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The information in this preliminary prospectus supplement is not complete and may be changed. This preliminary prospectus
supplement and the accompanying prospectus are not offers to sell these securities and are not soliciting an offer to buy these securities
in any jurisdiction where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED JANUARY 9, 2013
PRELIMINARY PROSPECTUS SUPPLEMENT

(To Prospectus Dated December 20, 2012)

% Senior Notes due 2020

We are offering $ aggregate principal amount of our % Senior Notes due 2020, which we refer to as the Notes. The Notes will be our
senior unsecured obligations and will rank pari passu with all of our future senior unsecured obligations. We will pay interest on the Notes on
January 30, April 30, July 30 and October 30 of each year. The first such payment will be on April 30, 2013. We may redeem the Notes, in

whole or in part, at any time on and after January 30, 2016 at a redemption price equal to 100% of the principal amount redeemed plus accrued
and unpaid interest to the redemption date. The Notes will be issued in minimum denominations of $25 and integral multiples of $25.00 in

excess thereof.

We intend to apply to list the Notes on the NASDAQ Global Market under the symbol . If the application is approved, we expect trading
in the Notes on the NASDAQ Global Market to begin within 30 days after the original issue date. The Notes are expected to trade flat, meaning
that purchasers will not pay and sellers will not receive any accrued and unpaid interest on the Notes that is not included in the trading price.

Investing in the Notes involves risks. See _Risk Factors beginning on page S-8 and in our Annual Report on
Form 10-K for the year ended December 31, 2011, as may be updated by our Quarterly Report on Form 10-Q
for the quarterly period ended September 30, 2012, which are incorporated herein by reference.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
passed upon the accuracy or adequacy of this prospectus supplement or the accompanying prospectus. Any representation to the
contrary is a criminal offense.
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Per Note Total®
Public Offering Price™ % $
Underwriting Discount % $
Proceeds to HCI (before expenses) % $
(M The public offering price does not include accrued interest, if any. Interest on the Notes will accrue from , 2013 and must be

paid to the purchaser if the Notes are delivered after such date.
@ Assumes no exercise of the underwriters over-allotment option described below.
We have granted the underwriter an option to purchase up to an additional $ aggregate principal amount of Notes, at the public offering
price less the underwriting discount, within 30 days from the date of this prospectus supplement solely to cover over-allotments, if any.

The underwriters expect to deliver the Notes in book-entry form only through the facilities of The Depository Trust Company on or about

,2013.
Sole Book-Running Manager
Sterne Agee
Co-Lead Managers
Wunderlich Securities Incapital
Co-Managers
JMP Securities Gilford Securities Incorporated

J.J.B. Hilliard, W.L. Lyons, LLC Maxim Group LLC
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The date of this prospectus supplement is January , 2013
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You should rely only on the information contained in or incorporated by reference in this prospectus supplement, the accompanying
prospectus or any related free writing prospectus we file with the Securities and Exchange Commission (the SEC ). We have not, and the
underwriter has not, authorized anyone to provide you with different information. If anyone provides you with different or inconsistent
information, you should not rely on it. We are not, and the underwriter is not, making an offer to sell these securities in any jurisdiction
where the offer or sale is not permitted. You should not assume that the information contained or incorporated by reference in this
prospectus supplement or the accompanying prospectus is accurate as of any date other than their respective dates. Our business,
financial condition, results of operations and prospects may have changed since those dates.
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ABOUT THIS PROSPECTUS SUPPLEMENT

Unless the context otherwise requires, references in this prospectus supplement and the accompanying prospectus to we, us, our, our company,
the Company, and HCI refer to Homeowners Choice, Inc. and its subsidiaries.

This prospectus supplement and the accompanying prospectus are part of a registration statement (the Registration Statement ) that we filed with
the Securities and Exchange Commission, or SEC, utilizing a shelf registration process. This prospectus supplement describes the specific
details regarding this offering, including the price and terms of the Notes being offered and the risk of investing in our securities. The
accompanying prospectus provides more general information, some of which may not apply to this offering. This prospectus supplement may

also add, update or change information contained in the accompanying prospectus.

You should read this prospectus supplement, the accompanying prospectus, and any related free writing prospectus together with additional
information described under the heading Where You Can Find More Information in the accompanying prospectus. If there is any inconsistency
between the information in this prospectus supplement and the accompanying prospectus, you should rely on the information contained in this
prospectus supplement. In various places in this prospectus supplement and the accompanying prospectus, we refer you to sections for additional
information by indicating the caption headings of the other sections. All cross-references in this prospectus supplement are to captions contained
in this prospectus supplement and not in the accompanying prospectus, unless otherwise indicated.

You should rely only on the information contained or incorporated by reference in this prospectus supplement, the accompanying prospectus, or
any related free writing prospectus. We have not authorized any other person to provide you with different information. If anyone provides you
with different or inconsistent information, you should not rely on it. We are not making offers to sell nor soliciting offers to buy, nor will we
make an offer to sell nor solicit an offer to buy, any Notes in any jurisdiction where the offer or sale is not permitted. You should read this
prospectus supplement and the accompanying prospectus, including the documents incorporated by reference in the prospectus supplement and
accompanying prospectus, when making your investment decision. You should assume that the information appearing in this prospectus
supplement, the accompanying prospectus and the documents we file or previously filed with the SEC that we have incorporated by reference in
this prospectus supplement or accompanying prospectus is accurate only as of the dates on their covers. Our business, financial condition, results
of operations and prospects may have changed since those dates.

ALTERNATIVE SETTLEMENT DATE

It is expected that delivery of the Notes will be made on or about the date specified on the cover page of this prospectus supplement, which will

be the business day following the date of this prospectus supplement. Under Rule 15¢6-1 of the SEC under the Securities Exchange Act
of 1934, as amended (the Exchange Act ) trades in the secondary market generally are required to settle in three business days, unless the parties
to any such trade expressly agree otherwise. Accordingly, the purchasers who wish to trade Notes on the date of this prospectus supplement or

the next succeeding business day[s] will be required to specify an alternate settlement cycle at the time of any such trade to prevent

failed settlement. Purchasers of Notes who wish to trade Notes on the date of this prospectus supplement or the next succeeding business
day[s] should consult their own advisors.
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FORWARD-LOOKING STATEMENTS

Certain statements in this prospectus supplement and the information incorporated by reference in this prospectus supplement and the

accompanying prospectus, other than purely historical information, including without limitation estimates, projections, outlook, guidance,

statements relating to our business plans, strategy, objectives, expected operating results and future financial position, and the assumptions upon

which those statements are based, are forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995,

Section 27A of the Securities Act of 1933, as amended (the Securities Act ) and Section 21E of the Exchange Act. These forward-looking

statements generally are identified by the words believe,  project, expect, anticipate, estimate, forecast, outlook, intend, strategy,
should, will, would, willbe, will continue, will likely result, or the negative thereof or variations thereon or similar terminology generally

intended to identify forward-looking statements. Forward-looking statements are not guarantees of future performance and are based on current

expectations and assumptions that are subject to risks and uncertainties which may cause actual results to differ materially from the

forward-looking statements. A detailed discussion of risks and uncertainties that could cause actual results and events to differ materially from

such forward-looking statements will be included in our most recent Annual Report on Form 10-K or Quarterly Report on Form 10-Q and other

documents that we file from time to time with the SEC that are incorporated by reference in this prospectus supplement and the accompanying

prospectus. Numerous important factors described in this prospectus supplement and the accompanying prospectus and the information

incorporated by reference in the prospectus supplement and accompanying prospectus could affect these statements and could cause actual

results to differ materially from our expectations. We assume no obligation, and disclaim any duty, to update or revise publicly any

forward-looking statements, whether as a result of new information, future events or otherwise.

iii
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SUMMARY

This summary highlights important features of this offering and the information included or incorporated by reference in this prospectus
supplement. This summary does not contain all of the information that you should consider before making an investment decision with respect to
the Notes offered hereby. You should read both this prospectus supplement and the accompanying prospectus carefully, including the Risk
Factors, together with any documents incorporated by reference before investing in the Notes in this offering. In this prospectus supplement
and the accompanying prospectus, unless otherwise indicated or the context otherwise requires, references to we,  us, our, our
company,  the Company, and HCI refer to Homeowners Choice, Inc. and its subsidiaries.

Homeowners Choice, Inc.
General Overview

Homeowners Choice, Inc. is an insurance holding company incorporated under the laws of the State of Florida in 2006. Through our
subsidiaries, we provide homeowners insurance to Florida property owners, including renters and condominium owners. We offer these
insurance products at competitive rates while pursuing profitability using selective underwriting criteria. Our principal revenues are gross earned
premiums and investment income. Our largest cost is premiums paid (or ceded) to reinsurers to mitigate risks primarily associated with
hurricanes and other catastrophic events. After premiums paid to reinsurers, our principal costs and expenses are policyholder claims, expenses
associated with investigating and settling policyholder claims, and policy acquisition expenses and other underwriting expenses.

For the year ended December 31, 2011, we had net income of $10.0 million, compared to net income of $5.4 million for the year ended
December 31, 2010. Our results for the year ended December 31, 2011 include a bargain purchase gain of $936,000 ($575,000 net of tax). In
general, a bargain purchase gain occurs when the net assets acquired in a business combination exceed the purchase price, and in our case, our
bargain purchase gain in 2011 relates to our business acquisition completed in April 2011. For the nine months ended September 30, 2012, we
had net income of $17.1 million, compared to net income of $5.2 million for the nine months ended September 30, 2011. Our results for the nine
months ended September 30, 2012 include a bargain purchase gain of $179,000 ($119,000 net of tax), relating to our business acquisition
completed in April 2012.

We began operations in July of 2007 by participating in a take-out program through which we assumed insurance policies held 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 from Citizens

in eight separate assumption transactions which took place from July 2007 through December 2010 and one additional assumption transaction

that was completed in November 2012. In November 2011, we completed an assumption transaction with HomeWise Insurance Company

( HomeWise ) through which we acquired the Florida policies of HomeWise. Substantially all of our premium revenue since inception has come
from the policies acquired in these assumption transactions and renewals of those policies. Through the Citizens assumptions and the HomeWise
acquisition, we have increased our geographic diversification within Florida.

Citizens requires us to offer renewals on the policies we acquire in the Citizens take-out program for a period of three years subsequent to the
initial expiration of the assumed policies. The policyholders have the option to renew with us or they may ask their agent to place their coverage
with another insurance company. With respect to the assumptions through December 31, 2009, policyholders could also elect to return to
Citizens, or opt out, prior to the policy renewal date. With respect to our policy assumptions thereafter, the opt-out provision was limited to the
thirty day period from the assumption date. We strive to retain these policies by offering competitive rates to our policyholders. We intend to
selectively pursue additional assumption transactions with Citizens in the future.

S-1
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We face various challenges to implementing our operating and growth strategies. Because we write policies that cover Florida homes,
condominiums, and apartments, we cover losses that may arise from, among other things, catastrophes, which could have a significant effect on
our business, results of operations, and financial condition. To mitigate our risk of catastrophic losses, we cede a portion of our exposure to
reinsurers under agreements called catastrophe excess of loss reinsurance treaties. 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 and supervision of our business by the State of
Florida, which must approve our policy forms and premium rates and also monitor our insurance subsidiary s ability to meet all requirements for
regulatory compliance. Additionally, we compete with larger, well-established insurance companies, as well as other specialty insurers, that in
most cases possess greater financial resources, larger agency networks, and greater name recognition.

Our Market

The Florida property insurance marketplace has undergone in recent years significant changes that we believe have altered the nature of the
competitive landscape. The significant catastrophic losses suffered by insurers and reinsurers during the 2004 and 2005 hurricane seasons

resulted in large national and regional insurers reducing their policy exposure in the Florida property insurance market. To help ensure

availability of property insurance coverage in Florida, Citizens stepped in to fill the void left by these competitors. As a result, Citizens grew

from roughly $210 billion in total insured value at the end of 2005 to approximately $512 billion in September 2012, and as of June 30, 2012, it
accounted for about 29% of the market. Consistent with our assumptions from Citizens, as of the date of this prospectus supplement, the State of
Florida currently focuses on reducing the size of, or depopulating, the portfolio held by Citizens in order to return many of its policies to the
private market and reduce the State s risk of loss to catastrophic events. We believe we are well positioned to take advantage of this dynamic, and
we have accordingly focused our strategy on continuing to grow in the future by selectively increasing our penetration in the Florida

homeowners market. In addition, we plan to explore the expansion of our business into other complementary states or business lines.

Our Competitive Strengths
Track record of successful assumptions

From our beginnings, we have grown through the assumption of policies either from Citizens or competitors. We have been able to capitalize on
favorable market dynamics and rapidly establish market share in Florida by using proprietary software and selective underwriting criteria to
identify target policies. We believe this approach has been a highly effective and profitable strategy, allowing us to grow quickly with reduced
up-front costs related to policy acquisition expenses and reinsurance costs.

Market presence and geographic distribution within Florida

Since our formation in 2006, we have grown our business to become the eighth largest provider of property and casualty insurance in the state of
Florida based on approximately $215 million of annualized gross premiums as of June 30, 2012, derived from 110,000 policies in force,
according to data from the Florida Office of Insurance Regulation. After giving effect to our assumption of 60,000 additional policies from
Citizens on November 6, 2012 involving $150 million in annualized gross premiums, we believe that we would have been a top five provider of
property and casualty insurance in the state of Florida with approximately $350 million of annualized gross premiums as of June 30, 2012 on a
pro forma basis. In addition to significantly increasing our market presence in Florida s property industry, we have also enhanced our geographic
distribution throughout Florida. As of December 31, 2012, our policies in force were distributed across all 67 counties in Florida, with no single
county representing more than 20% of our total insured value. As of December 31, 2012, only Broward,

S-2
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Pinellas, Palm Beach and Miami-Dade Counties represented more than 10% each of our total insured value (16.7%, 13.4%, 12.2% and 10.3%
respectively). As of December 31, 2012, none of the remaining 63 counties in Florida represented more than 6% of our total insured value.

Underwriting

Although we assume policies from Citizens and others under the original premium rates charged by Citizens or the originating insurer, we
actively re-underwrite these policies on renewal in accordance with rates filed with the Florida Office of Insurance Regulation, which reflect our
view of appropriate pricing. We strive to offer competitive prices for all our policyholders while seeking an appropriate premium relative to the
risk we assume and seek to maximize retention of our policyholders while focusing on creating a balanced book of the most attractive risks.
According to data from the Florida Office of Insurance Regulation, in addition to being ranked eighth among property and casualty insurers in
the state of Florida based on annualized gross premiums as of June 30, 2012, we were also ranked thirteenth based on total number of policies in
force and eighteenth based on total insured value. Among the top 20 Florida property and casualty insurers measured by annualized gross
premiums written as of June 30, 2012, we ranked sixth based on the ratio of annualized gross premiums to total number of policies in force and
first based on the ratio of annualized gross premiums to total insured value. We believe that these rankings speak to our underwriting discipline
and emphasis on profitability. The success of our underwriting is also shown in our consistent track record of producing combined ratios of less
than 100 percent for each fiscal year since we began business in 2007. We define the combined ratio for any period as the total of all expenses
for such period divided by net premiums earned in the same period.

Reinsurance support

We contract with a number of highly rated or collateralized reinsurers to secure our reinsurance coverage, which is renewed each year on June 1.

In addition, a portion of our reinsurance coverage is provided by the state sponsored trust fund, the Florida Hurricane Catastrophe Fund ( FHCF ).
We work with reinsurance brokers leading up to the annual renewal to assist us in modeling the potential total catastrophe losses represented by
our in-force book of business and selecting the amount of reinsurance coverage we believe best matches our modeled risk. We also selectively

use our reinsurance subsidiary, Claddaugh Casualty Insurance Company Ltd. ( Claddaugh ), to assume, on a fully collateralized basis, those
portions of our reinsurance program that we view as the most cost efficient to retain. Our insurance company subsidiary s total coverage for the
2012-13 treaty years is up to a maximum of $548.8 million. These reinsurance contracts are designed to protect us from losses sustained in
multiple events in a single hurricane season. As a result of our November 2012 assumption from Citizens, we plan to expand our reinsurance
program for the 2013-14 hurricane season and increase the maximum coverage by approximately 30-45% from the 2012-13 season.

Scalable technology platform positioned for growth

We maintain customized proprietary underwriting and policy administration systems, which were developed and are maintained internally. We
believe our scalable infrastructure will allow us to effectively administer a significant increase in the volume of policies we service with reduced
back-office costs and personnel relative to our competitors.

Experienced management team

Our senior management is critical to our success, and we benefit from their significant experience in the property and casualty insurance
industry. Paresh Patel, our founder, was instrumental in the development of our policy administration systems, which we believe have been a
key to the success of the business. Richard Allen, our Chief Financial Officer, has over thirty years of experience in property and casualty
insurance finance and management, including agency/broker relations, reinsurance and financial controls, and reporting and third party

S-3
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administration. In addition, Scott Wallace joined as President of Homeowners Choice Property & Casualty Insurance Company, Inc., our
property and casualty subsidiary, in April 2012. Mr. Wallace served as the President, Chief Executive Officer and Executive Director of Citizens
from 2007 through February 2012. Mr. Wallace has over 30 years of experience in the property and casualty industry, including 24 years at
various property and casualty insurance and reinsurance organizations. We believe Mr. Wallace s experience and relationships in Florida will
prove valuable to our existing insurance operations, and his experience leading diversified property and casualty operations will be important as
we look to expand into new lines and geographies.

Our Strategies

Since our inception, substantially all of our premium revenue has come primarily from policies we have assumed or acquired from Citizens and
one non-affiliated property and casualty insurance company and renewal of these policies, with the balance of our premium revenue generated
through traditional policy acquisition methods. Building on these successful transactions, we intend to continue to grow profitably by
undertaking the following:

Opportunistic policy assumptions and acquisitions

We intend to continue to selectively assume or acquire policies from Citizens and others, as, when and if we find the terms of any such
transaction favorable. We will assess each opportunity based on its expected economic contribution to our results and impact on the
diversification of our business from a geographic, product or other perspective.

Continued focus on geographic diversification

We intend to continue to diversify our geographic concentration within the state of Florida and are currently evaluating opportunities to enter
Alabama and other states that are complementary to our Florida property insurance business. We believe that geographic diversification in
Florida and potentially into other states is important in distributing our potential risk of loss from any catastrophic event.

Increased product diversification

Given the size of our in-force policy base, we believe that we have the ability to cross-sell additional insurance products, such as personal
automobile insurance, to a relatively large market of existing policyholders with reduced upfront marketing costs. We believe the benefits of
selling additional insurance products include enhanced growth, a more diversified book of business, and potentially reduced overall reinsurance
costs per policy, and as such we may in the future evaluate opportunities to offer additional insurance products.

Continued emphasis on organic growth

In addition to assumptions and acquisitions, our strategy focuses on maintaining and profitably growing our policy portfolio through traditional
policy underwriting. We have an in-house staff responsible for new business origination at our corporate headquarters in Tampa, Florida, and we
supplement this core team with relationships with over 4,000 independent agents. We believe this internal sales capability is sufficient to support
our organic growth in our current business line for the foreseeable future, and in particular given the significant investment we have made in
information technology to assist in our insurance operations, we can enter new business lines with limited additional investment.

Company Information

Our principal executive offices are located at 5300 West Cypress Street, Suite 100, Tampa, Florida 33607, and our telephone number is
(813) 405-3600. Our website address is www.hcpci.com. Information contained on our website is not incorporated by reference into this
prospectus supplement, and such information should not be considered to be part of this prospectus supplement.

S-4
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The Offering

Homeowners Choice Inc.

% Senior Notes due 2020

We will issue the Notes in denominations of $25 and integral multiples of $25 in excess
thereof.

The underwriter may also purchase from us up to an additional $ aggregate
principal amount of the Notes to cover overallotments, if any, within 30 days of the date
of this prospectus supplement.

% of the aggregate principal amount

We intend to apply to list the Notes on the NASDAQ Global Market under the symbol
. If the application is approved, we expect trading in the Notes on the NASDAQ
Global Market to begin within 30 days after the original issue date.

% per year

January , 2013

January 30, 2020

January 30, April 30, July 30 and October 30 of each year, beginning April 30, 2013. If
an interest payment date falls on a day other than a business day, the applicable interest
payment will be made on the next business day and no additional interest will accrue as a
result of such delayed payment.

Each January 15, April 15, July 15 and October 15 (whether or not a business day).

We may, at our option, redeem the Notes, in whole at any time or in part from time to
time, on and after January 30, 2016, upon not less than 30 days nor more than 60 days
written notice, at a redemption price equal to 100% of the principal amount redeemed
plus accrued and unpaid interest to, but not including, the redemption date.
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Ranking The Notes are our senior unsecured obligations and will rank on pari passu with all of

our future senior unsecured obligations. See Description of the Notes Ranking.
addition, because HCI is a holding company which conducts substantially all of its
operations through subsidiaries, the right of HCI, and therefore the right of creditors of
HCI, including the holders of the Notes, to participate in

In
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Risk Factors
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any distribution of the assets of any subsidiary upon its liquidation or reorganization or
otherwise is subject to the prior claims of creditors of the subsidiary, except to the extent
that claims of HCI itself as a creditor of the subsidiary may be recognized.

We expect to use the net proceeds for general corporate purposes including, among other
things, working capital. See Use of Proceeds in this prospectus supplement.

The Notes will not be subject to any sinking fund.

Holders will not have the option to have the Notes repaid prior to the stated maturity date.

The Notes will be represented by global securities that will be deposited with or on behalf
of, and registered in the name of, The Depository Trust Company ( DTC ) or its nominee.
Except in limited circumstances, you will not receive certificates for the Notes. Beneficial
interests in the Notes will be represented through book-entry accounts of financial
institutions acting on behalf of beneficial owners as direct and indirect participants in
DTC. Investors may elect to hold interests in the Notes through either DTC, if they are a
participant, or indirectly through organizations which are participants in DTC.

Interests in the Notes will trade in DTC s Same Day Funds Settlement System, and any
permitted secondary market trading activity in such Notes will, therefore, be required by
DTC to be settled in immediately available funds. Neither HCI nor the Trustee will have
any responsibility for the performance by DTC or its participants or indirect participants
of their respective obligations under the rules and procedures governing their operations.

New York

The Bank of New York Mellon Trust Company, N.A.

Investing in the Notes involves risks. You should carefully consider the information set
forth in the section of this prospectus supplement entitled Risk Factors beginning on
page S-8, as well as the other information included in or incorporated by reference into
this prospectus supplement and the accompanying prospectus before deciding whether to
invest in the Notes.
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Statement of Earnings Data:
Revenue

Gross premiums earned
Premiums ceded

Net premiums earned

Net investment income
Policy fee income
Realized investment gains
Gain on bargain purchase
Other

Total revenue

Expenses

Losses and loss adjustment expenses

Policy acquisition and other underwriting expenses
Other operating expenses

Total expenses

Income before income taxes
Income taxes

Net income
Preferred stock dividends

Income available to common stockholders
Basic earnings per common share

Diluted earnings per common share
Dividends per common share

Balance Sheet Data:

Total investments

Total cash and cash equivalents
Total assets

Total stockholders equity

Ratios to net premiums earned:
Loss Ratio
Expense Ratio

Combined Ratio

Table of Contents

Summary Financial Data

Nine Months Ended
Year Ended December 31, September 30,
2009 2010 2011 2011 2012
(Dollars in thousands, except per share amounts)
$110,011 $ 119,757 $ 143,606 $ 93,855 $161,579
(44,674) (57,322) (56,360) (41,607) (53,475)
65,337 62,435 87,246 52,248 108,104
1,793 1,962 2,180 1,557 871
1,226 1,464 1,438 1,278 2,167
2,003 267 416 26
936 936 179
22 751 2,772 808 641
68,378 68,615 94,839 57,243 111,988
35,230 37,667 48,243 31,357 50,382
9,611 14,878 18,129 10,572 19,690
5,788 7,484 12,062 6,932 13,401
50,629 60,029 78,434 48,861 83,473
17,749 8,586 16,405 8,382 28,515
6,839 3,164 6,441 3,214 11,459
$ 10,910 $ 5,422 $ 9,964 $ 5,168 $ 17,056
(815) (596) (286)
$ 10,910 $ 5,422 $ 9,149 $ 4,572 $ 16,770
$ 1.62 $ 0.88 $ 1.49 $ 0.75 $ 2.08
$ 1.52 $ 0.81 $ 1.34 $ 0.70 $ 1.79
$ $ 0.30 $ 0.53 $ 0.30 $ 0.55
48,343 43,481 58,759 54,525 73,882
43,453 54,849 100,355 61,956 141,922
137,892 140,948 214,818 174,163 282,311
45,378 46,629 63,830 59,179 101,087
53.92% 60.33% 55.30% 60.02% 46.61%
23.57% 35.82% 34.61% 33.50% 30.61%
77.49% 96.15% 89.91% 93.52% 77.22%
14
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Ratios to gross premiums earned:

Loss Ratio 32.02%
Expense Ratio 14.00%
Combined Ratio 46.02%
Ratio of earnings to fixed charges" 296.8
Ratio of earnings to combined fixed charges and preferred

stock dividends™" 296.8

31.45%
18.67%

50.12%

139.5

139.5

33.59%
21.02%

54.61%

206.1

18.4

33.41%
18.65%

52.06%

159.1

13.0

31.18%
20.48%

51.66%

232.8

70.0

@ For purposes of calculating these ratios, earnings consist of net income to which has been added income taxes and fixed charges. Fixed
charges consist of interest on all indebtedness and one-third of rental expense (approximating the portion which represents interest). The
ratio of earnings to fixed charges is computed by dividing earnings by the sum of fixed charges and the ratio of earnings to combined fixed

charges and preferred stock dividends is computed by dividing earnings by the sum of fixed charges and preferred stock dividends.
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RISK FACTORS

An investment in the Notes involves a high degree of risk. In addition to the other information included in this prospectus supplement, you
should carefully consider each of the following risk factors and those set forth in our most recent Annual Report on Form 10-K on file with the
SEC, which is incorporated by reference in this prospectus supplement. Before making an investment decision, you should carefully consider
these risks as well as other information we include or incorporate by reference in this prospectus supplement and the accompanying prospectus.
The risks and uncertainties not presently known to us or that we currently deem immaterial may also materially harm our business, operating
results and financial condition and could result in a complete loss of your investment.

Risks Related to our Business

We currently conduct our insurance business in Florida only. Thus, any single catastrophic event or other condition affecting losses in
Florida could adversely affect our financial condition and results of operations.

While we actively manage our exposure to catastrophic events through our underwriting process and the purchase of reinsurance, a single
catastrophic event, destructive weather pattern, general economic trend, regulatory development or other condition specifically affecting the
state of Florida could have a disproportionately adverse impact on our business, financial condition, and results of operations. In addition, the
fact that our business is concentrated in the state of Florida subjects it to increased exposure to certain catastrophic events and destructive
weather patterns such as hurricanes, tropical storms, and tornadoes. Changes in the prevailing regulatory, legal, economic, political,
demographic, competitive, 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 results of operations.

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

The insurance business historically has been a cyclical industry 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 then lead to a decrease in premium levels. Any of
these factors could lead to a significant reduction in premium rates, 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, Richard Allen, and Scott Wallace, the President of Homeowners Choice Property & Casualty Insurance
Company, Inc. The loss of their leadership, industry knowledge and experience could negatively impact our operations. With the exception of
Mr. Patel, Mr. Allen and Mr. Wallace, we have no employment agreements with any of our personnel nor do we have any
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guarantee of any employee s ongoing service. We maintain key-man life insurance on Mr. Patel, although such policy may be insufficient to
cover us for the damage resulting to our company from the loss of Mr. Patel s services.

We do not have significant redundancy in our operations.

We conduct our business primarily from offices located in Tampa, Florida and the surrounding area 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 as we do not have significant 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. Access to these databases is strictly controlled and limited to authorized personnel. While we have implemented daily off-site backups,
we have not fully tested our plan to recover data in the event of a disaster.

Our information technology systems may fail or suffer a loss of security which could adversely affect our business.

Our business is highly dependent upon the successful and uninterrupted functioning of our computer and data processing systems. We rely on
these systems to perform actuarial 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 successful operation of our systems depends on a
continuous supply of electricity. The failure of these systems or disruption in the supply of electricity could interrupt our operations. This could
result in a material adverse effect on our business.

The development and expansion of our business is dependent upon the successful development and implementation of advanced computer and
data processing systems. Because our insurance subsidiary intends to expand its business by writing additional voluntary policies, we are
enhancing our information technology systems to handle and process an increased volume of voluntary policies. The failure of these systems to
function as planned could slow our growth and adversely affect our future business volume and results of operations.

Because we believe that our independent agents will play a key role in our efforts to increase the number of voluntary policies written by our
insurance subsidiary, we are also in the process of developing business platforms and distribution initiatives that will allow us to provide
information to, and exchange information with, our agents in an effective and efficient manner. These systems are intended to provide us with
current information regarding the insurance markets in which we operate, therefore permitting us to adjust our selective underwriting criteria as
needed to rapidly respond to market changes. In the event that the development of these systems does not proceed as planned, the expansion of
our business could be delayed. Internet disruptions or system failures once these systems are fully operational could also adversely affect our
future business volume and results of operations.

In addition, a security breach of our computer systems could damage our reputation or result in liability. We retain confidential business
information in our computer systems. We may be required to spend significant capital and other resources to protect against security breaches or
to alleviate problems caused by such breaches. It is critical that these facilities and infrastructure remain secure. Despite the implementation of
security measures, this infrastructure may be vulnerable to physical break-ins, computer viruses, programming errors, attacks by third parties or
similar disruptive problems. In addition, we could be subject to liability if hackers were able to penetrate our network security or otherwise
misappropriate confidential information.

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, other underwriting organizations and
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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 other companies that write insurance only in Florida. 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 a new company. We do not have an A.M. Best rating and do not expect to obtain such a rating in the near future. Our insurance
subsidiary has obtained a Demotech rating of A Exceptional, which is accepted by major mortgage companies operating in the state of Florida
and in other states. However, some mortgage companies may require homeowners to obtain property insurance from an insurance company with
a certain minimum A.M. Best rating, and such a requirement could prevent us from expanding our business, which may in turn limit our ability
to compete with large, national insurance companies and certain regional insurance companies. In addition, 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

an influx of new capital in the marketplace as existing companies attempt to expand their businesses and new companies attempt to
enter the insurance business as a result of better pricing and/or terms;

programs in which state-sponsored entities provide property insurance in catastrophe-prone areas or other alternative markets;

changes in Florida s regulatory climate; and

the passage 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 subsidiary.
These developments and others could make the property and casualty insurance marketplace more competitive by increasing the supply of
insurance available.

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 insureds 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; that is, the amounts initially recorded as
reserves should approximate 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.
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The failure of our claims department to pay claims accurately could adversely affect our business, financial results and capital requirements.

We rely on our claims department to accurately evaluate and pay the claims made under our policies. Many factors could affect the ability of our
claims department 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 department 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 department to maintain and update its 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 some time 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.

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 in Florida, 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 possible sales of our securities and our earnings from operations and investments. Unexpected
catastrophic events in our market areas, such as the hurricanes experienced in Florida, 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 are able to raise additional
capital.

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. Other than the proceeds from this offering, we currently have no commitments or arrangements
for any additional financing. To the extent that our present capital and the net proceeds of this offering are 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 earnings 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 that are not
favorable to us. In the case of equity financings, dilution to our shareholders could result, 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 adversely affected.
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Our financial results may be negatively affected by the fact that a portion of our income is generated by the investment of our company s
capital and surplus, premiums and loss reserves.

A portion of our income is, and likely will continue to be, generated by the investment of our company s capital and surplus, premiums and loss
reserves. The amount of income so generated is a function of our investment policy, available investment opportunities, and the amount of
capital and surplus, premium and loss reserves invested. As we continue to grow and to deploy our capital, the proportion of income invested
will decrease, and investment income will make up a smaller percentage of our net revenue. At September 30, 2012, approximately 75% of our
available cash was invested in money market accounts or in bank deposits (i.e., CDs) that generally mature in no more than thirteen months and
approximately 25% was invested in fixed maturity and equity securities. 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 impossible to estimate accurately the amount of
investment income that will be realized. In fact, we may realize losses on our investments.

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 by man-made events, such as terrorist attacks. 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. See the risk factor below
entitled 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.

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 subsidiary.

Loss severity in the property and casualty insurance industry has continued to increase in recent years, principally driven by larger court
judgments. In addition, many legal actions and proceedings have been brought on behalf of classes of complainants, which can 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.

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 the practice of transferring part of an insurance company s liability and premium under an insurance policy to another insurance
company. 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 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
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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 treaties we currently have in effect, our ability to recover amounts due from reinsurers is subject to each
reinsurance company s ability and willingness to pay and to meet its obligations to us. We attempt to select financially strong reinsurers with an
A.M. Bestrating of A- or better or we require the reinsurer to fully collateralize its exposure. While we then monitor from time to time their
financial condition, we rely principally on A.M. Best, our 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.

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, 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 all of these tactics. We cannot provide assurance that an event or series of unanticipated events will
not result in loss levels which could have a material adverse effect on our financial condition or results of operations.

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 underwriting process is designed to limit our exposure to known risks, including but not limited to exclusions relating to homes in close
proximity to the coast line. 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 effect our loss experience, which 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.

In the future, we may begin writing a significant number of insurance policies through independent agents unrelated to the Citizens take-out
program. We refer to these policies as voluntary policies. Although voluntary policies comprise a minute percentage of our business, we expect
to increase the number of voluntary policies we write as our business expands. An inability to sell our products through independent agents
would negatively affect our revenues.

Many of our competitors rely on independent agents. As a result, we must compete with other insurers for independent agents business. Our
competitors may offer a greater variety of insurance products, lower premiums
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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 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. Rate adequacy is necessary to generate sufficient premiums to pay losses, loss adjustment expenses, and underwriting expenses and to
earn a profit. In order 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 as a result price our products accurately, is subject to a number
of risks and uncertainties, some of which are outside our control, including

the availability of sufficient reliable data and our ability to properly analyze available 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 under price risks, which would negatively affect our profit margins. We could also overprice risks, which could reduce our
sales volume and competitiveness. In either event, our profitability could be materially and adversely affected.

Current operating resources are necessary to develop future new insurance products.

We may expand our product offerings by underwriting additional insurance products and programs, and marketing them through our
independent agent network. 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. We cannot assure you that we will be
successful bringing new insurance products to our marketplace.

As an insurance holding company, we are currently subject to regulation by the State of Florida and in the future may become subject to
regulation by certain other states or a federal regulator.

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 which 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
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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. For example, Section 428.461, Florida Statutes, states that a person may
not, individually or in conjunction with any affiliated person of such person, acquire directly or indirectly, conclude a tender offer or exchange
offer for, enter into any agreement to exchange securities for, or otherwise finally acquire 5 percent or more of the outstanding voting securities
of a domestic stock insurer or of a controlling company, unless certain notice and approval requirements are complied with.

We currently operate only in the state of Florida. In the future, we may become authorized to transact business in other states and therefore will
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. Since Florida is our state of domicile, Florida laws will generally take precedence. 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 subsidiary is 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 subsidiary is subject to the supervision and regulation of the state in
which it is domiciled (Florida) and the state(s) in which it does business (currently only Florida). 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;
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requiring certain methods of accounting;

periodic examinations of operations and finances;

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

requiring reserves in accordance with statutory accounting rules.
The Florida Office of Insurance Regulation 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 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 differences between our interpretations of regulatory requirements and those of the
regulators.

Our insurance subsidiary, Homeowners Choice Property & Casualty Insurance Company, Inc., is subject to assessments levied by the Florida
Insurance Guaranty Association, Inc. While we can recover these assessments from policyholders through policy surcharges, our payment of the
assessments and our recoveries may not offset each other in the same reporting period in our financial statements and may cause a material
adverse effect on our 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 marina operations are subject to regulation under various federal, state, and local laws concerning the environment.

In April 2011, we acquired real property that included a marina operation in Tierra Verde, Florida, and in April 2012, we acquired property in
Treasure Island, Florida that also includes a marina operation. Our marina operations 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 cleanup 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 marina operations. With respect to an existing environmental remediation plan we assumed in April 2011
when we acquired the property in Tierra Verde, Florida, there can be no assurance that the remediation plan will be successful or that the cost
will not exceed the $150,000 accrued at acquisition.

Our restaurant operations expose us to additional risks which could negatively impact our operating results and financial condition.

In April 2012, we acquired property in Treasure Island, Florida that includes a restaurant. Our restaurant operations could expose us to business
risks that are different than the insurance business. For example, restaurant operations are dependent in large part on food, beverage, and supply
costs that are not within our
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control. Also, 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, 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 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 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.

Risks Related to the Notes
The Notes are not rated and the issuance of a credit rating could adversely affect the market price of the Notes.

At their issuance, the Notes will not be rated by any credit rating agency. Following their issuance, the Notes may be rated by one or more of the
credit rating agencies. If the Notes are rated, the rating could be lower than expected, and such a rating could have an adverse effect on the
market price of the Notes. Furthermore, credit rating agencies revise their ratings from time to time and could lower or withdraw any rating
issued with respect to the Notes. Any real or anticipated downgrade or withdrawal of any ratings of the Notes could have an adverse effect on
the market price or liquidity of the Notes.

Ratings reflect only the views of the issuing credit rating agency or agencies and are not a recommendations to purchase, sell or hold any
particular security, including the Notes. In addition, ratings do not reflect market prices or suitability of a security for a particular investor, and
any future rating of the Notes may not reflect all risks related to the Company and its business or the structure or market value of the Notes.

Changes in the credit markets could adversely affect the market price of the Notes.

Following the offering, the market price for the Notes will be based on a number of factors, including:

the prevailing interest rates being paid by other companies similar to us; and

the overall condition of the financial markets.
The condition of the credit markets and prevailing interest rates have fluctuated in the past and can be expected to fluctuate in the future.
Fluctuations in these factors could have an adverse effect on the price and liquidity of the Notes.

An increase in market interest rates could result in a decrease in the relative value of the Notes.

In general, as market interest rates rise, notes bearing interest at a fixed rate generally decline in value. Consequently, if you purchase these
Notes and market interest rates increase, the market values of your Notes may decline. We cannot predict the future level of market interest
rates.
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An active trading market may not develop for the Notes, which could adversely affect the price of the Notes in the secondary market and your
ability to resell the Notes should you desire to do so.

The Notes are a new issue of securities and there is no established trading market for the Notes. We intend to apply for listing of the Notes on
the NASDAQ Global Market, but there can be no assurance that the Notes will be approved for listing on the NASDAQ Global Market. Even if
the listing of the Notes on the NASDAQ Global Market is approved, we cannot make any assurance as to:

the development of an active trading market;

the liquidity of any trading market that may develop;

the ability of holders to sell their Notes; or

the price at which the holders would be able to sell their Notes.
If a trading market were to develop, the future trading prices of the Notes will depend on many factors, including prevailing interest rates, our
credit ratings published by major credit rating agencies, the market for similar securities and our operating performance and financial condition.
If a trading market develops, there is no assurance that it will continue.

We could enter into various transactions that could increase the amount of our outstanding debt, or adversely affect our capital structure or
credit rating, or otherwise adversely affect holders of the Notes.

Subject to certain exceptions relating to incurring certain liens or entering into certain sale and leaseback transactions, the terms of the Notes do
not prevent us from entering into a variety of acquisition, divestiture, refinancing, recapitalization or other highly leveraged transactions. As a
result, we could enter into any such transaction even though the transaction could increase the total amount of our outstanding indebtedness,
adversely affect our capital structure or credit rating or otherwise adversely affect the holders of the Notes.

Our holding company structure results in structural subordination and may affect our ability to make payments on the Notes.

As a holding company, substantially all of our income and operating cash flow is dependent upon the earnings of our subsidiaries and the
distribution of those earnings to, or upon loans or other payments of funds by those subsidiaries to, us. As a result, we rely upon our subsidiaries
to generate the funds necessary to meet our obligations, including the payment of amounts owed under the Notes. Our subsidiaries are separate
and distinct legal entities and have no obligation to pay any amounts due pursuant to the Notes or, subject to limited exceptions under certain
intercompany agreements, to make any funds available to us to pay our obligations, whether by dividends, loans or other payments. Moreover,
our rights to receive assets of any subsidiary upon its liquidation or reorganization (and the ability of holders of Notes to benefit indirectly
therefrom) will be effectively subordinated to the claims of creditors of that subsidiary, including trade creditors.

In addition, Florida law limits the ability of an insurer, such as our insurance subsidiary, to pay dividends or distribute property to its
stockholders. Our subsidiary is precluded from making dividend payments or distributions without prior approval of the Florida Office of
Insurance Regulation if the dividend or distribution would exceed the larger of (1) the lesser of (a) 10.0% of its capital surplus or (b) net income,
not including realized capital gains, plus a two year carry forward, (2) 10.0% of capital surplus with dividends payable constrained to unassigned
funds minus 25% of unrealized capital gains or (3) the lesser of (a) 10.0% of capital surplus or (b) net investment income plus a three year carry
forward with dividends payable constrained to unassigned funds minus 25% of unrealized capital gains.
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Redemption may adversely affect your return on the Notes.

We have the right to redeem some or all of the Notes prior to maturity, as described under Description of the Notes Redemption and
Repayment. We may redeem the Notes at times when prevailing interest rates may be relatively low compared to rates at the time of issuance of
the Notes. Accordingly, you may not be able to reinvest the redemption proceeds in a comparable security at an effective interest rate as high as
that of the Notes.
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USE OF PROCEEDS

The net proceeds to be received by us from the offering, after deducting underwriting discounts and commissions and other offering expenses
payable by us, are estimated to be approximately $ million (or $ million if the underwriter exercises its overallotment option in full). We
expect to use the net proceeds for general corporate purposes including, among other things, working capital. Until the proceeds are used for
these purposes, we may deposit them in interest-bearing accounts or invest them in short-term investment securities.

RATIO OF EARNINGS TO FIXED CHARGES

Nine Months Ended

Year Ended December 31, September 30,
2009 2010 2011 2011 2012
Ratio of earnings to fixed charges" 296.8 139.5 206.1 159.1 232.8
Ratio of earnings to combined fixed charges and preferred stock
dividends" 296.8 139.5 18.4 13.0 70.0

M For purposes of calculating these ratios, earnings consist of net income to which has been added income taxes and fixed charges. Fixed

charges consist of interest on all indebtedness, and one-third of rental expense (approximating the portion which represents interest). The
ratio of earnings to fixed charges is computed by dividing earnings by the sum of fixed charges, and the ratio of earnings to combined
fixed charges and preferred stock dividends is computed by dividing earnings by the sum of fixed charges and preferred stock dividends.
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CAPITALIZATION

The following table sets forth our cash and cash equivalents and short-term investments, and capitalization at September 30, 2012 (i) on an
actual basis and (ii) as adjusted to give effect to the sale of the Notes offered hereby in the aggregate principal amount of $ , and the
deposit of the net proceeds of $ in cash and cash equivalents. The table should be read in conjunction with our financial statements, the
notes to our financial statements and the other financial data included in or incorporated by reference into this prospectus supplement and the
accompanying prospectus.

As of September 30, 2012
(unaudited)

(in thousands, except share
amounts)

As
Actual Adjusted
(Dollars in thousands)
Cash and cash equivalents and short-term investments:

Cash and cash equivalents $ 141,922 $
Short-term investments 18,506

Total cash and cash equivalents and short-term investments $ 160,428 $
Notes offered hereby" $
Total debt $

Stockholders equity:

7% Series A cumulative convertible preferred stock (liquidation preference $10.00 per share), no par
value, 1,500,000 shares authorized, 331,525 shares issued and outstanding at September 30, 2012
Preferred stock (no par value, 18,500,000 shares authorized, no shares issued or outstanding)
Common stock, no par value, authorized 40,000,000 shares, issued 9,601,019 shares

Additional paid-in capital 53,209

Retained earnings 46,045

Accumulated other comprehensive income 1,833

Total stockholders equity 101,087

Total capitalization $ 101,087 $

M Excludes up to an additional $ aggregate principal amount of Notes issuable upon the exercise of the underwriters overallotment

option.
S-21
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MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

You should read the following discussion in conjunction with our consolidated financial statements and related notes and information included
in our Annual Report on Form 10-K for the year ended December 31, 2011 and our Quarterly Reports on Form 10-Q for the quarterly periods
ended March 31, 2012, June 30, 2012 and September 30, 2012 filed with the SEC.

Overview
General

Homeowners Choice, Inc. is a property and casualty insurance holding company incorporated in Florida in 2006. Through our subsidiaries, we
provide property and casualty homeowners insurance, condominium-owners insurance, and tenants insurance to individuals owning property in
Florida. We offer these insurance products at competitive rates, while pursuing profitability using selective underwriting criteria. Our principal
revenues are earned premiums, which are reported net of reinsurance costs, and investment income. We cede a substantial portion of our earned
premiums to reinsurers to mitigate risks primarily associated with hurricanes and other catastrophic events. Our principal expenses are claims

from policyholders, policy acquisition costs, and other underwriting expenses. As of September 30, 2012, we had total assets of $282.3 million

and stockholders equity of $101.1 million. Our net income was approximately $2.8 million and $17.1 million, respectively, for the three and

nine months ended September 30, 2012. Income available to common stockholders was approximately $2.8 million and $16.8 million,

respectively, for the three and nine months ended September 30, 2012.

We began operations in June of 2007 by participating in a take-out program through which we assumed insurance policies held by Citizens. 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. Policies were assumed in eight separate assumption transactions which took place from July 2007 through December

2010 and one additional assumption transaction which was completed in November 2012. In November 2011, we completed an assumption
transaction with HomeWise through which we acquired the Florida policies of HomeWise. Substantially all of our premium revenue since
inception has come from the policies acquired in these assumption transactions and subsequent renewals. Through the Citizens assumptions and
the HomeWise acquisition, we have been able to increase our geographic diversification within the state of Florida.

We strive to retain these policies by offering competitive rates to our policyholders at premiums we consider commensurate with the risk.

We face various challenges to implementing our operating and growth strategies. Since our policies cover Florida homeowners, condominium
owners, and tenants, we cover losses that may arise from, among other things, catastrophes such as hurricanes, tropical storms and tornadoes,
which could have a significant effect on our business, results of operations, and financial condition. To mitigate our risk of such catastrophic
losses, we cede a portion of our exposure to reinsurers under catastrophe excess of loss reinsurance treaties. 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 and supervision of our
business by the State of Florida, which must approve our policy forms and premium rates as well as monitor our insurance subsidiary s ability to
meet all requirements for regulatory compliance. Additionally, we compete with large, well-established insurance companies as well as other
specialty insurers that, in most cases, possess greater financial resources, larger agency networks, and greater name recognition. We believe
recent trends in the competitive environment in Florida however, such as a de-emphasis of Florida property risk by large national insurers and
efforts by the State of Florida to reduce exposure at Citizens, bode well for our competitive position in the market.
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Recent Developments

On September 26, 2012, our Board of Directors fixed October 27, 2012 as the cancellation date for the warrants issued in our initial public
offering. As such, record holders of those warrants had no further rights under the warrants on and after October 27, 2012.

On October 19, 2012, our Board of Directors declared quarterly and special dividends on our common shares of $0.225 and $0.10 per share,
respectively. Both dividends were paid on December 21, 2012 to shareholders of record at the close of business November 16, 2012.

On October 25, 2012, shares of our common stock began trading on the New York Stock Exchange under the ticker symbol HCI.

Effective November 6, 2012, we assumed approximately 60,000 policies upon completion of our ninth assumption transaction with Citizens
representing approximately $150 million in additional annualized premiums.

On December 3, 2012, the warrants held by Glencoe Acquisition, Inc. to purchase up to 500,000 shares of our common stock were exercised in
full. Accordingly, as of the date of this prospectus supplement, we had no warrants outstanding.

On December 6, 2012, our Board of Directors declared cash dividends of $0.05833 per share on our Series A Cumulative Redeemable Preferred
Stock for each of the months ending December 31, 2012, January 31, 2013, and February 28, 2013. The December 2012 dividend is payable on
January 29, 2013 to shareholders of record at the close of business on January 2, 2013, and the January 2013 dividend is payable February 27,
2013 to shareholders of record at the close of business on February 1, 2013. The February 2013 dividend is payable March 27, 2013 to
shareholders of record at the close of business on March 1, 2013.

Homeowners Choice Property & Casualty Insurance Company, Inc., our property and casualty subsidiary ( HCPCI ), received a Notice of 2012
Assessment from the Florida Insurance Guaranty Association, Inc. ( FIGA ) that was issued on November 21, 2012. All admitted carriers in
Florida that operate in the statutorily covered lines of business are required to become members of FIGA, which was formed to provide a
mechanism for the payment of covered claims in the event of the insolvency of an insurer. The assessment, which was approved by the Florida
Office of Insurance Regulation, is equal to 0.9% of each insurer s net direct written premiums for the 2011 calendar year from specified
categories of property and liability lines of business. The amount of HCPCI s FIGA assessment was approximately $1.1 million, a portion of
which will result in a pre-tax charge to our operations in the fourth quarter of 2012, although HCPCI has made a rate filing that we expect will
enable it to recover the amount of this assessment from its policyholders.
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Results of Operations
Comparison of the Year Ended December 31, 2011 to the Year Ended December 31, 2010

The following table summarizes our results of operations for the years ended December 31, 2011 and 2010 (dollars in thousands, except per
share amounts):

Year Ended December 31,
2011 2010
Operating Revenue
Gross premiums earned $ 143,606 119,757
Premiums ceded (56,360) (57,322)
Net premiums earned 87,246 62,435
Net investment income 2,180 1,962
Realized investment gains 267 2,003
Policy fee income 1,438 1,464
Gain on bargain purchase 936
Other Income 2,772 751
Total operating revenue 94,839 68,615
Operating Expenses
Losses and loss adjustment expenses 48,243 37,667
Policy acquisition and other underwriting expenses 18,129 14,878
Other operating expenses 12,062 7,484
Total operating expenses 78,434 60,029
Income before income taxes 16,405 8,586
Income taxes 6,441 3,164
Net income 9,964 5,422
Preferred stock dividends (815)
Income available to common stockholders $ 9,149 5,422
Per Share Data:
Basic earnings per common share $ 149 $ 0388
Diluted earnings per common share $ 134 $ 081
Dividends per common share $ 053 $ 030
Ratios to Net Premiums Earned:
Loss Ratio 55.30% 60.33%
Expense Ratio 34.61% 35.82%
Combined Ratio 89.91% 96.15%
Ratios to Gross Premiums Earned:
Loss Ratio 33.59% 31.45%
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Our results of operations for the year ended December 31, 2011 reflect income available to common stockholders of $9.1 million, or $1.34
earnings per diluted common share, compared to income available to common stockholders of $5.4 million, or $0.81 earnings per diluted
common share, for the year ended December 31, 2010. Our results for the year ended December 31, 2011 include a bargain purchase gain of
$936,000 ($575,000 net of tax), or $0.08 diluted earnings per common share. The bargain purchase gain relates to our business acquisition
completed in April 2011.

Revenue

Gross Premiums Earned for the year ended December 31, 2011 were $143.6 million and principally reflect the revenue from policies acquired
from Citizens and HomeWise. The policies acquired from HomeWise in November 2011 contributed approximately $18.3 million to our 2011
gross premiums earned. Gross premiums earned for the year ended December 31, 2010 were $119.8 million and principally reflect the revenue
from policies we acquired from Citizens.

Premiums Ceded for the years ended December 31, 2011 and 2010 were $56.4 million and $57.3 million, respectively. Our premiums ceded
represent amounts paid to reinsurers to cover losses from catastrophes that exceed the thresholds defined by our catastrophe excess of loss
reinsurance treaties. Our reinsurance rates are based primarily on policy exposures reflected in gross premiums earned. Premiums ceded were
39.2% and 47.9% of gross premiums earned during the years ended December 31, 2011 and 2010, respectively.

Net Premiums Earned for the years ended December 31, 2011 and 2010 were $87.2 million and $62.4 million, respectively, and reflect the gross
premiums earned less reinsurance costs as described above. Net premiums earned increased by $24.8 million in 2011 as compared to 2010 as a
result of the $23.8 million increase in gross premiums earned combined with a slight decrease of $1.0 million in premiums ceded.

Net Premiums Written during the years ended December 31, 2011 and 2010 totaled $130.9 million and $59.0 million, respectively. Net
premiums written represent the premiums charged on policies issued during a fiscal period less reinsurance costs. The significant increase in
2011 as compared to 2010 is directly attributed to the HomeWise assumption completed in November 2011.

The following is a reconciliation of our total Net Premiums Written to Net Premiums Earned for the years ended December 31, 2011 and 2010
(in thousands):

Year Ended December 31,
2011 2010
Net Premiums Written $ 130,889 58,960
(Increase) decrease in Unearned Premiums (43,643) 3,475
Net Premiums Earned $ 87,246 62,435

Net Investment Income for the years ended December 31, 2011 and 2010 was $2.2 million and $2.0 million, respectively. There were no other
than temporary impairments recorded during the years ended December 31, 2011 and 2010.

Policy Fee Income. Policy Fee Income for the years ended December 31, 2011 and 2010 was $1.4 million and $1.5 million, respectively, and
reflects the policy fee income we earn with respect to our issuance of renewal policies.

Realized Investment Gains for the years ended December 31, 2011 and 2010 of $0.3 million and $2.0 million, respectively, reflects the net gain
realized from sales of securities during the period.
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Gain on Bargain Purchase was $936,000 ($575,000 net of tax), or $0.08 diluted earnings per common share, for the year ended December 31,
2011. The bargain purchase gain relates to our business acquisition completed in April 2011. We had no business acquisitions in 2010.

Other Income for the years ended December 31, 2011 and 2010 was $2.8 million and $0.8 million, respectively. During the year ended
December 31, 2011, other income is primarily income from our marina operations and rental income from our Tampa office building. Our other
income in 2010 is primarily rental income from our Tampa office building.

Expenses

Our Losses and Loss Adjustment Expenses amounted to $48.2 million and $37.7 million, respectively, during the years ended December 31,
2011 and 2010.

Our losses and loss adjustment expense reserves ( Reserves ), which are more fully described below under Critical Accounting Policies and
Estimates, are specific to homeowners insurance, which is our only line of business. These Reserves include both case reserves on reported
claims and our reserves for incurred but not reported ( IBNR ) losses. At each period-end date, the balance of our Reserves is based on our best
estimate of the ultimate cost of each claim for those known cases and the IBNR loss reserves are estimated based primarily on our historical
experience. Our Reserves increased from $22.1 million at December 31, 2010 to $27.4 million at December 31, 2011. The $5.3 million increase
in our Reserves during 2011 is comprised of $17.5 million in new reserves specific to the year ended December 31, 2011 offset by reductions of
$8.8 million and $3.4 million in our Reserves for 2010 and 2009 and prior years, respectively. The $17.5 million in Reserves established for
2011 claims is due to the increase in our policy exposure, which resulted in an increase in the amount of reported losses in 2011. The decrease of
$12.2 million specific to our 2010 and prior accident-year reserves is due to favorable development arising from lower than expected loss
development during 2011 relative to expectations used to establish our Reserve estimates at the end of 2010. Factors that are attributable to this
favorable development may include a lower severity of claims than the severity of claims considered in establishing our Reserves and actual
case development may be more favorable than originally anticipated.

Policy Acquisition and Other Underwriting Expenses for the years ended December 31, 2011 and 2010 of $18.1 million and $14.9 million,
respectively, primarily reflect the amortization of deferred acquisition costs, commissions payable to agents for production and renewal of
policies, and premium taxes and policy fees. The $3.2 million increase in 2011 is primarily attributable to an increase in our commissions,
premium taxes, and other underwriting expenses directly attributable to policy renewals, commissions specific to policies assumed in 2011, and
increases in our payroll and other underwriting expenses required to manage our policies in force.

Other Operating Expenses for the years ended December 31, 2011 and 2010 were $12.1 million and $7.5 million, respectively. Such expenses
include administrative compensation and related benefits, corporate insurance, professional fees, office lease and related expenses, information
system expense, and other general and administrative costs. The $4.6 million increase is primarily attributable to increases in compensation and
related expenses, expenses related to our real estate and marina operations, and other general administrative costs of $2.4 million, $1.4 million,
and $0.8 million, respectively. As of December 31, 2011, we had 187 employees of which 68 were located in Noida, India and 119 were located
primarily at our headquarters in Tampa, Florida. As of December 31, 2010 we had 76 employees.

Income Taxes for the years ended December 31, 2011 and 2010 were $6.4 million and $3.2 million, respectively, for state and federal income
taxes resulting in an effective tax rate of 39.3% for 2011 and 36.9% for 2010.

S-26

Table of Contents 38



Edgar Filing: Homeowners Choice, Inc. - Form 424B5

Table of Conten
Ratios

The loss ratio applicable to the year ended December 31, 2011 (loss and loss adjustment expenses related to net premiums earned) was 55.3%
compared to 60.3% for the year ended December 31, 2010. Our loss ratio was positively impacted by a significant increase in our gross
premiums earned during 2011 (see Gross Premiums Earned above).

The expense ratio applicable to the year ended December 31, 2011 (policy acquisition and other underwriting expenses related to net premiums
earned plus compensation, employee benefits, and other operating expenses) was 34.6% compared to 35.8% for the year ended December 31,
2010. The decrease in our expense ratio is attributable to the significant increase in our gross premiums earned as we experienced an increase in
our policy acquisition and other underwriting expenses during 2011 (see Policy Acquisition and Other Underwriting Expenses above).

The combined loss and expense ratio (total of all expenses related to net premiums earned) is the key measure of underwriting performance
traditionally used in the property and casualty industry. A combined ratio under 100% generally reflects profitable underwriting results. A
combined ratio over 100% generally reflects unprofitable underwriting results. Our combined ratio for the year ended December 31, 2011 was
89.9% compared to 96.2% for the year ended December 31, 2010.

Due to the impact our reinsurance costs have on net premiums earned from period to period, our management believes the combined loss and
expense ratio measured to gross premiums earned is more relevant in assessing overall performance. The combined loss and expense ratio to
gross premiums earned for the year ended December 31, 2011 was 54.6% compared to 50.1% for the year ended December 31, 2010.
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Comparison of the Nine Months ended September 30, 2012 to the Nine Months ended September 30, 2011

The following table summarizes our results of operations for the nine months ended September 30, 2012 and 2011 (dollars in thousands, except
per share amounts):

Operating Revenue
Gross premiums earned
Premiums ceded

Net premiums earned

Net investment income

Policy fee income

Realized investment (losses) gains
Gain on bargain purchase

Other income

Total operating revenue

Operating Expenses
Losses and loss adjustment expenses

Policy acquisition and other underwriting expenses

Other operating expenses
Total operating expenses

Income before income taxes
Income taxes

Net income
Preferred stock dividends

Income available to common stockholders

Per Share Data:
Basic earnings per common share

Diluted earnings per common share
Dividends per common share

Ratios to Net Premiums Earned:
Loss Ratio
Expense Ratio

Combined Ratio

Ratios to Gross Premiums Earned:
Loss Ratio
Expense Ratio
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Nine Months Ended
September 30,
2012 2011
161,579 93,855
(53.,475) (41,607)
108,104 52,248
871 1,557
2,167 1,278
26 416
179 936
641 808
111,988 57,243
50,382 31,357
19,690 10,572
13,401 6,932
83,473 48,861
28,515 8,382
11,459 3,214
17,056 5,168
(286) (596)
16,770 4,572
2.08 $ 0.75
1.79 $ 0.70
0.55 $ 0.30
46.61% 60.02%
30.61% 33.50%
77.22% 93.52%
31.18% 33.41%
20.48% 18.65%
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Combined Ratio 51.66% 52.06%

Our results of operations for the nine months en