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PARTI
ITEM 1 - Business
General

HCI Group, Inc. is a Florida-based company that, through its subsidiaries is engaged in a variety of business activities, including property and casualty
insurance, reinsurance, real estate and information technology. Its principal business is property and casualty insurance. HCI was incorporated in 2006.
References to “we,” “our,” “us,” “the Company,” or “HCI” in this Form 10-K generally refer to HCI Group, Inc. and its subsidiaries. Our principal executive offices
are located at 5300 West Cypress Street, Suite 100, Tampa, Florida 33607, and our telephone number is (813) 849-9500.

Based on our organizational structure, revenue sources, and evaluation of financial and operating performances by management, we manage four
operating divisions, which includes the following operations:

a) Insurance Operations
. Property and casualty insurance
. Reinsurance

b) Other Operations
. Real estate

. Information technology

Insurance Operations

Property and Casualty Insurance

We sell our property and casualty insurance products through two insurance subsidiaries: Homeowners Choice Property & Casualty Insurance Company,
Inc. (“HCPCI”), our principal operating subsidiary, and TypTap Insurance Company (“TypTap”). HCPCI was incorporated and began operations in 2007. TypTap
was incorporated and began operations in 2016. We provide various forms of residential insurance products such as homeowners insurance, fire insurance,
flood insurance and wind-only insurance. Through HCPCI, we currently provide property and casualty insurance to homeowners, condominium owners and
tenants on properties located in Florida. TypTap primarily offers standalone flood policies to Florida homeowners through an online platform that is designed to
be accessible by any Internet capable device. HCPCI's and TypTap’s operations are supported by HCI and the following wholly owned subsidiaries of HCI:

*  Homeowners Choice Managers, Inc. — a managing general agent providing marketing, underwriting, claims settlement, accounting and financial
services to HCPCI;
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»  Southern Administration, Inc. — provides policy administration services to the policyholders with HCPCI;
*  TypTap Management Company — provides managerial and operational services to TypTap; and

+  Claddaugh Casualty Insurance Company Ltd. — participates in the reinsurance programs of HCPCI and TypTap. (See Reinsurance below)

HCPCI began operations by participating in a “take-out program” through which we assumed insurance policies issued by Citizens Property Insurance
Corporation (“Citizens”), a Florida state-supported insurer. The take-out program is a legislatively mandated program designed to reduce the State’s risk
exposure by encouraging private companies to assume policies from Citizens. We have assumed policies in a series of separate transactions, which took place
from July 2007 through December 2017. In addition, we acquired policies from one Florida carrier in November 2011. Substantially all of our premium revenue
since inception has come from the policies acquired in these transactions and subsequent renewals.

Citizens requires us to offer renewals on assumed policies for a period of three years subsequent to their initial expiration. We strive to retain assumed
policies by offering competitive rates and exceptional service to our policyholders. However, policyholders may cancel their policies at any time and place their
coverage with another insurance company. Opportunities to acquire large numbers of policies from Citizens meeting our strict underwriting criteria have
diminished in recent years. We may, however, selectively pursue additional assumption transactions with Citizens as opportunities arise, provided the assumed
policies meet our underwriting criteria. We also continually explore accretive opportunities to acquire business from other insurance companies.

We plan to seek opportunities to enter the property and casualty insurance market and establish our presence in other states, especially with residential
flood insurance. During 2017, HCPCI received regulatory approval to write residential property and casualty insurance in the states of Arkansas, California,
Maryland, North Carolina, New Jersey, Ohio, Pennsylvania, South Carolina and Texas. HCPCI has yet to commence operations in these states.

Our operating and growth strategies for our property and casualty insurance business are to continually optimize the existing book of business, manage
our costs and expenses, diversify both geographically and with new product offerings, develop and deploy new technologies to streamline operations, including
policy underwriting and production, and pursue accretive opportunities to acquire polices when they arise, whether from Citizens or other insurance companies.

We face various challenges to implementing our operating and growth strategies. Since we currently write policies that cover Florida homeowners,
condominium owners, and tenants, we cover losses that may arise from, among other things, hurricanes and other catastrophic events. The occurrence of any
such catastrophes could have a significant adverse effect on our business, results of operations, and financial condition. To mitigate our risk of such catastrophic
losses, we purchase reinsurance from other large insurance companies. Reinsurance is the largest cost to our property
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and casualty insurance business. Even without catastrophic events, we may incur losses and loss adjustment expenses that deviate substantially from our
estimates and that may exceed our reserves, in which case our net income and capital would decrease. Our operating and growth strategies may also be
impacted by regulation of our business by the State of Florida and other states in which we may operate. For example, insurance regulators must approve our
policy forms and premium rates as well as monitor our compliance with financial and regulatory requirements. Additionally, we may compete with large, well-
established insurance companies, possessing greater financial resources, larger agency networks, and greater name recognition. See Item 1A, “Risk Factors,”
below.

Competition

We operate in highly competitive markets where we face competition from national, regional and residual market insurance companies and, in the case of
flood insurance, the U.S. government. We believe that we have approximately 11 significant competitors writing homeowners’ property and casualty insurance in
the state of Florida. Based on September 30, 2017 annualized premiums written data produced by the Florida Office of Insurance Regulation (“FLOIR”) which
excludes State Farm Florida Insurance Company, we are the sixth largest provider of homeowners’ property and casualty insurance in the state.

Our competitors may have larger financial capacities, greater resource availability, and more diversification in terms of insurance coverage. Our
competitors include companies which market their products through agents, as well as companies which sell insurance directly to their customers. In addition,
large national insurers that left the Florida homeowners’ property and casualty insurance market more than a decade ago after numerous hurricanes impacted
the state, may reenter the Florida market and they may have certain competitive advantages such as increased name recognition, increased loyalty of their
customer base, and reduced policy acquisition costs. We may also face competition from new or temporary entrants in our markets. In some cases, such
entrants may, because of inexperience, desire for new business, or other reasons, price their insurance products below ours. This pricing pressure may lead to
overall premium reductions across the Florida market.

Our competitive strategies focus on the following key areas:
+  Exceptional service — We are committed to maintaining superior service to our policyholders and agents.

+  Claims settlement practices — We focus on fair and timely settlement of policyholder claims.

+ Disciplined underwriting — We analyze exposures and utilize available underwriting data to ensure policies meet our selective criteria.

*  New product offerings — We may cross-sell additional insurance products to our existing policyholders in order to broaden our lines of business and
product mix or identify other lines of insurance to offer.
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Effective and efficient use of technology — We strive to add or improve technology that can effectively and efficiently enhance service to our
policyholders and agents. For instance, we currently use our internally developed application, Exzeo®, to increase the efficiency of our claims
processing and settlement. In addition, our on-line platform for quoting and binding residential flood policies streamlines the underwriting and policy
production processes.

Geographical expansion — We continue to seek opportunities to expand our business within the state of Florida and into other states to increase
overall geographic diversification. During 2017, HCPCI was approved to write residential property and casualty insurance in the states of Arkansas,
California, Maryland, North Carolina, New Jersey, Ohio, Pennsylvania, South Carolina and Texas.

Price — In the case of flood insurance, our rates are typically below the rates of the National Flood Insurance Program administered by the Federal
Emergency Management Agency, which is the dominant provider of flood insurance in the United States.

Seasonality of Our Business

Our insurance business is seasonal as hurricanes and tropical storms affecting Florida typically occur during the period from June 1 through November 30
each year. Moreover, with our reinsurance contract years generally effective on June 1 each year, any variation in the cost of our reinsurance, whether due to
changes in reinsurance rates or changes in the total insured value of our policy base, will occur and be reflected in our financial results beginning June 1 each

year.

Government Regulation

We are subject to the laws and regulations in any state in which we conduct our insurance business. The regulations cover all aspects of our business and
are generally designed to protect the interests of insurance policyholders as opposed to the interests of shareholders. Such regulations relate to a wide variety of
financial and non-financial matters including:

authorized lines of business;

capital and surplus requirements;
approval of allowable rates and forms;
approval of reinsurance contracts;
investment parameters;

underwriting limitations;

transactions with affiliates;

dividend limitations;

changes in control; and

market conduct.
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Our failure to comply with certain provisions of applicable insurance laws and regulations could have a material, adverse effect on our business, results of
operations or financial condition.

Requlatory Uncertainty

Certain states including Florida have adopted laws or are considering proposed legislation which, among other things, limits the ability of insurance
companies to effect rate increases or to cancel, reduce or non-renew insurance coverage with respect to existing policies. The Florida legislature continuously
considers bills affecting the Florida residential property insurance market. Current law penalizes insurers for noncompliance with the insurance code, establishes
a private cause of action relating to claims payment practices, extends the notice period applicable to non-renewals of certain residential policies, prevents
non-renewals and cancellation except for material misrepresentation and non-payment of premium and establishes procedures governing rate filings. Any
changes in such laws and regulations could have a material, adverse effect on our operations or our ability to expand.

State Licensure and Approval

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

Statutory Reporting and Examination

All insurance companies must file quarterly and annual statements with certain regulatory agencies in any state in which they are licensed to transact
business and are subject to regular and special examinations by those agencies. The National Association of Insurance Commissioners mandates that all
insurance companies be examined once every five years. However, the FLOIR has the authority to conduct an examination whenever it is deemed appropriate.
With regard to Florida-domiciled insurance companies such as TypTap that have held a certificate of authority for less than three years, the FLOIR will conduct
an examination at least once every year during the first three years of business. HCPCI’s latest financial examination by the FLOIR related to the year ended
December 31, 2015. TypTap’s latest financial examination by the FLOIR covered the period ending December 31, 2016.

Liability for Losses and Loss Adjustment Expenses

Our liability for losses and loss adjustment expenses represents our estimate of the total cost of (i) claims that have been incurred, but not yet paid (case
reserves), (ii) losses that have been “incurred but not yet reported” to us (“IBNR”), and (iii) loss adjustment expenses (“LAE”) which are intended to cover the
ultimate cost of adjusting, investigating and settling claims, including investigation and defense of lawsuits resulting from such claims. We base our estimates on
various assumptions and actuarial data we believe to be reasonable under the circumstances. The process of estimating the liability is inherently subjective and
is influenced by many variables such as past loss experience, current claim trends and the prevailing social, economic and legal environments.
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Significant time can elapse between the occurrence of an insured loss, the reporting of the loss to us and our payment of that loss. Our liability for losses
and LAE, which we believe represents the best estimate at a given point in time based on facts, circumstances and historical trends then known, may
necessarily be adjusted to reflect additional facts that become available during the loss settlement period.

For a discussion and summary of the activity in the liability for losses and LAE for the years ended December 31, 2017, 2016 and 2015, see Note 15 —
“Losses and Loss Adjustment Expenses” to our consolidated financial statements under Item 8 of this Annual Report on Form 10-K.
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Loss Development

Our liability for losses and LAE represents estimated costs ultimately required to settle all claims for a given period. The following table illustrates
development of the estimated liability for losses and LAE as of December 31 for the years 2007 (inception) through 2017 (amounts in thousands):

Schedule of Loss Development

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Original net liability for losses
and LAE (a) $1,688 $14,763 $ 19,178 $ 22,146 $ 27,424 $ 41,168 $ 43,686 $ 48,908 $ 51,690 $ 70,492 §$ 97,818
Re-estimated net losses and
LAE (b) as of:
1 year later 1,412 10,879 18,399 26,776 27,309 38,712 47,344 57,807 72,229 89,199
2 years later 1,236 10,991 19,866 26,003 28,536 40,015 50,280 65,367 78,511
3 years later 1,268 11,661 19,361 27,226 28,499 42,976 54,696 66,211
4 years later 1,327 11,528 19,617 26,544 29,038 45,279 52,404
5 years later 1,330 11,424 18,969 26,871 30,788 43,403
6 years later 1,330 11,361 19,020 27,732 29,505
7 years later 1,330 11,302 19,426 26,838
8 years later 1,331 11,459 18,961
9 years later 1,331 11,313
10 years later 1,334
Cumulative net redundancy
(deficiency) (c) 354 3,450 217 (4,692) (2,081) (2,235) (8,718)  (17,303) (26,821)  (18,707)
Cumulative amount of net
liability paid as of:
1 year later 760 7,725 10,481 16,833 15,652 22,365 26,595 33,347 41,053 50,533
2 years later 1,108 9,229 15,336 20,708 21,707 31,824 38,695 49,122 61,947
3 years later 1,108 10,339 17,065 23,732 25,350 37,041 45,655 58,141
4 years later 1,327 10,947 17,992 25,063 26,772 40,152 49,924
5 years later 1,330 11,121 18,375 25,681 28,052 42,303
6 years later 1,330 11,167 18,465 26,238 29,967
7 years later 1,330 11,302 18,506 26,478
8 years later 1,331 11,305 18,653
9 years later 1,331 11,309
10 years later 1,333
Gross premiums earned $9,546 $61,925 $110,011 $119,757 $143,606 $233,607 $337,113 $365,488 $423,120 $378,678 $358,253

8
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2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Gross liability for unpaid
losses and LAE $1,688 $14,763 $19,178 $22,146 $27,424 $41,168 $43,686 $48,908 $51,690 $70,492 $ 198,578
Ceded liability for unpaid
losses and LAE — — — — — — — — — — (100,760)
Net liability for unpaid losses
and LAE $1,688 $14,763 $19,178 $22,146 $27,424 $41,168 $43,686 $48,908 $51,690 $70,492 §$ 97,818

T

Represents management’s original net estimated liability for (i) unpaid claims, (i) IBNR, and (iii) loss adjustment expenses.

Represents the re-estimated net liabilities in later years for unpaid claims, IBNR and loss adjustment expenses for each of the respective years.
Represents the difference between the latest net re-estimate and the original net estimate. A redundancy indicates the original net estimate is higher than
the current net estimate whereas a deficiency indicates the original net estimate is lower than the current net estimate.

o
o
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Reinsurance

We have a Bermuda domiciled wholly owned reinsurance subsidiary, Claddaugh Casualty Insurance Company Ltd. We selectively retain risk in
Claddaugh, displacing the need for HCPCI or TypTap to pay premiums to third party reinsurers. Claddaugh fully collateralizes its exposure to our insurance
subsidiaries by depositing funds into a trust account. Claddaugh may mitigate a portion of its risk through retrocession contracts. Currently, Claddaugh does not
provide reinsurance to non-affiliates.

For the years ended December 31, 2017, 2016 and 2015, revenues from insurance operations before intracompany elimination represented 96.2%, 95.5%
and 97.5%, respectively, of total revenues of all operating segments. At December 31, 2017, 2016 and 2015, insurance operations’ total assets represented
87.1%, 87.9% and 91.8%, respectively, of the combined assets of all operating segments. See Note 16 — “Segment Information” to our consolidated financial
statements under ltem 8 of this Annual Report on Form 10-K.

Other Operations
Real Estate

Our real estate operations consist of multiple properties we own and operate for investment purposes and also properties we own and use for our own
operations.

Properties Used in Operations

Our real estate used in operations consists of our headquarters building which has a gross area of 122,000 square feet in Tampa, Florida, and our
secondary insurance operations site with gross area of approximately 16,000 square feet in Ocala, Florida. At our headquarters, we lease available space to
non-affiliates at various terms. The Ocala location, in addition to day-to-day operational use, serves as our alternative site in the event we experience any
significant disruption at our headquarters building.

Operations at Investment Properties

Our investment properties consist of a combined 24 acres of waterfront properties that include one full-service restaurant and two marinas, two retail
shopping centers and one recently acquired office building. The combined marina facilities offer to the general public: a) one dry-stack boat storage facility with
capacity for approximately 263 boats; b) approximately 65 wet slips; ¢) two fuel facilities; and d) open areas for parking and storage. Dry-stack boat storage
space is generally rented on a monthly or annual basis while the wet slips are rented on a daily or monthly basis. We acquired the restaurant and marina
operations in connection with our purchase of those properties and we continue to operate them to enhance the property values. We also lease available space
to non-affiliates at one of these locations.

One retail shopping center with 61,400 square feet of net rentable space is located in Sorrento, Florida and is anchored by a large, well-known grocery
retailer. We acquired this property in 2016. See Note 6 — “Business Acquisitions” to our consolidated financial statements under ltem 8 of this Annual Report on
Form 10-K.
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Another retail shopping center with 49,995 square feet of net rentable space is located in Melbourne, Florida and also anchored by a large, well-known
grocery retailer. In 2016, we acquired full ownership of the property in which we had a 90% non-controlling interest from our 10% joint venture partner. This
property had been developed through a limited liability company treated under U.S. GAAP as a joint venture. See Investment in Unconsolidated Joint Venture in
Note 4 — “Investments” to our consolidated financial statements under Item 8 of this Annual Report on Form 10-K.

Our portfolio of real estate investments also includes one commercial property with 68,867 square feet of net rentable space in Tampa, Florida. This
property, which includes an office building fully leased to a major financial institution, was acquired in October 2017.

Other Real Estate Investments

In January 2018, we acquired full ownership of one limited liability company which owns commercial real estate in Riverview, Florida. The commercial real
estate includes a retail strip center with 8,400 square feet of net rentable space and a parcel of land adjacent to the retail center that is leased to a gas station
and convenience store chain. See Consolidated Variable Interest Entity in Note 4 — “Investments” and Note 27 — “Subsequent Events” to our consolidated
financial statements under ltem 8 of this Annual Report on Form 10-K for additional information.

In addition, Melbourne FMA, LLC, our wholly owned subsidiary, has a 90% interest in a company which owns three outparcels aggregating approximately
3.1 acres for sale or ground lease. See Investment in Unconsolidated Joint Venture in Note 4 — “Investments” to our consolidated financial statements under
Iltem 8 of this Annual Report on Form 10-K for additional information.

Information Technology

Our information technology operations include a team of experienced software developers with extensive knowledge in designing and creating web-based
applications and products for mobile devices. The operations, which are located in Tampa, Florida and Noida, India, are focused on developing cloud-based,
innovative products and services that support in-house operations as well as our third-party relationships with our agency partners and claim vendors.

Proplet™
Proplet is an online platform for quoting homeowners policies for our subsidiary, HCPCI. This platform offers a map based solution for quoting.
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TypTap®

TypTap is an online platform for quoting and binding residential flood policies for our subsidiary, TypTap Insurance Company. This platform focuses on
simplifying the user experience, which is entirely online. It is designed to be accessible from a mobile phone or any other internet-capable device.

SAMST™

SAMS is an online platform for supporting back-office policy and claims management for both of our insurance subsidiaries, HCPCI and TypTap Insurance
Company. SAMS processes the full life cycle of a policy from policy quoting and issuance to agency management, cash receipts/disbursements, claims
reserving and claim payments.

CasaClue™
CasaClue is our proprietary database containing residential property data.

Some of the technologies originally developed in-house for our own insurance operations have been launched for use free of charge by third parties. These
technologies include the following:

Exzeo®

Exzeo is a cloud-based application available at Exzeo.com which provides a highly customizable environment to support automation and process
management to high volume environments. Exzeo.com specifically supports property claim assignments, logistics, and accountability reporting with our third
party partners. Exzeo.com has rich system integration through an application program interface (API), which allows hands-free data transfer from any
API-capable applications such as SAMS.

AtlasViewer™

AtlasViewer is our interactive cloud-based data mapping and visualization application. An industry agnostic product, AtlasViewer allows users to combine
data from multiple sources and leverage location coordinates to make more informed business decisions. AtlasViewer allows system-to-system integration
through an API or allows users to upload documents to view and securely share data on a customized map. AtlasViewer is offered as a subscription-based
service.

12
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Financial Highlights

The following table summarizes our financial performance during the years ended December 31, 2017, 2016 and 2015:

(Amounts in millions except per share amounts)

For the year ended December 31: 2017 2016 2015
Net premium earned $224.6 $243.6 $282.5
Total revenue $244.4 $264.4 $286.0
Losses and loss adjustment expenses $165.6 $124.7 $ 87.2
(Loss) income before income taxes $(15.6) $ 46.9 $106.2
Net (loss) income $ (6.9) $ 29.0 $ 65.9
(Loss) income available to stockholders $ (6.9) $ 29.0 $ 659
(Loss) earnings per share:

Basic $(0.75) $ 2.95 $ 6.51

Diluted $(0.75) $ 2.92 $ 5.90
Dividends per share $ 1.40 $ 1.20 $ 1.20
Net cash provided by operating activities $ 164 $ 88.0 $ 45.2
Cash dividends paid on common stock* $ 12.8 $ 1.7 $ 11.7
At December 31:
Total investments $380.3 $298.7 $232.9
Cash and cash equivalents $255.9 $280.5 $267.7
Total assets $842.3 $670.1 $637.0
Total stockholders’ equity $194.0 $243.7 $237.7
Common shares outstanding (in millions) 8.8 9.7 10.3

* Net of cash dividends received under share repurchase forward contract

Environmental Matters

As a property owner, we are subject to regulations under various federal, state, and local laws concerning the environment, including laws addressing the
discharge of pollutants into the air and water and the management and disposal of hazardous substances and wastes and the cleanup of contaminated sites.

Cybersecurity

We rely on digital technology to conduct our businesses and interact with customers, policyholders, agents, and vendors. With this reliance on technology
comes the associated security risks from using today’s communication technology and networks.

To defend our computer systems from cyber-attacks, we utilize tools such as firewalls, anti-malware software, multifactor authentication, e-mail security
services, virtual private networks, third party security experts, and timely applied software patches, among others. We also engage a third-party consultant to
conduct penetration tests to identify any potential security vulnerabilities. Although we believe our defenses against cyber-intrusions are sufficient, we continually
monitor our computer networks for new types of threats.
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Employees

As of February 23, 2018, we employed a total of 334 full-time individuals. In addition, we had 76 employees leased through a professional employer
organization.

Available Information

We file annual, quarterly, and current reports with the U.S. Securities and Exchange Commission (“SEC”). These filings are accessible free of charge on
our website, www.hcigroup.com (click “SEC filings” at the “Investor Information” tab), as soon as reasonably practicable after they have been electronically filed
with or furnished to the SEC. The SEC maintains an Internet site that contains reports, proxy and information statements, and other information regarding
issuers, which can be accessed via the SEC’s website at www.sec.gov. In addition, these filings are accessible at the SEC’s Public Reference Room, which is
located at 100 F Street, NE, Washington, DC 20549-0213. Information on the operation of the Public Reference Room may be obtained by calling the SEC at
1-800-SEC-0330.

ITEM 1A - Risk Factors

Our business is subject to a number of risks, including those described below, which could have a material effect on our results of operations, financial
condition or liquidity and could cause our operating results to vary significantly from period to period.

Our historical revenue growth was derived primarily through policy assumptions and acquisitions. We cannot guarantee that future policy
assumptions and acquisitions will be available to the extent they have in the past.

Substantially all of our historical revenue has been generated from policies assumed from Citizens, our acquisition of policies from one Florida insurance
company and subsequent renewals of these policies. Our ability to grow our premium base may depend upon the availability of future policy assumptions and
acquisitions upon acceptable terms. Opportunities to acquire large numbers of policies from Citizens meeting our strict underwriting criteria have diminished in
recent years. We cannot ensure you that such opportunities will arise in the future.

Although we plan to enter the insurance market in other states, our insurance business is currently in Florida only. Thus, any catastrophic event or
other condition affecting losses in Florida could adversely affect our financial condition and results of operations.

Any catastrophic event, a destructive weather pattern, a general economic trend, regulatory developments or other conditions specifically affecting the
state of Florida could have a disproportionately adverse impact on our business, financial condition, and results of operations. While we actively manage our
exposure to catastrophic events through our underwriting process and the purchase of reinsurance, the fact that our business is concentrated in the state of
Florida
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subjects it to increased exposure to certain catastrophic events and destructive weather patterns such as hurricanes, tropical storms, and tornados. Changes in
the prevailing regulatory, legal, economic, political, demographic and competitive environment, and other conditions in the state of Florida could also make it less
attractive for us to do business in Florida and would have a more pronounced effect on our business than it would on other insurance companies that are
geographically diversified. Since our business is concentrated in this manner, the occurrence of one or more catastrophic events or other conditions affecting
losses in the state of Florida could have an adverse effect on our business, financial condition, and/or results of operations.

Changing climate conditions could have an adverse impact on our business, results of operations or financial condition.

There is an emerging scientific consensus on global warming. Climate change, to the extent it produces rising temperatures and changes in weather
patterns, may affect the frequency and severity of storms and other weather events, affect the affordability, availability and underwriting results of homeowners’
and property insurance, and, if frequency and severity patterns increase, negatively affect our business, results of operations, and/or financial condition.

Our results may fluctuate based on many factors including cyclical changes in the insurance industry.

The insurance industry historically has been cyclical, characterized by periods of intense price competition due to excessive underwriting capacity, as well
as periods when shortages of capacity permitted an increase in pricing and, thus, more favorable underwriting profits. As premium levels increase, there may be
new entrants to the market, which could subsequently lead to a decrease in premium levels. Any of these factors could lead to a significant reduction in premium
rates in future periods, less favorable policy terms and fewer opportunities to underwrite insurance risks, which could have a material, adverse effect on our
results of operations and cash flows. In addition to these considerations, changes in the frequency and severity of losses suffered by insureds and insurers may
affect the cycles of the insurance business significantly.

We cannot predict whether market conditions will improve, remain constant or deteriorate. Negative market conditions may impair our ability to write
insurance at rates that we consider appropriate relative to the risk assumed. If we cannot write insurance at appropriate rates, our business would be materially
and adversely affected.

Our business could be harmed if we lose the services of our key personnel.

Our operations are highly dependent on the efforts of our senior executive officers, particularly our chief executive officer, Paresh Patel, as well as our
chief financial officer, Mark Harmsworth. The loss of their leadership, industry knowledge and experience could negatively impact our operations. However, we
have management succession plans to lessen any such negative impact. Apart from Mr. Patel and Mr. Harmsworth, we have no employment agreements with
any of our personnel nor do we offer any guarantee of any employee’s ongoing service. We maintain key-man life insurance on Mr. Patel although such policy
may be insufficient to cover the damage resulting from the loss of Mr. Patel’s services.
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Our information technology systems may fail or be disrupted, which could adversely affect our business.

Our insurance business is highly dependent upon the successful and uninterrupted functioning of our computer and data processing systems. We rely on
these systems to perform underwriting and other modeling functions necessary for writing business, as well as to handle our policy administration process (i.e.,
the printing and mailing of our policies, endorsements, renewal notices, etc.). The failure or disruption of these systems could interrupt our operations and result
in a material, adverse effect on our business.

The growth of our insurance business is dependent upon the successful development and implementation of advanced computer and data processing
systems as well as the development and deployment of new information technologies to streamline our operations, including policy underwriting, production and
administration and claim handling. The failure of these systems to function as planned could slow our growth and adversely affect our future business volume and
results of operations.

We conduct our business primarily from offices located in Tampa, Florida where tropical storms could damage our facilities or interrupt our power supply.
The loss or significant impairment of functionality in these facilities for any reason could have a material, adverse effect on our business although we believe we
have sufficient redundancies to replace our facilities if functionality is impaired. We contract with a third-party vendor to maintain complete daily backups of our
systems, which are stored at the vendor’s facility in Atlanta, Georgia. We additionally use industry leading Internet cloud infrastructure providers to host some of
our data processing systems. These cloud providers ensure redundancy across geographic regions with additional daily system backups. Access to these
databases and hosted environments is strictly controlled and limited to authorized personnel. In the event of a disaster causing a complete loss of functionality at
our Tampa location, we plan to temporarily use our secondary office in Ocala, Florida to continue our operations.

An unauthorized disclosure or loss of policyholder or employee information or other sensitive or confidential information, including by cyber-attack
or other security breach, could cause a loss of data, give rise to remediation or other expenses, expose us to liability under federal and state laws,
and subject us to litigation and investigations, which could have an adverse effect on our business, cash flows, financial condition and results of
operations.

As part of our normal operations, we collect, process and retain certain sensitive and confidential information. We are subject to various federal and state
privacy laws and rules regarding the use and disclosure of certain sensitive or confidential information, including the Gramm-Leach-Bliley Act and its state-law
progeny. Despite the security measures we have implemented to help ensure data security and compliance with applicable laws and rules, which include
firewalls, regular penetration testing and other measures, our facilities and systems, and those of our third-party service providers and vendors, may be
vulnerable to cyber-attacks, security breaches, acts of vandalism, computer viruses, theft of data, misplaced or lost data, programming and human errors,
physical break-ins, or other disruptions. In addition, we cannot ensure that we will be able to identify, prevent or contain the effects of possible cyber-attacks or
other cybersecurity risks in the future that may bypass our security measures or disrupt our information technology systems or business.
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Noncompliance with any privacy or security laws and regulations, or any security breach, cyber-attack or cybersecurity breach, and any incident involving
the misappropriation, loss or other unauthorized disclosure or use of, or access to, sensitive or confidential member information, could require us to expend
significant capital and other resources to continue to modify or enhance our protective measures and to remediate any damage caused by such breaches. In
addition, this could result in interruptions to our operations and damage to our reputation, and misappropriation of confidential information could also result in
regulatory enforcement actions, material fines and penalties, litigation or other liability or actions which could have a material adverse effect on our business,
cash flows, financial condition and results of operations. As the regulatory environment related to information security, data collection and use, and privacy
becomes increasingly rigorous, with new and constantly changing requirements applicable to our business, compliance with those requirements could also result
in additional costs.

We rely on service providers and vendors to provide certain technology, systems and services that we use in connection with various functions of our
business, including PCI DSS (Payment Card Industry Data Security Standard) compliant credit card processing, and we may entrust them with confidential
information. The information systems of our third-party service providers and vendors are also vulnerable to an increasing threat of continually evolving
cybersecurity risks. Unauthorized parties may attempt to gain access to these systems or our information through fraud or other means of deceiving our
associates, third-party service providers or vendors. Hardware, software or applications we obtain from third parties may contain defects in design or
manufacture or other problems that could unexpectedly compromise information security. The methods used to obtain unauthorized access, disable or degrade
service or sabotage systems are also constantly changing and evolving and may be difficult to anticipate or detect for long periods of time. Ever-evolving threats
mean our third-party service providers and vendors must continually evaluate and adapt their own respective systems and processes, and there is no assurance
that they will be adequate to safeguard against all data security breaches or misuses of data. Any future significant compromise or breach of our data security via
a third-party service provider or vendor could result in additional significant costs, lost revenues, fines, lawsuits, and damage to our reputation.

Because insurance rates are heavily regulated by state governments, inflation could adversely affect our financial condition and results of operations

The rates an insurer may charge to its policyholders are controlled by laws and state regulators. Because our ability to raise rates is subject to regulation,
our exposure to the risks of price inflation and other economic forces may be more profound than the exposure to which other industries may be subject. Inflation
and economic forces could increase our costs (such as the cost to repair a damaged home) and lower our profitability, while we would be unable to respond with
higher rates, except with regulatory approval. While we attempt to use new technology to lower our overall costs, increased rates of price inflation could
nonetheless have an adverse effect on our business, financial condition and/or results of operations.
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Increased competition, competitive pressures, industry developments, and market conditions could affect the growth of our business and adversely
impact our financial results.

The property and casualty insurance industry in Florida is cyclical and highly competitive. We compete not only with other stock companies but also with
mutual companies, the U.S. government, other underwriting organizations and alternative risk sharing mechanisms. Our principal lines of business are written by
numerous other insurance companies. Competition for any one account may come from very large, well-established national companies, smaller regional
companies, other specialty insurers in our field, and new entrants to the Florida market. Many of these competitors have greater financial resources, larger
agency networks and greater name recognition than our company. We compete for business not only on the basis of price, but also on the basis of financial
strength, types of coverage offered, availability of coverage desired by customers, commission structure, and quality of service. We may have difficulty
continuing to compete successfully on any of these bases in the future. Competitive pressures coupled with market conditions may affect our rate of premium
growth and financial results.

Our ability to compete in the property and casualty insurance industry and our ability to expand our business may be negatively affected by the fact that we
are not a long-established company. HCPCI and TypTap have each obtained a Demotech rating of “A Exceptional,” which is accepted by major mortgage
companies operating in the state of Florida and many other states. Mortgage companies may require homeowners to obtain property insurance from an
insurance company with an acceptable A.M. Best rating, which we do not currently have. Such a requirement could prevent us from expanding our business
unless we obtain such rating, which may in turn limit our ability to compete with large, national insurance companies and certain regional insurance companies.
A downgrade or loss of our Demotech rating could result in a substantial loss of business in the event insureds move their business to insurers with a sufficient
financial strength rating.

There are inherent limitations and risks related to our projections and our estimates of claims and loss reserves. If our actual losses exceed our loss
reserves, our financial results, our ability to expand our business, and our ability to compete in the property and casualty insurance industry may be negatively
affected. In addition, industry developments could further increase competition in our industry. These developments could include —

» aninflux of new capital in the marketplace as existing companies attempt to expand their businesses and new companies attempt to enter the
insurance business because of better pricing and/or terms;

*  new programs or changes to existing programs in which federally or state-sponsored entities provide property insurance in catastrophe-prone areas
or other alternative markets;

+ changes in Florida’s or any other states’ regulatory climate; and

+ the enactment of federal proposals for an optional federal charter that would allow some competing insurers to operate under regulations different or
less stringent than those applicable to our insurance subsidiaries.

These developments and others could make the property and casualty insurance marketplace more competitive by increasing the supply of insurance
available.
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If competition limits our ability to write new business at adequate rates, our future results of operations would be adversely affected.

If our actual losses from claims exceed our loss reserves, our financial results would be adversely affected.

Our objective is to establish loss reserves that are adequate and represent management’s best estimate of the ultimate cost to investigate and settle a
specific claim. However, the process of establishing adequate reserves is complex and inherently uncertain, and the ultimate cost of a claim may vary materially
from the amounts reserved. We regularly monitor and evaluate loss and loss adjustment expense reserve development to determine reserve adequacy.

Due to these uncertainties, the ultimate losses may vary materially from current loss reserves which could have a material, adverse effect on our future
financial condition, results of operations and cash flows.

Our failure to pay claims accurately could adversely affect our insurance business, financial results and capital requirements.

We rely on our claims personnel to accurately evaluate and pay the claims made under our policies. Many factors could affect our ability to accurately
evaluate and pay claims, including the accuracy of our external independent adjusters as they make their assessments and submit their estimates of damages;
the training, background, and experience of our claims representatives; the ability of our claims personnel to ensure consistent claims handling given the input by
our external independent adjusters; the ability of our claims department to translate the information provided by our external independent adjusters into
acceptable claims settlements; and the ability of our claims personnel to maintain and update our claims handling procedures and systems as they evolve over
time based on claims and geographical trends in claims reporting. Any failure to pay claims accurately could lead to material litigation, undermine our reputation
in the marketplace, impair our corporate image and negatively affect our financial results.

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

As industry practices and legal, judicial, social and other environmental conditions change, unexpected and unintended issues related to claims and
coverage may emerge. These issues may adversely affect our business by either extending coverage beyond our underwriting intent or by increasing the
number or size of claims. In some instances, these changes may not become apparent until sometime after we have issued insurance contracts that are affected
by the changes. As a result, the full extent of liability under our insurance contracts may not be known for many years after a contract is issued and renewed, and
our financial position and results of operations may be adversely affected as a result of any such unforeseen changes.
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If we are unable to expand our business because our capital must be used to pay greater than anticipated claims, our financial results may suffer.

Our future growth will depend on our ability to expand the number of insurance policies we write, to expand the kinds of insurance products we offer, and
to expand the geographic markets in which we do business, all balanced by the insurance risks we choose to assume and cede. Our existing sources of funds
include operations, investment holdings, and possible sales of our investment securities. Unexpected catastrophic events in our market areas, such as
hurricanes, may result in greater claims losses than anticipated, which could require us to limit or halt our growth while we redeploy our capital to pay these
unanticipated claims unless we can raise additional capital.

HCI Group, Inc. depends on the ability of its subsidiaries to generate and transfer funds to meet its debt obligations.

HCI Group, Inc. does not have significant revenue generating operations of its own. Our ability to make scheduled payments on our debt obligations
depends on the financial condition and operating performance of our subsidiaries. If the funds we receive from our subsidiaries, some of which are subject to
regulatory restrictions on the payment of distributions, are insufficient to meet our debt obligations, we may be required to raise funds through the issuance of
additional debt or equity securities, reduce or suspend dividend payments, or sell assets.

We may require additional capital in the future which may not be available or may only be available on unfavorable terms.

Our future capital requirements depend on many factors, including our ability to write new business successfully and to establish premium rates and
reserves at levels sufficient to cover losses. To the extent that our present capital is insufficient to meet future operating requirements or to cover losses, we may
need to raise additional funds through financings or curtail our growth. Based on our current operating plan, we believe current capital together with our
anticipated retained income will support our operations. However, we cannot provide any assurance in that regard, since many factors will affect our capital
needs and their amount and timing, including our growth and profitability, and the availability of reinsurance, as well as possible acquisition opportunities, market
disruptions and other unforeseeable developments. If we require additional capital, it is possible that equity or debt financing may not be available at all or may
be available only on terms unfavorable to us. Equity financings could result in dilution to our shareholders, and in any case such securities may have rights,
preferences and privileges that are senior to those of existing shareholders. If we cannot obtain adequate capital on favorable terms or at all, our business,
financial condition or results of operations could be materially affected.

20



Table of Contents

There may be limited markets for and restrictions on certain holdings in our investment portfolio.

Certain holdings in our investment portfolio include limited partnership interests and real
estate joint ventures. We may increase our holdings in these types of investments as we pursue diversification. These investments may be illiquid in the near
term as they are privately placed and are subject to certain restrictions or conditions that may limit our ability to immediately dispose of the investments. If it
becomes necessary to sell any of these investments at a time when the fair market value is below our carrying value, we may incur significant losses which
could have a material adverse effect on our net income and financial position.

Our financial results may be negatively affected by the fact that a portion of our income is generated by the investment of our available cash.

A portion of our income is, and likely will continue to be, generated by the investment of our available cash. The amount of income so generated is a
function of our investment policy, available investment opportunities, and the amount of available cash invested. We may alter our investment policy to accept
higher levels of risk with the expectation of higher returns. Fluctuating interest rates and other economic factors make it difficult to estimate accurately the
amount of investment income that will be realized. In fact, we have realized and may in the future realize losses on sales of our investments as well as other-
than-temporary losses on our investment holdings.

Reinsurance coverage may not be available to us in the future at commercially reasonable rates or at all and we risk non-collectability of reinsurance
amounts due us from reinsurers with which we have contracted.

Reinsurance is a method of transferring part of an insurance company’s liability under an insurance policy to another insurance company, or reinsurer. We
use reinsurance arrangements to limit and manage the amount of risk we retain, to stabilize our underwriting results and to increase our underwriting capacity.
The cost of such reinsurance is subject to prevailing market conditions beyond our control, such as the amount of capital in the reinsurance market and the
occurrence of natural and man-made catastrophes. We cannot be assured that reinsurance will remain continuously available to us in the amounts we consider
sufficient and at prices acceptable to us. As a result, we may determine to increase the amount of risk we retain or look for other alternatives to reinsurance,
which could in turn have a material, adverse effect on our financial position, results of operations and cash flows.

With respect to the reinsurance contracts we currently have in effect, our ability to recover amounts due from reinsurers is subject to such reinsurers’ ability
and willingness to pay and to meet their obligations to us. We attempt to select financially strong reinsurers with an A.M. Best rating of “A-” or better or we
require the reinsurer to fully collateralize its exposure. While we monitor from time to time the financial condition of our reinsurers, we rely principally on A.M.
Best, our reinsurance broker, and other rating agencies in determining their ability to meet their obligations to us. Any failure on the part of any one reinsurance
company to meet its obligations to us could have a material, adverse effect on our financial condition or results of operations.
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We have exposure to unpredictable catastrophes, which can materially and adversely affect our financial results.

We write insurance policies that cover homeowners, condominium owners, and tenants for losses that result from, among other things, catastrophes. We
are therefore subject to losses, including claims under policies we have written, arising out of catastrophes that may have a significant effect on our business,
results of operations, and financial condition. A significant catastrophe could also have an adverse effect on our reinsurers. Catastrophes can be caused by
various events, including hurricanes, tropical storms, tornadoes, windstorms, earthquakes, hailstorms, explosions, power outages, fires and man-made events.
The incidence and severity of catastrophes are inherently unpredictable. The extent of losses from a catastrophe is a function of both the total amount of insured
exposure in the area affected by the event and the severity of the event. Our policyholders are currently concentrated in Florida, which is especially subject to
adverse weather conditions such as hurricanes and tropical storms. Therefore, although we attempt to manage our exposure to catastrophes through our
underwriting process and the purchase of reinsurance protection, an especially severe catastrophe or series of catastrophes could exceed our reinsurance
protection and may have a material, adverse impact on our results of operations and financial condition.

Industry trends, such as increased litigation against the insurance industry and individual insurers, the willingness of courts to expand covered
causes of loss, rising jury awards, and the escalation of loss severity may contribute to increased costs and to the deterioration of the reserves of
our insurance subsidiaries.

Loss severity in the property and casualty insurance industry may increase and may be driven by larger court judgments. In the event legal actions and
proceedings are brought on behalf of classes of complainants, this may increase the size of judgments. The propensity of policyholders and third party claimants
to litigate and the willingness of courts to expand causes of loss and the size of awards may render our loss reserves inadequate for current and future losses.
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 risk exposure within our insurance business, which include:

. engaging in vigorous underwriting;
»  carefully evaluating terms and conditions of our policies;
«  focusing on our risk aggregations by geographic zones and other bases; and

+  ceding insurance risk to reinsurance companies.

However, there are inherent limitations in these tactics. We cannot provide assurance that an unanticipated event or series of events will not result in loss
levels which could have a material, adverse effect on our financial condition or results of operations.
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The failure of any of the loss limitation methods we employ could have a material, adverse effect on our financial condition or our results of
operations.

Our insurance underwriting process is generally designed to limit our exposure to known and manageable risks. Various provisions of our policies, such as
limitations or exclusions from coverage, which have been negotiated to limit our risks, may not be enforceable in the manner we intend.

In addition, the policies we issue contain conditions requiring the prompt reporting of claims to us and our right to decline coverage in the event of a
violation of that condition. While our insurance product exclusions and limitations reduce the loss exposure to us and help eliminate known exposures to certain
risks, it is possible that a court or regulatory authority could nullify or void an exclusion or legislation could be enacted modifying or barring the use of such
endorsements and limitations in a way that would adversely affect our loss experience, which changes could have a material, adverse effect on our financial
condition or results of operations.

In the future, we may rely on independent agents to write our insurance policies, and if we are not able to contract with and retain independent
agents, our revenues would be negatively affected.

Although voluntary policies comprise a small percentage of our business, we expect to increase the number of voluntary policies (policies not assumed or
acquired from another company) we write as our business and product lines expand. An inability to sell our products through independent agents would
negatively affect our revenues.

We must compete with other insurers for independent agents’ business. Our competitors may offer a greater variety of insurance products, lower
premiums for insurance coverage, or higher commissions to their agents. If our products, pricing and commissions do not remain competitive, we may find it
more difficult to attract business from independent agents to sell our products. A material reduction in the amount of our products that independent agents sell
could negatively affect our revenues.

Our growth may depend on the success of our residential flood offering.

Currently we offer residential flood insurance solely in Florida. We plan to expand our flood insurance business to other states and eventually establish
ourselves as a leading alternative to the National Flood Insurance Program, administered by the Federal Emergency Management Agency, which has been the
dominant provider of flood insurance in the United States for over 40 years.

The genesis of our flood insurance business was the enactment in 2012 of The Biggert—Waters Act which mandated that the National Flood Insurance
Program establish actuarially sound premium rates. The national program’s rates thereafter soared. Congress reacted in 2014 by enacting the Homeowner
Flood Insurance Affordability Act which limits the national
program’s annual rate increases to between 15% and 25% depending on particular circumstances.
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We entered the residential flood market based upon our own analysis that in certain states and regions, with selective underwriting, we could profitably
compete with the National Flood Insurance Program on the basis of lower rates. We are one of only a few private entrants into the flood insurance market. There
is relatively little actuarial or historical data available relating to flood events. We have our own sophisticated underwriting algorithms for accepting flood insurance
applications. Our algorithms, however, are untested.

There can be no assurance that future laws and regulations relating to flood insurance will not materially and adversely impact our ability to profitably
compete in the residential flood market. Further there can be no assurance that our original analysis regarding residential flood insurance and its risks and costs
will be proven correct over time or that our algorithms will deliver the anticipated underwriting results.

Our flood insurance offering features an on-line platform for quoting and binding residential flood policies that is designed to be quick and easy to use and
accessible by any Internet capable device, such as a mobile phone. We have only recently begun to explore and develop methods to market our flood insurance
and on-line platform. Since the federal flood program has dominated the flood insurance market for over 40 years, the market for private flood insurance is
relatively new. There can be no assurance that our marketing efforts will be successful in producing substantial numbers of flood insurance policies for us or that
prospective insureds will be receptive to our flood insurance or our on-line platform.

Our success depends on our ability to accurately price the risks we underwrite.

The results of our operations and our financial condition depend on our ability to underwrite and set premium rates accurately for a wide variety of risks,
including risks associated with flood insurance and other new product offerings. Rate adequacy is necessary to generate sufficient premiums to pay losses, loss
adjustment expenses, and underwriting expenses and to earn a profit. To price our products accurately, we must collect and properly analyze a substantial
amount of data; develop, test and apply appropriate rating formulas; closely monitor and timely recognize changes in trends; and project both severity and
frequency of losses with reasonable accuracy. Our ability to undertake these efforts successfully, and thus, price our products accurately, is subject to several
risks and uncertainties, some of which are outside our control, including —

» the availability of sufficient reliable data;

»  the uncertainties that inherently characterize estimates and assumptions;

*  our selection and application of appropriate rating and pricing techniques;

» changes in legal standards, claim settlement practices, and restoration costs; and

+ legislatively imposed consumer initiatives.
In addition, we could underprice risks, which would negatively affect our profit margins.
We could also overprice risks, which could reduce our retention, sales volume and competitiveness. The foregoing factors could materially and adversely affect
our profitability.
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Use of current operating resources may be necessary to develop future new insurance products.

We may expand our product offerings by underwriting additional insurance products and programs. Expansion of our product offerings will result in
increases in expenses due to additional costs incurred in actuarial rate justifications, software and personnel. Offering additional insurance products will also
require regulatory approval, further increasing our costs and potentially affecting the speed with which we will be able to pursue new market opportunities.
Claddaugh may offer reinsurance products to unaffiliated insurance companies. We cannot assure you that we will be successful bringing new insurance
products to markets.

Use of current operating resources may be necessary to expand our insurance business geographically.

Although we currently conduct our homeowners’ insurance business in Florida, we plan to enter the homeowners’ insurance markets in other states.
Geographic expansion of our insurance business will result in increases in expenses due to additional costs incurred in actuarial rate justifications, software,
personnel and regulatory compliance. Although we plan to enter other states judiciously with attention to profitability, we cannot assure you that our entry into
other states will be successful.

As an insurance holding company, we are currently subject to state regulation and in the future may become subject to federal regulation.

All states regulate insurance holding company systems. State statutes and administrative rules generally require each insurance company in the holding
company group to register with the department of insurance in its state of domicile and to furnish information concerning the operations of the companies within
the holding company system that may materially affect the operations, management or financial condition of the insurers within the group. As part of its
registration, each insurance company must identify material agreements, relationships and transactions with affiliates, including without limitation, loans,
investments, asset transfers, transactions outside of the ordinary course of business, certain management, service, and cost sharing agreements, reinsurance
transactions, dividends, and consolidated tax allocation agreements.

Insurance holding company regulations generally provide that transactions between an insurance company and its affiliates must be fair and equitable,
allocated between the parties in accordance with customary accounting practices, and fully disclosed in the records of the respective parties. Many types of
transactions between an insurance company and its affiliates, such as transfers of assets among such affiliated companies, certain dividend payments from
insurance subsidiaries and certain material transactions between companies within the system may be subject to prior approval by, or prior notice to, state
regulatory authorities. If we are unable to obtain the requisite prior approval for a specific transaction, we would be precluded from taking the action, which could
adversely affect our operations. In addition, state insurance regulations also frequently impose notice or approval requirements for the acquisition of specified
levels of ownership in the insurance company or insurance holding company.
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HCPCl is approved as an admitted carrier in the states of Arkansas, California, Florida, Maryland, North Carolina, New Jersey, Ohio, Pennsylvania, South
Carolina and Texas. TypTap is approved as an admitted carrier in Florida only. In addition, HCPCI is approved as a non-admitted carrier in Virginia. We may in
the future seek authorization to transact business in other states as well. We will therefore become subject to the laws and regulatory requirements of those
states. These regulations may vary from state to state, and states occasionally may have conflicting regulations. Currently, the federal government’s role in
regulating or dictating the policies of insurance companies is limited. However, Congress, from time to time, considers proposals that would increase the role of
the federal government in insurance regulation, either in addition to or in lieu of state regulation. The impact of any future federal insurance regulation on our
insurance operations is unclear and may adversely impact our business or competitive position.

Our insurance subsidiaries are subject to extensive regulation, which may reduce our profitability or limit our growth. Moreover, if we fail to comply
with these regulations, we may be subject to penalties, including fines and suspensions, which may adversely affect our financial condition and
results of operations.

The insurance industry is highly regulated and supervised. Our insurance subsidiaries are subject to the supervision and regulation of the states in which
they are domiciled and the states in which they transact insurance business. Such supervision and regulation is primarily designed to protect our policyholders
rather than our shareholders. These regulations are generally administered by a department of insurance in each state and relate to, among other things —

»  the content and timing of required notices and other policyholder information;

+  the amount of premiums the insurer may write in relation to its surplus;

» the amount and nature of reinsurance a company is required to purchase;

*  participation in guaranty funds and other statutorily created markets or organizations;
*  business operations and claims practices;

»  approval of policy forms and premium rates;

»  standards of solvency, including risk-based capital measurements;

» licensing of insurers and their products;

»  restrictions on the nature, quality and concentration of investments;

»  restrictions on the ability of insurance company subsidiaries to pay dividends to their holding companies;
»  restrictions on transactions between insurance companies and their affiliates;

»  restrictions on the size of risks insurable under a single policy;

*  requiring deposits for the benefit of policyholders;

»  requiring certain methods of accounting;

»  periodic examinations of our operations and finances;

»  the form and content of records of financial condition required to be filed; and

*  the level of reserves.

The FLOIR and regulators in other jurisdictions where we may become licensed and offer insurance products conduct periodic examinations of the affairs
of insurance companies and require the filing of annual and other reports relating to financial condition, holding company
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issues and other matters. These regulatory requirements may adversely affect or inhibit our ability to achieve some or all of our business objectives. These
regulatory authorities also conduct periodic examinations into insurers’ business practices. These reviews may reveal deficiencies in our insurance operations or
non-compliance with regulatory requirements.

In certain states including Florida, insurance companies are subject to assessments levied by the states where they conduct their business. While we can
recover these assessments from Florida policyholders through policy surcharges, our payment of the assessments and our recoveries may not offset each other
in the same reporting period in our financial statements and may cause a material, adverse effect on our cash flows and results of operations in a particular
reporting period.

In addition, regulatory authorities have relatively broad discretion to deny or revoke licenses for various reasons, including the violation of regulations. In
some instances, we follow practices based on our interpretations of regulations or practices that we believe may be generally followed by the industry. These
practices may turn out to be different from the interpretations of regulatory authorities. If we do not have the requisite licenses and approvals or do not comply
with applicable regulatory requirements, insurance regulatory authorities could preclude or temporarily suspend us from carrying on some or all of our activities
or otherwise penalize us. This could adversely affect our ability to operate our business.

Finally, changes in the level of regulation of the insurance industry or changes in laws or regulations themselves or interpretations by regulatory
authorities could adversely affect our ability to operate our business, reduce our profitability and limit our growth.

Our revenue from real estate investments may be affected by the success and economic viability of our anchor retail tenants. Our reliance on a
single or significant tenant at certain properties may impact our ability to lease vacated space and adversely affect returns on the specific property.

At certain retail centers, we may have tenants, commonly referred to as anchor tenants, occupying all or a large portion of the gross leasable space. In the
event an anchor tenant becomes insolvent, suffers a downturn in business, ceases its operations at the retail center, or otherwise determines not to renew its
lease, any reduction or cessation of rental payments to us could adversely affect the returns on our real estate investments. A lease termination or cessation of
operations by an anchor tenant could also lead to the loss of other tenants at the specific retail location. We may then incur additional expenses to make
improvements and prepare the vacated space to be leased to one or more new tenants.

Similarly, the leases of some anchor tenants may permit the anchor tenant to transfer its lease to another retailer. The transfer to a new anchor tenant
could cause customer traffic in the retail center to decrease and thereby reduce the income generated by that retail center. A lease transfer to a new anchor
tenant could also allow other tenants to make reduced rental payments or to terminate their leases.
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Our retail and other real estate properties may be subject to impairment charges which can adversely affect our financial results.

We periodically evaluate our long-lived assets and related intangible assets to determine if there has been any impairment in their carrying values. If we
determine an impairment has occurred, we are required to record an impairment charge equal to the excess of the asset’s carrying value over its estimated fair
value. As our real estate operations grow, there is an increased potential that the impairment of an asset could have a material adverse effect on our financial
results. In addition, our fair value estimates are based on several assumptions that are subject to economic and market uncertainties including, but not limited to,
demand for space, competition for tenants, changes in market rental rates and costs to operate each property. As these factors are difficult to predict and are
subject to future events that may alter our assumptions, the future cash flows estimated in our impairment analysis may not be achieved.

Our real estate operations are subject to regulation under various federal, state, and local laws concerning the environment.

Our real estate operations own various properties including a restaurant, marina facilities, and commercial buildings. As a result, we are subject to
regulation under various federal, state, and local laws concerning the environment, including laws addressing the discharge of pollutants into the air and water
and the management and disposal of hazardous substances and wastes and the cleanup of contaminated sites. We could incur substantial costs, including
remediation costs, fines and civil or criminal sanctions and third-party damage or personal injury claims, if in the future we were to violate or become liable under
environmental laws relating to our real estate operations.

Our real estate operations include owning restaurant operations, which expose us to additional risks, which could negatively impact our operating
results and financial condition.

Our restaurant operations expose us to unique business risks. For example, restaurant operations are dependent in large part on food, beverage, and
supply costs that are not within our control. In addition, the restaurant industry is affected by changes in consumer preferences and discretionary spending
patterns that could adversely affect revenues from restaurant operations. Moreover, the restaurant industry is affected by litigation and publicity concerning food
quality, health, alcoholic beverages and other issues which can cause guests to avoid restaurants and that can result in liabilities. Any one of these risks, among
others, could negatively impact our operating results and financial condition.

Our operations in India expose us to additional risks, which could negatively impact our business, operating results, and financial condition.

Our India operations expose us to additional risks including income tax risks, currency exchange rate fluctuations and risks related to other challenges
caused by distance, language, and compliance with Indian labor laws and other complex foreign and U.S. laws and regulations that apply to our India
operations. These numerous and sometimes conflicting laws and regulations
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include anti-corruption laws, such as the Foreign Corrupt Practices Act, and other local laws prohibiting corrupt payments to governmental officials, among
others. Violations of these laws and regulations could result in fines and penalties, or criminal sanctions against us, our officers, or our employees. Although
policies and procedures are designed to ensure compliance with these laws and regulations, there can be no assurance that our employees, contractors, or
agents will not violate our policies.

Our ongoing investments in real estate and information technology businesses have inherent risks, and could burden our financial and human
resources.

We have invested and expect to continue to invest in real estate and information technology. Despite our due diligence, these investments may still involve
significant risks and uncertainties, including distraction of management and employees from current operations, insufficient revenues to offset liabilities assumed
and incurred expenses, inadequate return of capital, and failure to realize the anticipated benefits. There can be no assurance that such investments will be
successful and will not adversely affect our financial condition and operating results.

ITEM 1B - Unresolved Staff Comments
Not applicable.

ITEM 2 — Properties

Real Estate Owned and Used in Operations

Tampa, Florida. The real estate consists of 3.5 acres of land, a three-story building which has a gross area of 122,000 square feet, and a four-level parking
garage. This facility is 57% occupied by us and our U.S. subsidiaries and serves as our headquarters. In addition, we lease approximately 40% to non-affiliates
and the remaining space is available for lease.

Ocala, Florida. The real estate consists of 1.6 acres of land and an office building with gross area of approximately 16,000 square feet. The facility is 100%
designated for our insurance operations and will be used as an alternative location in the event a catastrophic event impacts our operations in Tampa, Florida.

Investment Real Estate

Treasure Island, Florida. The real estate consists of approximately 10 acres of waterfront property and land improvements, a restaurant and a marina
facility. The marina facility and the restaurant are currently owned and operated by us.

Tierra Verde, Florida. The real estate consists of 7.1 acres of waterfront property, a dry rack storage building with gross area of 57,500 square feet, and
two buildings with retail space having an aggregate gross area of approximately 23,000 square feet. This marina facility is owned and operated by us.
Approximately 5% of the available retail space is occupied by us, 77% of the retail space is leased to non-affiliates, and the remaining space is available for
lease.
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Riverview, Florida. The real estate consists of 2.57 acres of land, 1.27 acres of which is leased to a gas station and convenience store chain. Our retail
structure with 8,400 square feet of net rentable space is situated on the remaining land. Approximately 88% of the rentable space is leased to non-affiliates and
the remaining space is available for lease.

Sorrento, Florida. The real estate includes 5.42 acres of outparcel land intended for ground lease or resale and a retail shopping center with 61,400 square
feet of net rentable area. Approximately 74% of the rentable space is currently leased to a large, well-known grocery retailer. Approximately 96% of the rentable
space is leased to non-affiliates and the remaining space is available for lease.

Melbourne, Florida. The real estate includes 2.26 acres of outparcel land intended for ground lease, resale or future development and a retail shopping
center with 49,995 square feet of rentable area. Approximately 42% of the rentable space is currently leased to a large well-known grocery retailer.
Approximately 95% of the rentable space 