on October 29, 1997. UPCIC’s proposal to begin operations through the
acquisition of homeowners’ insurance policies issued by the JUA was approved by the JUA on May 21, 1997, subject
to certain minimum capitalization and other requirements.

The Company has since evolved into a vertically integrated insurance holding company, which through its various
subsidiaries, covers substantially all aspects of insurance underwriting, distribution and claims processing. The
Company’s primary product is homeowners’ insurance. The Company’s criteria for selecting insurance policies
includes, but is not limited to, the use of specific policy forms, coverage amounts on buildings and contents and
required compliance with local building codes. Also, to improve underwriting and manage risk, the Company utilizes
standard industry modeling techniques for hurricane and windstorm exposure. UPCIC’s portfolio as of December 31,
2009 includes approximately 531,000 policies with coverage for wind risks and 10,000 policies without wind
risks. The average premium for a policy with wind coverage is approximately $1,059 and the average
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premium for a policy without wind coverage is approximately $465. UPCIC had in-force premiums of approximately
$567.1 million as of December 31, 2009.

The OIR requires applicants to have a minimum capitalization of $5.0 million to be eligible to operate as an insurance
company in the State of Florida. Upon being issued an insurance license, companies must maintain capitalization of
the greater of ten percent of the insurer’s total liabilities or $4.0 million. If an insurance company’s capitalization falls
below the minimum requirements, then the company will be deemed out of compliance with OIR requirements, which
could result in revocation of the participant’s license to operate as an insurance company in the State of
Florida. UPCIC’s statutory capital and surplus was $87,827,413 at December 31, 2009 and exceeded the minimum
capital and surplus requirements. UPCIC is also required to adhere to prescribed premium-to-capital surplus ratios.

The Company has continued to implement its plan to become a financial services company and, through its
wholly-owned insurance subsidiaries, has sought to position itself to take advantage of what management believes to
be profitable business and growth opportunities in the marketplace.

In an effort to further grow its insurance operations, in 1998 the Company began to solicit business actively in the
open market. Through renewal of JUA business combined with business solicited in the market through independent
agents, UPCIC was servicing approximately 541,000 homeowners’ and dwelling fire insurance policies as of
December 31, 2009. To improve underwriting and manage risk, the Company utilizes standard industry modeling
techniques for hurricane and windstorm exposure. To diversify UPCIC’s product lines, UPCIC underwrites inland
marine policies. In February 2008, UPCIC filed a request with the National Flood Insurance Program to become
authorized to write and service flood insurance policies under the WYO Program. Management may consider
underwriting other types of policies in the future. Any such program will require OIR approval. See Item 1,
Competition under “Factors Affecting Operating Results and Market Price of Stock” for a discussion of the material
conditions and uncertainties that may affect UPCIC’s ability to obtain additional policies.

UPCIC applied for expansion to write homeowners’ insurance policies in four additional states. Those states are
Hawaii, Georgia, South Carolina and North Carolina. On July 16, 2008, August 18, 2008, September 30, 2008, and

January 29, 2009, UPCIC was licensed to transact insurance business within the States of South Carolina, Hawaii,

North Carolina, and Georgia, respectively. The State of North Carolina Department of Insurance has restricted

UPCIC to writing no more than $12.0 million of direct premiums in each of the first two full calendar years after

which such restriction may be lifted. UPCIC has commenced writing homeowners policies in South Carolina, North

Carolina and Hawaii. In addition, UPCIC has filed to offer flood insurance through the NFIP and continues to

evaluate policy administration requirements for the program in light of expected updates.

On May 8, 2009, the Company filed an application to the Texas Department of Insurance to form a separate property
and casualty insurance subsidiary to write homeowners coverage in that state. The Company subsequently withdrew
this application and is exploring strategic alternatives for expansion in Texas.

The Company expects that premiums from policy renewals and new business will be sufficient to meet the Company’s
working capital requirements beyond the next twelve months.

The Company joined the Russell 3000® Index on June 26, 2009. According to publicly available information
provided on Russell’s Web site, annual reconstitution of Russell’s U.S. indices captures the 3,000 largest U.S. stocks as
of the end of May, ranking them by total market capitalization. Membership in the Russell 3000, which remains in
place for one year, means automatic inclusion in the large-cap Russell 1000® Index or small-cap Russell 2000® Index
as well as the appropriate growth and value style indices. Russell determines membership for its equity indices
primarily by objective, market-capitalization rankings and style attributes. Russell indices are widely used by
investment managers and institutional investors for index funds and as benchmarks for both passive and active
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investment strategies. The Company believes that its inclusion in the Russell 3000® Index will lead to additional
visibility in the investment community.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Use of Estimates. The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America (“GAAP”) requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting periods. The Company’s primary
areas of estimate are described below.

25

45



Edgar Filing: UNIVERSAL INSURANCE HOLDINGS, INC. - Form 10-K

Recognition of Premium Revenues. Property and liability premiums are recognized as revenue on a pro rata basis
over the policy term. The portion of premiums that will be earned in the future are deferred and reported as unearned
premiums. The Company believes that its revenue recognition policies conform to Staff Accounting Bulletin 101,
Revenue Recognition in Financial Statements.

Insurance Liabilities. Reserves are established to provide for the estimated costs of paying losses and loss adjustment
expenses (“LAE”) under insurance policies UPCIC has issued. Underwriting results are significantly influenced by
estimates of losses and LAE reserves. These reserves are an estimate of amounts necessary to settle all outstanding
claims, including claims that have been incurred but not reported ("IBNR"), as of the financial statement date.

Characteristics of Reserves. Reserves are established based on estimates of the ultimate cost to settle claims, less
losses that have been paid. Claims are typically reported promptly with relatively little reporting lag between the date
of occurrence and the date the loss is reported. UPCIC’s claim settlement data suggests that homeowners’ property
losses have an average settlement time of less than one year, while homeowners’ liability losses generally take an
average of about two years to settle.

Reserves are the difference between the estimated ultimate cost of losses incurred and the amount of paid losses as of
the reporting date. Reserves are estimated for both reported and unreported claims, and include estimates of all
expenses associated with processing and settling all incurred claims. We update reserve estimates quarterly as new
information becomes available or as events emerge that may affect the resolution of unsettled claims. Changes in prior
year reserve estimates (reserve re-estimates), which may be material, are determined by comparing updated estimates
of ultimate losses to prior estimates, and the differences are recorded as losses and LAE in the Consolidated
Statements of Operations in the period such changes are determined. Estimating the ultimate cost of losses and LAE is
an inherently uncertain and complex process involving a high degree of judgment and is subject to the evaluation of
numerous variables.

The Actuarial Methods used to Develop Reserve Estimates. Reserves for losses and LAE are determined in three
separate steps. These steps are the estimation of reserves for non-catastrophe loss and defense and cost containment
(“DCC”) expenses (hereafter referred to simply as losses), estimation of reserves for hurricane experience, and
estimation of reserves for Adjusting and Other (“AQO”) expenses. These three steps are further separated into the
analysis of data groupings of like exposure. These groups are property damage on homeowner policy forms HO-3 and
HO-8 combined, property damage on homeowner policy forms HO-4 and HO-6 combined, dwelling fire property
damage, all homeowner liability exposure, other liability (the optional liability coverage offered to dwelling fire
policyholders), and all hurricane experience combined.

Reserve estimates for non-catastrophe losses are derived using several different actuarial estimation methods that are
variations on one primary actuarial technique. That actuarial technique is known as a "chain ladder" estimation
process in which historical loss patterns are applied to actual paid losses and reported losses (paid losses plus
individual case reserves established by claim adjusters) for an accident year to create an estimate of how losses are
likely to develop over time. This technique forms the basis of the six actuarial methods described below. An accident
year refers to classifying claims based on the year in which the claims occurred, regardless of the date it was reported
to UPCIC. This analysis is used to prepare estimates of required reserves for payments to be made in the future. The
key data elements used to determine our reserve estimates include claim counts, paid losses, paid DCC, case reserves,
and the related development factors applicable to this data.

The first method for estimating unpaid amounts for non-hurricane losses is the reported development method. This
method is based upon the assumption that the relative change in a given year’s reported loss estimates from one
evaluation point to the next is similar to the relative change in prior years’ reported loss estimates at similar evaluation
points. In utilizing this method, actual annual historical reported loss data is evaluated. Successive years can be
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arranged to form a triangle of data. Report-to-report (“RTR”) development factors are calculated to measure the change
in cumulative reported losses from one evaluation point to the next. These historical RTR factors form the basis for
selecting the RTR factors used in projecting the current valuation of losses to an ultimate basis. In addition, a tail
factor is selected to account for loss development beyond the observed experience. The tail factor is based on trends
shown in the data and consideration of industry loss development benchmarks. This method’s implicit assumption is
that the relative adequacy of case reserves has been consistent over time, and that there have been no material changes
in the rate at which claims have been reported.

The second method is the paid development method. This method is similar to the reported development method;

however, case reserves are excluded from the analysis. While this method has the disadvantage of not recognizing the
information provided by current case reserves, it has the advantage of avoiding potential distortions in the data
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due to changes in case reserving methodology. This method’s implicit assumption is that the rate of payment of claims
has been relatively consistent over time.

The third method is the reported Bornhuetter-Ferguson (“B-F’) method. This method is essentially a blend of two other
methods. The first method is the loss development method (described above), whereby actual reported losses are
multiplied by an expected loss development factor. For slow reporting coverages, the loss development method can
lead to erratic and unreliable projections, because a relatively small swing in early reporting periods can result in a
large swing in ultimate projections. The second method is the expected loss method (a description of the expected loss
method follows the description of the reported B-F method), whereby the incurred but not reported (“IBNR”) estimate
equals the difference between a predetermined estimate of expected losses and actual reported losses. This has the
advantage of stability, but it does not respond to actual results as they emerge. The reported B-F method combines
these two methods by setting ultimate losses equal to actual reported losses plus expected unreported losses. As an
experience year matures and expected unreported losses become smaller, the initial expected loss assumption becomes
gradually less important. Two parameters are needed to apply the B-F method: the initial expected loss ratio and the
expected reporting pattern. The initial expected loss ratio for each accident year other than the current year is set equal
to the estimated ultimate loss ratio from the prior analysis. The initial expected loss ratio for the current year is
determined based on trends in historical ratios, rate changes, and underlying loss trends. The expected reporting
pattern is based on the reported loss development method described above. This method is often used for long-tail
lines and in situations where the reported loss experience is relatively immature or lacks sufficient credibility for the
application of other methods.

As mentioned above, one component of the B-F method is the expected loss method. In this method, ultimate loss
projections are based upon some prior measure of the anticipated losses, usually relative to some measure of exposure,
such as premiums, revenues, or payroll. An expected loss ratio (or loss cost/pure premium) is applied to the measure
of exposure to determine estimated ultimate losses for each year. Actual losses are not considered in this calculation.
This method has the advantage of stability over time because the ultimate loss estimates do not change unless the
exposures or pure premiums change. However, this advantage of stability is offset by a lack of responsiveness, since
this method does not consider actual loss experience as it emerges. This method is based on the assumption that the
pure premium per unit of exposure is a good indication of ultimate losses. It is entirely dependent on pricing
assumptions.

The fourth method is the paid B-F method. This method is analogous to the reported B-F method using paid losses
and development patterns in place of reported losses and patterns.

The fifth method is the reported counts and averages method. In this method, an estimate of unpaid losses is
determined by separately projecting ultimate reported claim counts and ultimate reported claim severities (cost per
reported claim) for each accident period. Typically, loss development methods are used to project ultimate claim
counts and claim severities based on historical data using the same methodology described in the reported
development method above. Estimated ultimate losses are then calculated as the product of the two items. This
method is intended to avoid data distortions that may exist with the other methods for the most recent years as a result
of changes in case reserve levels, settlement rates, etc. In addition, it may provide insight into the drivers of loss
experience.

The sixth method is the paid counts and averages method. This method is analogous to the reported counts and

averages method using paid claims counts and paid claim severities and their related development patterns in place of
reported data.
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In selecting the RTR development factors described above, due consideration is given to how the RTR development
factors change from one year to the next over the course of several consecutive years of recent history. In addition to
the loss development triangles cited above, various diagnostic triangles, such as triangles showing historical patterns
in the ratio of paid to reported losses and paid to reported claim counts are typically prepared as a means of
determining the stability of various determinants of loss development, such as consistency in claims settlement and
case reserving.

The implicit assumption of these techniques is that the selected RTR factors combine to form loss development
patterns that are predictive of future loss development. The effects of inflation are implicitly considered in the
reserving process, the implicit assumption being that the selected development factors includes an adequate provision.
Occasionally, unusual aberrations in loss patterns are caused by external and internal factors such as changes in claim
reporting, settlement patterns, unusually large losses, an unusually large amount of catastrophe losses, process
changes, legal or regulatory changes, and other influences. In these instances, analyses of alternate
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development factor selections are performed to evaluate the effect of these factors, and actuarial judgment is applied
to make appropriate development factor assumptions needed to develop a best estimate of ultimate losses.

The six methods described above all produce an estimate of ultimate losses. Based on the results of these six
methods, a single estimate (commonly referred to as a actuarial point/central estimate) of the ultimate loss is
selected. Estimated IBNR reserves are determined by subtracting the reported loss from the selected ultimate
loss. The estimated IBNR reserves are added to case reserves to determine the total estimated unpaid losses.

Estimates of unpaid losses for hurricane experience are not developed using company specific development patterns,
due to the relatively infrequent nature of storms and the high severity typically associated with them. Both the
reported development method and the paid development method were used to estimate ultimate losses. However, the
development patterns were based on industry data determined by our consulting actuary. There is an inherent
assumption that relying on industry development patterns as opposed to company specific patterns produces more
credible results for projecting hurricane losses.

Estimated unpaid amounts for non-catastrophe AO expenses are determined as the product of the estimated number of
outstanding claims (whether open or unreported) times an estimate of average AO per claim. Universal’s claims are
handled by Universal Adjusting Corporation (“UAC”), a wholly owned subsidiary. UAC is compensated based on a fee
schedule as follows:

Cost of Repair Adjusting Fee
$0 to $1,500 $318
$1,501 to $2,500 $426
$2,501 to $3,500 $534
$3,501 to $5,000 $607
$5,001 to $7,500 $715
$7,501 to $10,000 $783

In cases where a claim exceeds $10,000, UAC is compensated on a time and expense basis based on the following fee
schedule:

Category Fee
Non-Clerical $70/hour

Clerical $45/hour

Mileage $0.45/mile
Photographs $2.25/each
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UAC is compensated at the time a claim is closed (whether with or without payment).

The procedure we followed was to begin by developing a history of average AO expenses per closed claim (whether
with or without payment) for each line of business. Since average fees have increased dramatically in the last two
years, we placed reliance primarily on the indications from those two years in making our selections. The selected
average AO expense was then multiplied by the estimated number of claims to be closed in the future (whether with
or without payment) to determine an estimated liability. The estimated number of claims to be closed in the future
was determined by projecting reported claims for each accident year to an estimated ultimate basis using the
traditional development factor method, then subtracting the total number of claims that have closed as of December
31, 2009 (whether with or without payment).

In the case of the AO liabilities associated with hurricane exposure, a similar procedure was used to determine an
estimate of the average AO expense per closed claim as was used for the non-catastrophe AO liabilities. However, a
different procedure was used to estimate the number of claims to be closed in the future since the reported claim count
development method would not produce a reliable estimate of ultimate hurricane claims. Three separate estimates of
outstanding claims were determined. In one method, estimated outstanding claims were determined as the ratio of
estimated unpaid losses to estimated claim severity, where claim severity was estimated as the ratio of paid losses to
closed claims. In the second method, estimated outstanding claims were determined as the ratio of estimated unpaid
losses to estimated claim severity, where estimated claim severity was determined as the ratio of reported losses to
reported claims. In the third method, estimated outstanding claims were determined as the ratio of estimated unpaid
losses to estimated claim severity, where claim severity was determined as the ratio of case reserves to open
claims. Based on these three methods a final selection was made on estimated outstanding claim counts. The final
selection is multiplied by estimated average AO expense per claim to derive the estimated liability.

How Reserve Estimates are Established and Updated. Reserve estimates are developed for both open claims and
IBNR claims. The actuarial methods described above are used to derive claim settlement patterns by determining
development factors to be applied to specific data elements. Development factors are calculated for data elements such
as claim counts reported and settled, paid losses and paid losses combined with case reserves. The historical
development patterns for these data elements are used as the assumptions to calculate reserve estimates.

Often, different estimates are prepared for each detailed component, incorporating alternative analyses of changing
claim settlement patterns and other influences on losses, from which we select our best estimate for each component,
occasionally incorporating additional analyses and actuarial judgment, as described above. These estimates are not
based on a single set of assumptions. Based on our review of these estimates, our best estimate of required reserves is
recorded for each accident year, and the required reserves are summed to create the reserve balance carried on our
Consolidated Balance Sheets.

Reserves are re-estimated quarterly, by combining historical results with current actual results. This process
incorporates the historic and latest trends, and other underlying changes in the data elements used to calculate reserve
estimates. When actual development of claims reported, paid losses or case reserve changes are different than the
historical development pattern used in a prior period reserve estimate, a new reserve is determined. The difference
between indicated reserves based on new reserve estimates and recorded reserves (the previous estimate) is the
amount of reserve re-estimate and an increase or decrease in losses and LAE will be recorded in the Consolidated
Statements of Operations. Total reserve re-estimates, after-tax, as a percent of net income, in 2009, 2008 and 2007
were 18.1%, 9.5% and 13.7%, respectively, which are consistent within a reasonable actuarial tolerance for our
business. Reserve re-estimates were primarily the result of actual loss development on prior year non-catastrophe
losses during the years ending December 31, 2009 and 2008, and from higher than expected 2004 hurricane losses and
actual loss development on prior year non-catastrophe losses during the year ended December 31, 2007. Reserve
re-estimates on non-catastrophe losses, which have been well within acceptable ranges, are a result of settling
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homeowner’s losses established in the prior year for amounts that were more than expected. These reserve re-estimates
were primarily the result of claim severity development that was worse than expected and late reported loss

development that was worse than expected due to higher frequency trends. These trends are consistent with the trends

of other carriers in the industry, which we believe are related to increased publicity and awareness of coverage and

litigation. These trends are primarily responsible for revisions to loss development factors, as previously described, to

predict how losses are likely to develop from the end of the reporting period until all claims have been paid. Because

these trends cause actual losses to differ from those predicted by the estimated development factors used in prior

reserve estimates, reserves are revised as actuarial studies validate new trends based on indications of updated

development factor calculations. Reserve re-estimates for catastrophe losses, which are associated with the high level

of uncertainty related to hurricane claims are described under catastrophe losses below.

Factors Affecting Reserve Estimates. Reserve estimates are developed based on the processes and historical
development trends as previously described. These estimates are considered in conjunction with known facts and
interpretations of circumstances and factors including our experience with similar cases, actual claims paid, differing
payment patterns and pending levels of unpaid claims, loss management programs, product mix and contractual terms,
changes in law and regulation, judicial decisions, and economic conditions. When we experience changes of the type
previously mentioned, we may need to apply actuarial judgment in the determination and selection of development
factors considered more reflective of the new trends, such as combining shorter or longer periods of historical results
with current actual results to produce development factors. For example, if a legal change is expected to have a
significant impact on the development of claim severity, actuarial judgment is applied to determine appropriate
development factors that will most accurately reflect the expected impact on that specific estimate. Another example
would be when a change in economic conditions is expected to affect the cost of repairs

29

52



Edgar Filing: UNIVERSAL INSURANCE HOLDINGS, INC. - Form 10-K

to property; actuarial judgment is applied to determine appropriate development factors to use in the reserve estimate
that will most accurately reflect the expected impacts on severity development.

As claims are reported, for certain liability claims of sufficient size and complexity, the field adjusting staff
establishes case reserve estimates of ultimate cost, based on their assessment of facts and circumstances related to
each individual claim. For other claims which occur in large volumes and settle in a relatively short time frame, it is
not practical or efficient to set case reserves for each claim, and an initial case reserve of $2,500 is set for these claims.
In the normal course of business, we may also supplement our claims processes by utilizing third party adjusters,
appraisers, engineers, inspectors, other professionals and information sources to assess and settle catastrophe and
non-catastrophe related claims.

Changes in homeowners current year claim severity are generally influenced by inflation in the cost of building
materials, the cost of construction and property repair services, the cost of replacing home furnishings and other
contents, the types of claims that qualify for coverage, deductibles and other economic and environmental factors. We
employ various loss management programs to mitigate the effect of these factors.

As loss experience for the current year develops for each type of loss, it is monitored relative to initial assumptions
until it is judged to have sufficient statistical credibility. From that point in time and forward, reserves are re-estimated
using statistical actuarial processes to reflect the impact loss trends have on development factors incorporated into the
actuarial estimation processes. Statistical credibility is usually achieved by the end of the first calendar year; however,
when trends for the current accident year exceed initial assumptions sooner, they are usually given credibility, and
reserves are increased accordingly.

Key assumptions that materially affect the estimate of the reserve for loss and LAE relate to the effects of emerging
claim and coverage issues. As industry practices and legal, judicial, social and other environmental conditions change,
unexpected and unintended issues related to claim and coverage may emerge. These issues may adversely affect our
business by either extending coverage beyond our underwriting intent or by increasing the number or size of claims.
Key assumptions as of December 31, 2009 that are premised on future emergence that are inconsistent with historical
loss reserve development patterns include but are not limited to:

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

e plaintiffs targeting property and casualty insurers, in purported class action litigation related to claims-handling and
other practices.

By applying standard actuarial methods to consolidated historic accident year loss data for homeowner losses, we
develop variability analyses consistent with the way we develop reserves by measuring the potential variability of
development factors, as described in the section titled, "Potential Reserve Estimate Variability" below.

Causes of Reserve Estimate Uncertainty. Since reserves are estimates of the unpaid portions of claims and claims
expenses that have occurred, including IBNR losses, the establishment of appropriate reserves, including reserves for
catastrophes, requires regular reevaluation and refinement of estimates to determine our ultimate loss estimate.

At each reporting date, the highest degree of uncertainty in estimates of losses arises from claims remaining to be

settled for the current accident year and the most recent preceding accident year and claims that have occurred but
have not been reported (pure IBNR claims). The greatest degree of uncertainty exists in the current accident year
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because the current accident year contains the greatest proportion of losses that have not been reported or settled but
must be estimated as of the current reporting date. Most of these losses are relate to damaged homes. During the first
year after the end of an accident year, a large portion of the total losses for that accident year are settled. When
accident year losses paid through the end of the first year following the initial accident year are incorporated into
updated actuarial estimates, the trends inherent in the settlement of claims emerge more clearly. Consequently, this is
the point in time at which we tend to make our largest re-estimates of losses for an accident year. After the second
year, the losses that we pay for an accident year typically relate to claims that are more difficult to settle, such as those
involving litigation.

Reserves for Catastrophe Losses. Loss and LAE reserves also include reserves for catastrophe losses. Catastrophe
losses are an inherent risk of the property-casualty insurance industry that have contributed, and will continue to
contribute, to potentially material year-to-year fluctuations in our results of operations and financial position. A
catastrophe is an event that produces significant pre-tax losses before reinsurance and involves multiple first party
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policyholders, or 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, tornadoes, wildfires, tropical storms and hurricanes. The nature and level
of catastrophes in any period cannot be predicted.

The estimation of claims and claims expense reserves for catastrophes also comprises estimates of losses from
reported claims and IBNR, primarily for damage to property. In general, our estimates for catastrophe reserves are
based on claim adjuster inspections and the application of historical loss development factors as described previously.
However, depending on the nature of the catastrophe, as noted above, the estimation process can be further
complicated. For example, for hurricanes, complications could include the inability of insureds to be able to promptly
report losses, limitations placed on claims adjusting staff affecting their ability to inspect losses, determining whether
losses are covered by our homeowners policy (generally for damage caused by wind or wind driven rain), or
specifically excluded coverage caused by flood, estimating additional living expenses, and assessing the impact of
demand surge, exposure to mold damage, and the effects of numerous other considerations, including the timing of a
catastrophe in relation to other events, such as at or near the end of a financial reporting period, which can affect the
availability of information needed to estimate reserves for that reporting period. In these situations, we may need to
adapt our practices to accommodate these circumstances in order to determine a best estimate of our losses from a
catastrophe.

Key Actuarial Assumptions That Affect the Loss and LAE Estimate. The aggregation of estimates for reported losses
and IBNR forms the reserve liability recorded in the Consolidated Balance Sheets.

To develop a statistical indication of potential reserve variability within reasonably likely possible outcomes, actuarial
techniques are applied to the data elements for paid losses and reported losses separately for homeowners losses
excluding catastrophe losses and catastrophe losses to estimate the potential variability of our reserves, within a
reasonable probability of outcomes.

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 may exceed or be less than these estimates. We revise
reserves for losses and LAE as additional information becomes available, and reflect adjustments, if any, in earnings
in the periods in which they are determined.

On an annual basis, our independent actuary provides a Statement of Actuarial Opinion (“SAQ”) that certifies the
carried reserves make a reasonable provision for all of UPCIC’s unpaid loss and LAE obligations under the terms of
our contracts and agreements with our policyholders. We review the SAO and compare the projected ultimate losses
and LAE per the SAO to our own projection of ultimate losses and LAE to ensure that loss and LAE reserves recorded
at each annual balance sheet date are based upon our analysis of all internal and external factors related to known and
unknown claims against us and to ensure our reserves are within National Association of Insurance Commissioners
(“NAIC”) guidelines. We compare our recorded reserves to the indicated range provided in the report accompanying the
SAQO. At December 31, 2009, the recorded amount for net loss and LAE falls within the range determined by our
independent actuaries and is higher than their best estimate.

In selecting the RTR development factors described above in the section titled The Actuarial Methods used to
Develop Reserve Estimates, due consideration is given to how the RTR development factors change from one year to
the next over the course of several consecutive years of recent history. In addition to the loss development triangles
cited above, various diagnostic triangles, such as triangles showing historical patterns in the ratio of paid to reported
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losses and paid to reported claim counts, are typically prepared as a means of determining the stability of various
determinants of loss development, such as consistency in claims settlement and case reserving.

With respect to Universal’s primary exposure, Florida personal property coverage, the hurricanes in 2004 and 2005
required Universal to place more focus on adjusting hurricane claims during 2004, 2005 and into 2006. Universal
then experienced a surge in non-hurricane claims which led the loss development patterns for non-catastrophe losses
to increase substantially in the years during and following the active hurricane seasons of 2004 and 2005.

Potential Reserve Estimate Variability. The range of estimated ultimate losses (from low to high) is typically smaller

for older, more mature accident periods and greater for more recent, less mature accident periods. In this case, the
greatest level of uncertainty is associated with accident years 2004 (due to the exhaustion of catastrophe-
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reinsurance) and accident year 2009 (due to the relative immaturity of the experience and uncertainty caused by the
recent shift in non-catastrophe loss levels). Given the underlying nature of Universal’s business (catastrophe-exposed
personal property coverage), the actuarial methods employed indicated a range of estimated unpaid losses to be
approximately $3.7 million above and $3.4 million below the best estimate under typical circumstances. The
increased uncertainty associated with accident years 2004 and 2009 increases the bounds of the range to
approximately $14.0 million above and $10.0 million below.

In selecting the range of reasonable estimates, the assumptions used to select RTR development factors and initial
expected loss ratios are not changed. Rather, the range of indications produced by the various methods is inspected,
the relative strengths and weaknesses of each method are considered, and from those inputs a range of estimates can
be selected.

Projections of loss and LAE liabilities are subject to potentially large errors of estimation since the ultimate
disposition of claims incurred prior to the financial statement date, whether reported or not, is subject to the outcome
of events that have not yet occurred. Examples of these events include jury decisions, court interpretations, legislative
changes, changes in the medical condition of claimants, public attitudes, and social/economic conditions such as
inflation. Any estimate of future costs is subject to the inherent limitation on one’s ability to predict the aggregate
course of future events. It should therefore be expected that the actual emergence of losses and LAE will vary, perhaps
materially, from any estimate.

The inherent uncertainty associated with UPCIC’s loss and LAE liability is magnified due to UPCIC’s concentration of
property business in catastrophe-exposed coastal states (primarily Florida), specifically the occurrence of four
hurricanes during 2004 and four more during 2005. The 2004 and 2005 hurricanes created great uncertainty in
determining ultimate losses for these natural catastrophes. Issues related to applicability of deductibles, availability
and cost of repair services and materials, and other factors have increased the variability in estimates of the related
loss reserves. This uncertainty was exacerbated by the 2004 hurricanes resulting in an increase in UPCIC’s net
retention. In addition, during 2007, 2008 and 2009, UPCIC experienced unanticipated unfavorable loss development
on catastrophe losses from claims related to 2004 and 2005 being reopened and new claims being opened due to
public adjusters encouraging policyholders to file new claims. New claims were also reported in 2007, 2008 and 2009
from the 2004 and 2005 hurricanes from assessments related to condominium policies. Finally, as noted above, there
was a shift in the level of non-catastrophe losses following the active hurricane seasons of 2004 and 2005. Due to this
uncertainty, the parameters of the loss estimation methodologies are updated on an annual basis as new information
emerges.

Adequacy of Reserve Estimates. We believe our net loss and LAE reserves are appropriately established based on
available methodology, facts, technology, laws and regulations. We calculate and record a single best reserve estimate,
in conformance with generally accepted actuarial standards, for reported losses and IBNR losses and as a result we
believe no other estimate is better than our recorded amount.

In conjunction with the evaluation of the adequacy of reserve estimates at December 31, 2009, UPCIC also utilized a

proprietary claims management system developed to monitor claim trends and settlement practices for use in setting

case reserves. The system was used in the December 31, 2009 ultimate loss selection. The system provides the ability

to closely monitor paid claim development in relation to reserve estimates throughout the calendar year. In addition,

senior management is able to aggregate case reserving and settlement values in order to detect anomalies and claims

emergence patterns. As a result of the analysis performed at December 31, 2009, UPCIC booked an additional $2.5

million net loss and LAE reserves above the independent actuary’s point reserve or best estimate in order to strengthen
reserves.
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Due to the uncertainties involved, the scenarios described and quantified above are reasonably likely, but the ultimate
cost of losses may vary materially from recorded amounts, which are based on our best estimates. The net reserve for
unpaid losses and LAE at December 31, 2009 is $64,296,840.

Deferred Policy Acquisition Costs/Deferred Ceding Commissions. Commissions and other costs of acquiring
insurance that vary with and are primarily related to the production of new and renewal business are deferred and
amortized over the terms of the policies or reinsurance treaties to which they are related. Determination of costs other
than commissions that vary with and are primarily related to the production of new and renewal business requires
estimates to allocate certain operating expenses. As of December 31, 2009, deferred policy acquisition costs were
$43,971,286 and deferred ceding commissions were $34,506,662. Deferred ceding commissions were reduced by
deferred policy acquisition costs and shown net on the Consolidated Balance Sheet in the amount of $9,464,624.
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Provision for Premium Deficiency. It is the Company’s policy to evaluate and recognize losses on insurance contracts
when estimated future claims and maintenance costs under a group of existing contracts will exceed anticipated future

premiums and investment income. The determination of the provision for premium deficiency requires estimation of

the costs of losses, catastrophic reinsurance and policy maintenance to be incurred and investment income to be

earned over the remaining policy period. The Company has determined that a provision for premium deficiency was

not warranted as of December 31, 2009.

Reinsurance. In the normal course of business, the Company seeks to reduce the risk of loss that may arise from
catastrophes or other events that cause unfavorable underwriting results by reinsuring certain levels of risk in various
areas of exposure with other insurance enterprises or reinsurers. While ceding premiums to reinsurers reduces the
Company’s risk of exposure in the event of catastrophic losses, it also reduces the Company’s potential for greater
profits should such catastrophic events fail to occur. The Company believes that the extent of its reinsurance is typical
of a company of its size in the homeowners’ insurance industry. Amounts recoverable from reinsurers are estimated in
a manner consistent with the provisions of the reinsurance agreement and consistent with the establishment of the
liability of the Company. The Company’s reinsurance policies do not relieve the Company from its obligations to
policyholders. Failure of reinsurers to honor their obligations could result in losses to the Company; consequently,
allowances are established for amounts deemed uncollectible. No such allowance was deemed necessary as of
December 31, 2009.

OFF-BALANCE SHEET ARRANGEMENTS
The Company had no off-balance sheet arrangements during 2009.
RELATED PARTIES

Downes and Associates, a multi-line insurance adjustment corporation based in Deerfield Beach, Florida performs
certain claims adjusting work for UPCIC. Downes and Associates is owned by Dennis Downes, who is the father of
Sean P. Downes, Chief Operating Officer and Senior Vice President of UPCIC. During 2009, 2008 and 2007, the
Company expensed claims adjusting fees of $605,000, $410,000 and $675,237, respectively, to Downes and
Associates.

During the fourth quarter of 2009, the Company overpaid non-equity incentive plan compensation to the Chief
Executive Officer and Chief Operating Officer in the amounts of $217,169 and $162,876, respectively. These amounts
were repaid to the Company during February 2010.

RESULTS OF OPERATIONS
YEAR ENDED DECEMBER 31, 2009 COMPARED TO YEAR ENDED DECEMBER 31, 2008

The Company’s operating results in 2009 were adversely affected by broader conditions in the Florida residential
insurance market. The Florida legislature expanded the reimbursement coverage available from the Florida Hurricane

Catastrophe Fund in 2007 causing residential insurers in Florida to reduce rates based upon presumptive costs savings

as calculated by the Florida Office of Insurance Regulation (OIR) and later based upon a true-up filing using their own

data. In 2007, the Florida Financial Services Commission increased then-existing discounts available for homes built

with certain windstorm loss reduction devices. We believe these cumulative discounts result in premium reductions

that are greater than the estimated reductions in losses.

The Company’s operating results in 2009 were also influenced by legislative enactments relating to claims
payments. Following the 2004 and 2005 hurricane seasons, the Florida legislature required all insurers issuing
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replacement cost policies to pay the full replacement cost of damaged properties without deducting depreciation

whether or not the insureds repaired or replaced the damaged property. Under prior law, insurers would pay the

depreciated amount of the property until insureds commenced repairs or replacement. The new law has led to an

increase in disagreements regarding the scope of damage and has resulted in insureds’ not repairing damage. Although
UPCIC seeks to review diligently claims and promptly pay meritorious amounts, the Company’s operating results may
be affected by a claims environment in Florida that produces opportunities for fraudulent or overstated claims.

The year ended December 31, 2009 saw continued growth in policy count for UPCIC, the Company’s wholly-owned
regulated insurance subsidiary. The increase in the number of policies in-force continued to be the result of heightened

relationships with existing agents, an increase in new agents, a new web-based policy administration system, and the

disruption in the marketplace following the windstorm catastrophes in 2004 and 2005.
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Despite growth in the number of policies in-force during the year ended December 31, 2009, the Company
experienced a decrease in net income in the current period primarily as a result of the effects of state mandated rate
reductions and discounts, and increased losses and loss adjustment expenses incurred.

In January 2007, the Florida Legislature passed a law designed to reduce residential catastrophe reinsurance costs and
requiring insurance companies to offer corresponding rate reductions to policyholders. The new law expanded the
amount of reinsurance available from the FHCF, which is a state-run entity providing hurricane reinsurance to
residential insurers at premiums less than the private reinsurance market. The Legislature intended for the new law to
reduce residential insurers’ reinsurance costs by allowing them to directly replace some of their private market
reinsurance with less costly FHCF reinsurance.

For the reinsurance contract years commencing June 1, 2007 and June 1, 2008, UPCIC purchased the maximum
additional coverage available to the Company under the expanded FHCF, allowing UPCIC to maximize its cost
savings from the new law. For the June 1, 2007 reinsurance contract year, UPCIC elected to purchase Florida
Hurricane Catastrophe Fund Recovery Shortfall Reinsurance (“FHCF Recovery Shortfall Reinsurance”) in the event the
FHCF could not fulfill its payment obligations for the 2007-2008 Hurricane Season. For the June 1, 2008 reinsurance
contract year, a similar FHCF Recovery Shortfall Reinsurance product was unavailable in the marketplace. For the
June 1, 2009 contract year UPCIC purchased the traditional FHCF coverage and did not purchase the Temporary
Increase in Coverage Limit Option offered to insurers by the FHCF. UPCIC’s decision to forego the purchase of the
Temporary Increase in Coverage Limit Option offered to insurers by the FHCF was based on the FHCF’s potential
lack of loss reimbursement capacity. Prior to the June 1, 2009 reinsurance contract year, the Florida State Board of
Administration (“SBA”) published its most recent estimate of the FHCF’s loss reimbursement capacity in the Florida
Administrative Weekly on May 29, 2009. The SBA estimated that the FHCF’s total loss reimbursement capacity
under the then current market conditions for the 2009-2010 contract year was $15.830 billion over the 12 month
period following the estimate. The SBA also referred to its report, entitled, “May 2009 Estimated Loss Reimbursement
Capacity” (“Report”) as providing greater detail regarding the FHCF’s loss reimbursement capacity. The Report estimated
that the FHCF’s minimum 12-month loss reimbursement capacity was $12.460 billion and its maximum 12-month loss
reimbursement capacity was $17.960 billion. UPCIC’s FHCF Mandatory Layer of Coverage for the contract year
commencing June 1, 2009, corresponds to FHCF loss reimbursement capacity of $17.175 billion. Further, on October
30, 2009, the Florida State Board of Administration (“SBA”) published its most recent estimate of the FHCF’s loss
reimbursement capacity in the Florida Administrative Weekly. The SBA estimated that the FHCF’s total loss
reimbursement capacity under current market conditions for the 2009 - 2010 contract year is projected to be $18.998
billion over the 12-month period following the estimate. The SBA also referred to its report entitled, “October 2009
Estimated Claims Paying Capacity Report” (“Report™) as providing greater detail regarding the FHCF’s loss
reimbursement capacity. The Report estimated that the FHCF’s minimum 12-month loss reimbursement capacity is
$14.998 billion and its maximum 12-month loss reimbursement capacity is $21.998 billion.

By law, the FHCF’s obligation to reimburse insurers is limited to its actual claims-paying capacity. In addition, the
cost of UPCIC’s reinsurance program may increase should UPCIC deem it necessary to purchase additional private
market reinsurance due to reduced estimates of the FHCF’s loss reimbursement capacity.

Florida’s Legislature also has implemented strategies to improve the ability of residential structures to withstand
hurricanes. New construction must meet stronger building codes, and existing homes are eligible for an inspection
program that allows homeowners to determine how their homes may be upgraded to mitigate storm damage. An
increasing number of insureds are likely to qualify for insurance premium discounts as new homes are built and
existing homes are retrofitted. These premium discounts result from homes’ reduced vulnerability to hurricane losses
due to the mitigation efforts, which UPCIC takes into account in its underwriting and profitability models.

Net income decreased 28.1% to $28,787,298 for the year ended December 31, 2009 from $40,037,323 for the year
ended December 31, 2008. The Company’s earnings per diluted share were $0.71 for the 2009 period versus $0.99 in
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the same period last year.

Comprehensive income decreased 26.8% to $29,326,118 for year ended December 31, 2009 from $40,062,157 for the
year ended December 31, 2008 as a result of the aforementioned decrease in net income and an increase in the change
in net unrealized gains on investments, net of tax, of $538,820 that comprises an increase in net unrealized gains of
$877,201, net of taxes of $338,380. The change in net unrealized gains on investments, net of tax, relate to market
value fluctuations within the Company’s investment portfolio during the year ended December 31, 2009. The
Company had net realized gains on investments of $24,175,405 during the year ended
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December 31, 2009. The Company had no realized gains on investments and had unrealized gains on investments of
$40,429 during the year-ended December 31, 2008.

Direct premiums written increased 10.0% to $562,671,620 for the year ended December 31, 2009 from $511,369,676
for the year ended December 31, 2008. As of December 31, 2009 and 2008, UPCIC was servicing approximately
541,000 and 461,000, respectively, homeowners’ and dwelling fire insurance policies with in-force premiums of
approximately $567,100,000 and $518,200,000, respectively. The wind mitigation discounts mandated by the Florida
Legislature to be effective June 1, 2007 for new business and August 1, 2007 for renewal business have had a
significant adverse effect on UPCIC’s premium. As of June 1, 2007, 1.9% of UPCIC policyholders were receiving
wind mitigation credits totaling $6,284,697 (a 1.3% reduction of in force premium). As of 12/31/07, 11.8% of UPCIC
policyholders were receiving wind mitigation credits totaling $31,951,623 (a 6.0% reduction of in force premium).
As of 12/31/08, 31.1% of UPCIC policyholders were receiving wind mitigation credits totaling $123,524,911 (a
19.4% reduction of in force premium). As of 12/31/09, 45.2% of UPCIC policyholders were receiving wind
mitigation credits totaling $219,974,130 (a 28.3% reduction of in force premium).

Net premiums earned decreased 3.9% to $141,653,725 for the year ended December 31, 2009 from $147,413,697 for
the year ended December 31, 2008. The decrease is due to an increase in direct premiums earned (net of previously
discussed rate decreases and implementation of wind mitigation credits) and a proportionally higher increase in ceded
premiums earned related to changes in the reinsurance program as described in “Note 3 — REINSURANCE?” in the
accompanying notes to the Company’s consolidated financial statements in Part II, I[tem 8 below. The higher volume
of state-required wind mitigation premium discounts had a significant negative effect on the Company’s premium
volume and net income.

On October 19, 2009, UPCIC received approval for a premium rate increase for its homeowner’s program within the
State of Florida. The premium rate increase, which will average approximately 14.6 percent statewide, was approved
by the OIR. The effective dates for the premium rate increase are October 22, 2009 for new business and December
11, 2009 for renewal business. UPCIC expects the approved premium rate increases to have a favorable effect on
premiums written and earned in future months as new and renewal policies are written at the higher rates.

On November 3, 2009, UPCIC received approval for a premium rate increase for its dwelling fire program within the
State of Florida. The premium rate increase, which will average approximately 14.8 percent statewide, was approved
by the OIR. The effective dates for the premium rate increase are November 5, 2009 for new business and December
29, 2009 for renewal business. UPCIC expects the approved premium rate increases to have a favorable effect on
premiums written and earned in future months as new and renewal policies are written at the higher rates.

Insurers like UPCIC fully experience the impact of rate or discount changes more than 12 months after they are
implemented because their policies renew throughout the year. Although insurers may seek to rectify any problems
through subsequent rate increase filings with the OIR, there is no assurance that the OIR and the insurers will agree on
the amount of rate change that is needed. In addition, any adjustments to the insurers’ rates similarly take more than 12
months to be fully integrated into the insurers’ business.

Net investment income decreased 60.9% to $1,453,599 for the year ended December 31, 2009 from $3,721,029 for the
year ended December 31, 2008. The decrease is primarily due to a lower interest rate environment during the year
ended December 31, 2009.

Realized gains on investments increased to $24,175,045 for the year ended December 31, 2009 from $0 for the year

ended December 31, 2008. The increase is due to the expansion of the Company’s investment portfolio into fixed
maturities and equity securities and the related sales of certain of these securities.
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Foreign currency gains on investments increased to $6,808,419 for the year ended December 31, 2009 from $0 for the
year ended December 31, 2008. The increase is due to the expansion of the Company’s investment portfolio into
foreign-denominated fixed maturities and equity securities and the related sales of certain of these securities.

Commission revenue increased 16.2% to $31,158,447 for the year ended December 31, 2009 from $26,815,078 for
the year ended December 31, 2008. Commission revenue is comprised principally of the managing general agent’s
policy fee income and service fee income on all new and renewal insurance policies, reinsurance commission sharing
agreements, and commissions generated from agency operations. The increase is primarily
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attributable to an increase in reinsurance commission sharing of approximately $2.4 million, and an increase in
managing general agent’s policy fee income of approximately $2.0 million.

Other revenue increased 14.3% to $5,392,894 for the year ended December 31, 2009 from $4,717,492 for the year
ended December 31, 2008. The increase is primarily due to fees earned on payment plans offered to policyholders by
UPCIC.

Net losses and LAE increased 30.5% to $106,133,135 for the year ended December 31, 2009 from $81,338,126 for
the year ended December 31, 2008. The net loss and LAE ratios, or net losses and LAE as a percentage of net earned
premiums, were 74.9% and 55.2% during the years ended December 31, 2009 and 2008, respectively, and were
comprised of the following components:

Year ended December 31, 2009

Direct Ceded Net
Loss and loss adjustment expenses $214,981,546 $108,848,411 $106,133,135
Premiums earned $542,790,538  $401,136,813  $141,653,725
Loss & LAE ratios 39.6 % 27.1 % 74.9 %

Year ended December 31, 2008

Direct Ceded Net
Loss and loss adjustment expenses $160,615,643 $79,277,517 $81,338,126
Premiums earned $507,621,388  $360,207,691 $147,413,697
Loss & LAE ratios 31.6 % 22.0 % 55.2 %

The direct loss and LAE ratio for the year ended December 31, 2009 was 39.6% compared to 31.6% for the year
ended December 31, 2008. The increase in the direct loss and LAE ratio is attributable to the increase in direct loss
and LAE incurred outpacing the increase in direct earned premium in the 2009 period.

Although total direct premiums earned increased 6.9% in the year ended December 31, 2009 compared to the same

period in 2008, the average premium per policy decreased significantly due to the previously described rate decreases

and wind mitigation credits. As of December 31, 2009, UPCIC was servicing approximately 541,000 homeowners’
and dwelling fire insurance policies with in-force premiums of approximately $567,100,000, or an average of $1,048

per policy. The comparable average in-force premium per policy as of December 31, 2008 was

$1,125. Consequently, the direct loss and LAE ratio increased for the 2009 period. However, except for direct

incurred losses and LAE of approximately $11.9 million, or 2.2% of direct earned premium, related to Tropical Storm

Fay in 2008, the Company’s loss experience did not vary significantly during the 2009 year compared to the 2008
year. Direct incurred losses and LAE related to Tropical Storm Fay were ceded to UPCIC’s quota share reinsurer at
50%, or $5,950,000.

The ceded loss and LAE ratio for the year ended December 31, 2009 was 27.1% compared to 22.0% for the year
ended December 31, 2008. The ceded loss and LAE ratio was influenced by greater direct incurred loss and LAE
ceded under the Company’s quota share reinsurance treaty and higher catastrophe premiums ceded to reinsurers in the
2009 period compared to the 2008 period.

Catastrophes are an inherent risk of the property-liability insurance business which may contribute to material
year-to-year fluctuations in UPCIC’s and the Company’s results of operations and financial position. During the years
ended December 31, 2009 and 2008, respectively, neither UPCIC nor the Company experienced any catastrophic
events. The level of catastrophe loss experienced in any year cannot be predicted and could be material to the results

65



Edgar Filing: UNIVERSAL INSURANCE HOLDINGS, INC. - Form 10-K

of operations and financial position of UPCIC and the Company. While management believes UPCIC’s and the
Company’s catastrophe management strategies will reduce the severity of future losses, UPCIC and the Company
continue to be exposed to catastrophic losses, including catastrophic losses that may exceed the limits of the
Company’s reinsurance program.

General and administrative expenses increased 65.2% to $58,346,170 for the year ended December 31, 2009 from
$35,322,405 for the year ended December 31, 2008. The increase in general and administrative expenses was due to
several factors. Direct commissions paid increased in correlation with the increase in direct premiums written. In
addition, state taxes on premiums were affected by the increase in written premiums. Salaries increased
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for existing employees and higher employee count due to business growth. Also, ceding commissions decreased as a
result of the quota share reinsurance commission rate reduction associated with the 2009 — 2010 contract year quota
share reinsurance contract. Deferred policy acquisition costs were also affected by this rate reduction. Assessment
expenses increased due to a FIGA assessment of approximately $4.1 million during 2009.

Federal and state income taxes decreased 33.1% to $17,375,526 for the year ended December 31, 2009 from
$25,969,442 for the year ended December 31, 2008. Federal and state income taxes were 37.6% of pretax income for
the year ended December 31, 2009, and 39.3% for the year ended December 31, 2008. The decrease is primarily due
to lower income before income taxes.

RESULTS OF OPERATIONS
YEAR ENDED DECEMBER 31, 2008 COMPARED TO YEAR ENDED DECEMBER 31, 2007

The year ended December 31, 2008 saw continued growth in policy count for UPCIC, the Company’s wholly-owned
regulated insurance subsidiary. The increase in the number of policies in-force continued to be the result of heightened

relationships with existing agents, an increase in new agents, a new web-based policy administration system, and the

disruption in the marketplace following the windstorm catastrophes in 2004 and 2005.

Despite growth in the number of policies in-force during the year ended December 31, 2008, the Company
experienced a decrease in net income in the current period primarily as a result of the effects of state mandated rate
reductions and discounts, and increased losses and loss adjustment expenses incurred. Additionally, decreased
investment income contributed to reduced earnings in the 2008 year versus the 2007 year.

Net income decreased 25.9% to $40,037,323 for the year ended December 31, 2008 from $54,002,288 for the year
ended December 31, 2007. The Company’s earnings per diluted share were $0.99 for the 2008 period versus $1.31 in
the same period last year.

In January 2007, the Florida Legislature passed a law designed to reduce residential catastrophe reinsurance costs and
requiring insurance companies to offer corresponding rate reductions to policyholders. The new law expanded the
amount of reinsurance available from the FHCF, which is a state-run entity providing hurricane reinsurance to
residential insurers at premiums less than the private reinsurance market. The Legislature intended for the new law to
reduce residential insurers’ reinsurance costs by allowing them to directly replace some of their private market
reinsurance with less costly FHCF reinsurance. In addition, prices in the private reinsurance market have fallen as
reinsurers have had capital displaced by the expanded FHCF.

UPCIC purchased the maximum additional coverage available to the Company under the expanded FHCF, allowing
UPCIC to maximize its cost savings from the new law. UPCIC’s mid-2007 rate reductions therefore reflected actual
reductions in UPCIC’s operating costs. In addition, UPCIC’s private reinsurance costs in 2007 and its costs in 2008 are
lower than were included in its rates prior to the 2007 legislation.

Florida’s Legislature also has implemented strategies to improve the ability of residential structures to withstand
hurricanes. New construction must meet stronger building codes, and existing homes are eligible for an inspection
program that allows homeowners to determine how their homes may be upgraded to mitigate storm damage. An
increasing number of insureds are likely to qualify for insurance premium discounts as new homes are built and
existing homes are retrofitted. These premium discounts result from homes’ reduced vulnerability to hurricane losses
due to the mitigation efforts, which UPCIC takes into account in its underwriting and profitability models.
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Gross premiums written increased 2.5% to $511,369,676 for the year ended December 31, 2008 from $498,748,778
for the year ended December 31, 2007. As of December 31, 2008 and 2007, UPCIC was servicing approximately
461,000 and 374,000, respectively, homeowners’ and dwelling fire insurance policies with in-force premiums of
approximately $518,200,000 and $504,500,000, respectively. The wind mitigation discounts mandated by the Florida
Legislature to be effective June 1, 2007 for new business and August 1, 2007 for renewal business have had a
significant effect on UPCIC’s premium. As of June 1, 2007, 1.9% of UPCIC policyholders were receiving wind
mitigation credits totaling $6,284,697 (a 1.3% reduction of in force premium). As of December 31, 2007, 11.8% of
UPCIC policyholders were receiving wind mitigation credits totaling $31,951,623 (a 6.4% reduction of in force
premium). As of December 31, 2008, 24.7% of UPCIC policyholders were receiving wind mitigation credits totaling
$89,063,776 (a 17.3% reduction of in force premium).
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Net premiums earned decreased 4.5% to $147,413,697 for the year ended December 31, 2008 from $154,418,452 for
the year ended December 31, 2007. The decrease is due to an increase in direct premiums earned (net of previously
discussed rate decreases and implementation of wind mitigation credits) and a proportionally higher increase in ceded
premiums earned related to changes in the reinsurance program as described in “Note 3 — REINSURANCE?” in the
accompanying notes to the Company’s consolidated financial statements in Part II, Item 8 below.

Net investment income decreased 64.3% to $3,721,029 for the year ended December 31, 2008 from $10,410,259 for
the year ended December 31, 2007. The decrease is primarily due to a lower interest rate environment during the year
ended December 31, 2008.

Commission revenue increased 20.7% to $26,815,078 for the year ended December 31, 2008 from $22,222,007 for
the year ended December 31, 2007. Commission revenue is comprised principally of the managing general agent’s
policy fee income and service fee income on all new and renewal insurance policies, reinsurance commission sharing
agreements, and commissions generated from agency operations. The increase is primarily attributable to an increase
in reinsurance commission sharing of approximately $2.1 million, and an increase in managing general agent’s policy
fee income of approximately $2.5 million.

Other revenue increased 222.3% to $4,717,492 for the year ended December 31, 2008 from $1,463,763 for the year
ended December 31, 2007. The increase is primarily due to fees earned on payment plans offered to policyholders by
UPCIC.

Net losses and LAE increased 36.0% to $81,338,126 for the year ended December 31, 2008 from $59,799,670 for the
year ended December 31, 2007. The net loss and LAE ratios, or net losses and LAE as a percentage of net earned
premiums, were 55.2% and 38.7% during the years ended December 31, 2008 and 2007, respectively, and were
comprised of the following components:

Year ended December 31, 2008

Direct Ceded Net
Loss and loss adju