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PART I

Note About “Forward-Looking Statements”

This Annual Report on Form 10-K (including the “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” section) contains “forward-looking statements,” as defined in the Private Securities Litigation
Reform Act of 1995, regarding our business, financial condition, results of operations, and prospects, including,
without limitation, statements about our expectations, beliefs, intentions, anticipated developments, and other
information concerning future matters.  Words such as “may”, “will”, “could”, “expects”, “anticipates”, “intends”, “plans”, “believes”,
“seeks”, “estimates”, and similar expressions or variations of such words are intended to identify forward-looking
statements, but are not the exclusive means of identifying forward-looking statements in this Annual Report on Form
10-K.

Although forward-looking statements in this Annual Report on Form 10-K reflect the good faith judgment of our
management, such statements can only be based on current expectations and assumptions and are not guarantees of
future performance.  Consequently, forward-looking statements are inherently subject to risk and uncertainties, and
the actual results and outcomes could differ materially from future results and outcomes expressed or implied by such
forward-looking statements.  Factors that could cause or contribute to such differences in results and outcomes
include, without limitation, those discussed under Part I, Item 1A “Risk Factors”, as well as those discussed elsewhere in
this Annual Report on Form 10-K and in other filings we may make from time to time with the United States
Securities and Exchange Commission (“SEC”) after the date of this report.  Readers are urged not to place undue
reliance on these forward-looking statements, which speak only as of the date of this Annual Report on Form
10-K.  We undertake no obligation to (and we expressly disclaim any obligation to) revise or update any
forward-looking statements, whether as a result of new information, subsequent events, or otherwise, in order to
reflect any event or circumstance that may arise after the date of this Annual Report on Form 10-K.  Readers are urged
to carefully review and consider the various disclosures made in this Annual Report on Form 10-K, and the other
filings we may make from time to time with the SEC after the date of this report, which attempt to advise interested
parties of the risks and factors that may affect our business, financial condition, results of operations, and prospects.

ITEM 1. BUSINESS

Introduction

PICO Holdings, Inc. is a diversified holding company.  In this Annual Report, PICO and its subsidiaries are
collectively referred to as “PICO”, “the Company”, or by words such as “we” and “our”.  We seek to build and operate
businesses where we believe significant value can be created from the development of unique assets, and to acquire
businesses which we identify as undervalued and where our management participation in operations can aid in the
recognition of the business’s fair value, as well as create additional value.

Our objective is to maximize long-term shareholder value and to manage our operations to achieve a superior return
on net assets over the long term, as opposed to short-term earnings. We own and operate several diverse businesses
and assets. Our portfolio of businesses is designed to provide a mix of revenues and income from both long-term
assets that may require several years to develop and monetize and shorter-term operations that should generate
recurring revenues each quarter.

As of December 31, 2012 our business is separated into four operating segments:

•Water Resource and Water Storage Operations;
•Real Estate Operations;
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•Agribusiness Operations; and
•Corporate

As of December 31, 2012, our major consolidated subsidiaries are (wholly-owned unless noted):

•Vidler Water Company, Inc. (“Vidler”) acquires and develops water resources and water storage assets in the
southwestern United States, with assets and operations in Nevada, Arizona, Idaho, Colorado and New Mexico;

3
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•
UCP, LLC (“UCP”) acquires and develops partially-developed and finished residential housing lots in selected markets
in California and Washington, and, through its subsidiary, Benchmark Communities, LLC (”Benchmark”) constructs
and sells homes on certain of these residential lots; and

•
PICO Northstar Hallock, LLC doing business as Northstar Agri Industries (”Northstar”). Northstar is an 88% owned
subsidiary which operates a canola seed crushing facility near Hallock, Minnesota to produce canola oil and meal.
The plant commenced full-scale production in the third quarter of 2012.

The address of our main office is 7979 Ivanhoe Avenue, Suite 300, La Jolla, California 92037, and our telephone
number is (888) 389-3222.

Our Annual Report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and, if applicable,
amendments to those reports, are made available free of charge on our web site (www.picoholdings.com) as soon as
reasonably practicable after the reports are electronically filed with the SEC.  Our website also contains other material
about PICO.  Information on our website is not incorporated by reference into this Form 10-K.

Operating Segments and Major Subsidiary Companies

The following is a description of our operating segments and major subsidiaries.  Unless otherwise indicated, we own
100% of each subsidiary.  The following discussion of our segments should be read in conjunction with the
Consolidated Financial Statements and Notes thereto included elsewhere in this Annual Report on Form 10-K. See
Note 13, “Segment Reporting,” in the accompanying consolidated financial statements for financial information for each
of our operating segments and geographic areas. Additional information regarding the performance of and recent
developments in our operating segments is included in Item 7, Management’s Discussion and Analysis of Financial
Condition and Results of Operations.

Water Resource and Water Storage Operations

Our Water Resource and Water Storage Operations are conducted through Vidler Water Company, Inc. and its
subsidiaries, which we refer to collectively as Vidler.

Vidler is a private company in the water resource development business primarily focused on acquiring and
developing water rights in the southwestern United States.  Vidler develops new sources of water for municipal and
industrial use, either from existing supplies of water, such as water used for agricultural purposes, from acquiring
unappropriated (previously unused) water, or discovering new water sources based on science and exploration  Vidler
also develops and operates water storage facilities and also utilizes those owned and operated by third parties. Vidler
is not a water utility, and does not currently intend to enter into regulated utility activities.

A water right is the legal right to divert water and put it to beneficial use.  Water rights are real property rights which
can be bought and sold.  The value of a water right depends on a number of factors, which may include location, the
seniority of the right, whether or not the right is transferable, or if the water can be moved from one location to
another.  Vidler seeks to acquire water rights at prices consistent with their current use, which, typically, is an
agricultural use, with the expectation of an increase in value if the water right can be converted through the
development process to a higher use, such as municipal and industrial use.  Vidler acquires and develops water
resources with the expectation that these water resources will be the most competitive source of water (the most
economical source of water supply) to support new growth in municipalities or new commercial and industrial
projects.
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Certain areas of the Southwest experiencing long-term growth have insufficient known supplies of water to support
their future economic and population growth. The inefficient allocation of available water between agricultural users
and municipal or industrial users, the lack of available known water supplies in a particular location, or inadequate
infrastructure to fully utilize or store existing and new water supplies provide opportunities for Vidler to apply its
water resource development expertise.

We entered the water resource development business through the acquisition of Vidler Tunnel Water Company in
1995.  At the time, Vidler owned a limited quantity of water rights and related assets in Colorado.  Since then, Vidler
has acquired or developed additional water rights and water related assets in Nevada, Arizona, Idaho and New
Mexico. Vidler has also developed and operates its own water storage facility near Phoenix, Arizona, utilizes water
storage capacity operated by third parties in Arizona and banks water with municipalities in Nevada and New Mexico.

4
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Vidler has also entered into “teaming” and joint development arrangements with third parties who have water assets but
lack the capital or expertise to commercially develop these assets.  The first of these arrangements was a water
delivery teaming agreement in southern Nevada with Lincoln County Water District (“Lincoln/Vidler”), which is
developing water resources in Lincoln County, Nevada.  In northern Nevada, Vidler has also entered into a joint
development agreement with Carson City and Lyon County, Nevada to develop and provide water resources in Lyon
County as well as a water banking agreement with Washoe County (Reno), Nevada.  

Vidler can generate revenues by:

•
selling its developed water rights to project developers including real estate developers, power generating facilities or
other commercial and industrial users who must secure rights to an assured supply of water in order to receive permits
for their development projects;

•selling its developed water rights to water utilities, municipalities and other government agencies for their specificneeds, including to support population growth;

•
selling its stored water to commercial developers or municipalities that have either exhausted their existing water
supplies, or, in instances where our water represents the most economical source of water, for their commercial
projects or communities; and
•leasing its water, farmland or ranch land while further developing the water resource.

The following table details the water rights and water storage assets owned by Vidler or its subsidiaries at December
31, 2012. Please note that this is intended as a summary only. As identified in the table, water rights are commonly
measured in acre-feet which is a measure of the volume of water required to cover an area of acre to a depth of one
foot and is equal to 325,850 gallons.

Name and location of asset Brief Description Present commercial use

Arizona:

Harquahala Valley Ground Water
Basin

Water rights of 9,877 acre-feet, of
which 3,837 acre-feet is transferable
and 6,040 acre-feet can be used for the
development of Vidler property within
Harquahala Valley. Also includes
3,206 acres of land.

In December 2012 announced the
signing of a definitive agreement to sell
1,021 acres of land and 3,063 acre feet
of groundwater to two golf courses in
Scottsdale for approximately $10
million. Generates lease income from
farming.

Located 70 miles west of Phoenix.

Vidler Arizona Recharge Facility

Vidler constructed and permitted an
underground water storage facility
with storage capacity exceeding 1
million acre-feet of water. Over the
years Vidler has purchased and stored
water from the Colorado River and has
250,683 acre-feet of water stored at
this facility.

Stored water is available to support
development through sale, lease or
partnering arrangements.

Also located 70 miles west of Phoenix.

Phoenix AMA Water Storage Vidler utilizes water storage
capabilities operated by the Central

Stored water is available to support
development through sale, lease or
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Arizona Project and the Roosevelt
Water Conservation District. Vidler
has a total of 157,238 acre-feet of
water stored at five different sites.

partnering arrangements.

Water is stored in the Phoenix Metro
area.

Nevada:

5
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Fish Springs Ranch, LLC (51%
Interest)

7,544 acres of ranch land, 12,987
acre-feet of permitted water rights,
7,987 acre-feet of which are
transferable to other areas within
Washoe County. Vidler constructed a
35 mile pipeline to deliver this water
to the north valleys of Reno. Vidler
owns the exclusive right to the
capacity of the pipeline.

Generating lease income from cattle
grazing.

Located 40 miles north of Reno.

Lincoln County water delivery
teaming agreement

There are currently three major
projects under this teaming agreement
and are described below. Lincoln
County is approximately 75 miles
north of Las Vegas and adjacent to
Clark County.

Tule Desert

Lincoln/Vidler were awarded 7,240
acre–feet of permitted water rights in
the Tule Desert Groundwater Basin in
Lincoln County. 2,900 acre-feet of
water rights are available for sale and
4,340 acre-feet is the subject of staged
pumping and development over the
next several years.
Located in Lincoln County.

Kane Springs
Vidler owns 500 acre–feet of permitted
water rights in the Kane Springs
Valley Basin in Lincoln County.

Vidler entered an option agreement
with a developer in December 2011 and
sold 98 acre-feet to that developer in
2012. The option agreement on the
remaining 500 acre-feet expires in
September 2017.

Located in Lincoln County.

Dry Lake

Vidler owns 795 acres of agricultural
and ranch land in Dry Lake Valley.
Lincoln/Vidler own the 1,009 acre-feet
of permitted agricultural water rights
associated with the land.

Generates lease income from farming
and the lease of water for construction
purposes.

Located in Lincoln County.

Muddy River 267 acre-feet of water rights. Currently leased to Southern Nevada
Water Authority.

Located 35 miles east of Las Vegas.

Dodge Flat 1,428 acre-feet of permitted municipal
and industrial use water rights, and

Available for sale, lease or other
partnering arrangements.
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1,068 acres of land.
Located in Washoe County, east of
Reno.
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Carson/Lyon

1,262 acre–feet of municipal and
industrial use water rights and
approximately 3,500 acre–feet
of Carson River agricultural use water
rights as well as options for
approximately 1,652 acre–feet of
Carson River agricultural use water
rights. Collectively this totals the
equivalent of over 4,000 acre–feet of
municipal and industrial use water
rights. Also 950 acres of ranch land
which is approved for residential
development and an additional six
acres of land parceled into four fully
developed lots.

Generates lease income from cattle
grazing.

Located in Carson City, Lyon County
and Douglas County.

Colorado:
Approximately 167 acre-feet of water
rights.

65 acre-feet of water leased.  102
acre-feet are available for sale or lease.

Located in Summit County (the
Colorado Rockies), near Breckenridge.

Idaho:

7,044 acre-feet of water rights and
1,886 acres of farm land.

Leased to farmers. Vidler has also
entered into a geothermal lease on the
entire property.

Located 35 miles from Boise.

New Mexico:

Campbell Ranch

Application for a new appropriation of
up to 1,010 acre-feet of ground water.
Vidler is in partnership with the land
owner. The water rights, if approved
by the state, would be used for a new
residential and commercial
development.

In the water rights application process.

Located 25 miles from Albuquerque.

Middle Rio Grande Basin
Approximately 20 acre-feet of water
rights for use within the municipal
service area of the City of Santa Fe.

Water is available for sale, lease or
other partnering arrangements.

Located in Santa Fe.

Lower Rio Grande Basin 600 acre-feet of agricultural water
rights.

Water is available for sale, lease or
other partnering arrangements.

Located in Dona Ana County, Las
Cruces.
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Real Estate Operations

Our real estate operations are primarily conducted through UCP, which operates in California and Washington. Our
real estate operations previously included the sale of real estate and lease income from Nevada Land & Resource
Company ( “Nevada Land”) which owned real estate and certain water, mineral and geothermal rights in northern
Nevada. However, we sold the remaining acres of real estate held by Nevada Land in December 2011 and,
accordingly, the real estate segment results in 2012 no longer include any sales of real estate or lease income from
Nevada Land.

7
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We formed UCP in 2007 with the objective of acquiring attractive and well-located finished and partially-developed
residential lots, primarily in select California markets.  We have also formed a homebuilding business, Benchmark
Communities (“Benchmark”) to build single family homes on certain of the residential lots we own in California.
Benchmark has access to low-cost basis finished lots through UCP and, as a result, Benchmark can build good quality
homes in high-demand markets at very competitive prices to other new and existing homes. 

As of December 31, 2012, UCP owns or controls a total of 4,916 lots and homes comprised of 63 finished or partially
completed homes built by Benchmark, 949 finished lots, 740 partially completed lots, 2,484 approved lots (lots with
tentative maps or equivalent approvals) and 680 potential lots with no material approvals (most of these potential lots
are properties we have under option). Of these 4,916 lots and homes we own or control, 2,479 are located in the
Central Valley region of California, 1,602 in the Monterey region of California, 124 in the Bay Area of California and
711 in the Central Puget Sound market area of Seattle, Washington.

  As of December 31, 2012, we have a carrying value of approximately $123.4 million for the acquisition,
development and home construction of all our lots. Approximately $29.1 million of this capital has been financed by
project specific debt, the majority of which is non-recourse.

The homebuilding industry is highly competitive. We compete in each of our markets with numerous other national,
regional and local homebuilders for homebuyers, desirable properties, raw materials, and skilled labor. We also
compete with sales of existing homes and, to a lesser extent, with the rental housing market. Our homes compete on
the basis of design, quality, price, and location. In addition to home sales, we sell lots to other homebuilders. We
complete for land buyers with other land owners. Our land holdings compete on the basis quality, market positioning,
location, and price. The homebuilding industry has historically been subject to significant volatility. We may be at a
competitive disadvantage with regard to certain of our national competitors whose operations are more geographically
diversified than ours, as these competitors may be better able to withstand any future regional downturn in the housing
market. We strive to maintain a well-capitalized balance sheet to protect against certain market volatility. We compete
directly with a number of national homebuilders such as D. R. Horton Inc., Hovnanian Enterprises, Inc. and Lennar
Corporation who are larger than we are and may have greater financial and operational resources than we do. This
may give our competitors an advantage in marketing their products, securing materials and labor at lower prices and
allowing their homes to be delivered to customers more quickly and at more favorable prices. This competition could
reduce our market share and limit our ability to expand our business as we have planned.

In order to maximize our sales volumes, profitability and product strategy, we strive to understand our competition
and their pricing, product and sales volume strategies and results. Our land acquisition operation can also serve as a
competitive advantage against certain of our larger, less agile competitors, and certain of our smaller, less capitalized
competitors in markets where there are limited lot supplies.

Agribusiness Operations

In December 2010, we completed a business combination and funded $60 million of equity for an 88% interest in a
new operation, PICO Northstar Hallock, LLC doing business as Northstar Agri Industries (“Northstar”). Northstar’s
business is to operate a canola seed crushing plant near Hallock, Minnesota.  As of December 31, 2012, we have also
funded an additional $15 million to Northstar in the form of 10% preferred capital.

During 2011 Northstar completed a $100 million debt financing comprising an $89.5 million senior secured term loan
to fund the completion of the construction of the canola seed processing plant and a $10.5 million senior secured
revolving credit facility to fund working capital upon project completion. During 2012 the revolving credit facility
was increased to $27 million.
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Northstar successfully completed the construction of the canola crushing plant and started full-scale production of
canola oil and meal during the third quarter of 2012. The plant has an initial crushing capacity of 1,000 tons per
day.  Pending the completion of additional environmental permitting, we estimate that the capacity can be increased to
1,500 tons per day at a cost of approximately $10.5 million.

8
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Currently, domestic production of canola oil meets approximately 35% of domestic demand, and the other 65% is
imported, primarily from Canada. In developed countries, vegetable oil has overtaken animal fat in consumers’ diets,
due to greater awareness of the health benefits of unsaturated fat in vegetable oil, and consumption of canola oil has
grown more rapidly than other vegetable oils, partly because it has the lowest saturated fat content of edible oils. Over
the past ten years, U.S. consumption of canola oil has increased by over 200% in total.

Canola meal is the second most consumed protein meal in the world, after soybean meal. The dairy industry is the
primary consumer of canola meal in the U.S. The amino acid profile of canola meal enhances the milk production of
dairy cows.

We face significant competition and we have numerous competitors, some of which are larger and have greater
financial resources than we have. The products we sell are global commodities, which are affected by global supply
and demand pressures.  The markets for our products are highly price competitive and sensitive to product
substitution. Competition is principally based on price, quality, and geographic location. In addition, to compete
effectively, we must continuously focus on improving efficiency in our production and distribution operations, as well
as developing and maintaining customer relationships. Competition could cause us to lose market share or reduce
pricing, either of which could have an adverse effect on our business and profitability. Competition is based on a
number of factors, including price, canola seed procurement, product quality, composition and nutritional value and
advertising and promotion. Our principal competitors in the canola oil products business include Archer Daniels
Midland Co. (ADM), Cargill Incorporated (Cargill), Richardson International Limited, Louis Dreyfus Commodities
Group, and Bunge Limited (Bunge). To compete effectively, the Company focuses on cost effective canola
procurement, highly efficient canola processing and oil refining, exceptional product quality and food safety, while
marketing our products through our strategic relationship with Purina Animal Nutrition, a Land O’Lakes company. 
Competition could increase the Company’s costs to purchase canola seed, lower selling prices of its products, or reduce
the Company’s market share, which may result in lower and more inefficient operating rates and reduced gross profit.

Corporate

This segment consists of cash, fixed-income securities, equity securities (both domestic and foreign) a 27% equity
interest in our unconsolidated affiliate Spigit, Inc. (“Spigit”), and other parent company assets and liabilities. The
corporate segment also contains the deferred compensation investment assets held in trust for the benefit of several
PICO officers and non-employee directors, as well as the corresponding and offsetting deferred compensation
liabilities.

From time to time, we make investments in small businesses, typically venture capital-type situations, which are
reported in the corporate segment.  At December 31, 2012, the most significant such business is Spigit, which is a
developer of social productivity software for enterprises, with an established customer base including several
companies in the Fortune 2000.  

Employees

At December 31, 2012, PICO had 150 employees.

Executive Officers

The executive officers of PICO are:
Name Age Position
John R. Hart 53 President, Chief Executive Officer and Director
Maxim C. W. Webb 51
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Executive Vice President, Chief Financial Officer and
Treasurer

John T. Perri 43 Vice President and Chief Accounting Officer
James F. Mosier 65 General Counsel and Secretary
W. Raymond Webb 51 Vice President, Investments

9
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Mr. Hart has served as President and Chief Executive Officer and as a member of our board of directors since
1996.  Mr. Hart also serves as an officer and/or director of our most significant subsidiaries: Vidler Water Company,
Inc. (director since 1995, chairman since 1997 and chief executive officer since 1998); PICO European Holdings,
LLC (sole director since 2008), UCP, LLC and its direct subsidiaries (since 2007), and PICO Northstar Management,
LLC and its subsidiaries (since 2010).  From 1997 to 2006, Mr. Hart was a director of HyperFeed Technologies, Inc.,
an 80% owned subsidiary which was dissolved in 2009 following bankruptcy proceedings, where he served as
chairman of the nominating committee and as a member of the compensation committee.

Mr. Webb has served as Chief Financial Officer and Treasurer of PICO since May 2001, and as Executive Vice
President since 2008.  Mr. Webb served in various capacities with the Global Equity Corporation group of companies
since 1993, including Vice President, Investments of Forbes Ceylon Limited from 1994 through 1996.  Mr. Webb
became an officer of Global Equity Corporation in November 1997 and Vice President, Investments of PICO in
November 1998.  Mr. Webb serves as a director of UCP, LLC and its direct subsidiaries (since 2007), and PICO
Northstar Management, LLC and its subsidiaries (since January 2011).

Mr. Perri has served as Vice President and Chief Accounting Officer since 2010.  He has served in various capacities
since joining our company in 1998, including Financial Reporting Manager and Corporate Controller and Vice
President, Controller from 2003 to 2010.

Mr. Mosier has served as General Counsel and Secretary of PICO since November 1996.

Mr. Raymond Webb has been with our company since August 1999 as Chief Investment Analyst, and became Vice
President, Investments in April 2003.

ITEM 1A.  RISK FACTORS

The following information sets out factors that could cause our actual results to differ materially from those contained
in forward-looking statements we have made in this Annual Report on Form 10-K and those we may make from time
to time. You should carefully consider the following risks, together with other matters described in this Form 10-K or
incorporated herein by reference in evaluating our business and prospects. If any of the following risks occurs, our
business, financial condition or operating results could be harmed. In such case, the trading price of our securities
could decline, in some cases significantly.
General economic conditions could have a material adverse effect on our financial results, financial condition and our
ability to grow our businesses.

All of our businesses are sensitive to general economic conditions, both nationally and locally, as well as international
economic conditions. General poor economic conditions and the resulting effect of non-existent or slow rates of
growth in the markets in which we operate could have a material adverse effect on the demand for both our real estate
and water assets and the canola oil and meal products from our canola seed crushing business. These poor economic
conditions include higher unemployment, inflation, deflation, increased commodity costs, decreases in consumer
demand, changes in buying patterns, a weakened dollar, higher transportation and fuel costs, higher consumer debt
levels, higher tax rates and other changes in tax laws or other economic factors that may affect commercial and
residential real estate development and consumer demand for vegetable oil and meal products.

Specifically, continued high national or regional unemployment may arrest or delay any significant recovery of the
residential real estate markets in which we operate, which could adversely affect the demand for our real estate and
water assets. Any prolonged lack of demand for our real estate and water assets could have a significant adverse effect
on our revenues, results of operations, and cash flows. Poor economic conditions could also lead to a decrease in
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consumer demand for canola oil products and / or a decline in canola seed crushing margins which could have a
material adverse effect on our future cash flows from operations, results of operations and financial condition.
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A downturn in the recent improvement that the homebuilding industry has experienced would materially adversely
affect our business and results of operations.

The homebuilding industry has experienced a significant and sustained downturn in recent years having been
impacted by lack of consumer confidence and large supplies of resale and foreclosed homes. These factors have
resulted in an industry-wide weakness in demand for new homes and caused a material adverse effect on the growth of
the local economies and the homebuilding industry in the southwestern U.S. markets where our real estate and water
assets are located, including the states of Nevada, Arizona, California, Colorado, Idaho, and New Mexico. However,
in 2012, we noted a significant improvement in the housing market which has led to increased levels of real estate
development activity. The continuation of the recent improvement in residential and commercial real estate
development process and activity is essential for our profitability in our real estate and water resource and water
storage segments. Any future slow-down in current activity could adversely impact various development projects
within the markets in which our real estate and water assets are located and this could materially affect our ability to
monetize these assets. Declines in the U.S. housing market have reduced revenues and profitability in our real estate
and water resource businesses in prior years and may continue to do so in the future.

We may not be able to realize the anticipated value of our real estate and water assets in our projected time frame, if at
all.

We expect that the current slow growth of the economy will continue to have an impact on real estate market
fundamentals. Depending on how markets perform both in the short and long-term, the state of the economy, both
nationally and locally in the markets where our assets are concentrated could result in a decline in the value of our
existing real estate and water assets, or result in our having to retain such assets for longer than we initially expected,
which would negatively impact our rate of return on our real estate and water assets, cause us to divest such assets for
less than our intended return on investment, or cause us to incur further impairments on the book values of such assets
to estimated fair value. Such events would adversely impact our financial condition, results of operations and cash
flows.

The fair values of our real estate and water assets are linked to growth factors concerning the local markets in which
our assets are concentrated and may be impacted by broader economic issues.

Both the demand and fair value of our real estate and water assets are significantly affected by the growth in
population and the general state of the local economies, which are affected by factors such as the local level of
employment and the availability of financing and interest rates, where (1) our real estate and water assets are located,
primarily in Arizona and northern Nevada, but also in Colorado, Idaho, and New Mexico and (2) our real estate
development assets are located, primarily in California and to a lesser extent, Washington. The unemployment rate in
these states, as well as issues related to the credit markets, may prolong a slowdown of the local economies where our
real estate and water assets are located. This could materially and adversely affect the demand for and the fair value of
our real estate and water assets and, consequently, adversely affect our growth and revenues, results of operations,
cash flows and the return on our investment in these assets.

Our water activities are concentrated in a limited number of assets, making our growth and profitability vulnerable to
conditions and fluctuations in a limited number of local economies.

In the future, we anticipate that a significant amount of our revenues, results of operations and cash flows will come
from a limited number of assets, including our water resources in Nevada and Arizona and our water storage
operations in Arizona. Water resources in this region are scarce and we may not be successful in continuing to acquire
and develop additional water assets. If we are unable to develop additional water assets, our revenues will be derived
from a limited number of assets, primarily located in Arizona and Nevada. Our two most significant assets are our
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water storage operations in Arizona and our water resources to serve the northern valleys of Reno, Nevada. As a result
of this concentration, our invested capital and results of operations will be vulnerable to the conditions and
fluctuations in these local economies and potentially to changes in local government regulations.

Our Arizona Recharge Facility is one of the few private sector water storage sites in Arizona. To date, we have stored
approximately 251,000 acre-feet at the facility for our own account. In addition, we have approximately 157,000
acre-feet of water stored in the Phoenix Active Management Area. We have not stored any water on behalf of any
customers, and have not as yet generated any revenue from the recharge facility or from the water stored in the
Phoenix Active Management Area. We believe that the best economic return on the assets arises from storing water
when surplus water is available and selling this water in periods when water is in more limited supply. However, we
cannot be certain that we will ultimately be able to sell the stored water at a price sufficient to provide an adequate
economic profit, if at all.

11
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We have constructed a pipeline approximately 35 miles long to deliver water from Fish Springs Ranch to the northern
valleys of Reno, Nevada. As of December 31, 2012, the total cost of the pipeline project, including our water credits,
(net of impairment charges incurred to date) carried on our balance sheet is approximately $84.9 million. To date,
Vidler has only entered into sale agreements for a very small proportion of the total amount of water that will be
conveyed through the pipeline to the northern valleys of Reno and we cannot provide any assurance that the sales
prices we may obtain in the future will provide an adequate economic return, if at all. Furthermore, the principal
buyers of this water are largely real estate developers who are contending with the effects of the current weak demand
that exists for new homes and residential development in this area. Any prolonged weak demand for new homes and
residential development, and, as a result, for our assets in Nevada and Arizona, would have a material adverse effect
on our future revenues, results of operations and cash flows.

Our future revenues are uncertain and depend on a number of factors that may make our revenues and profitability
volatile.

We engage in various business activities, including water resource acquisitions, management, development, and sale
and lease activities, real estate activities and agribusiness activities. Our future revenues and profitability related to our
water resource and storage operations will primarily be dependent on our ability to acquire, develop and sell or lease
water and water rights. In light of the fact that our water resource and storage operations represent a large percentage
of our overall business at present, our long-term profitability will be affected by various factors, including the
availability and timing of water resource acquisitions, regulatory approvals and permits associated with such
acquisitions, transportation arrangements, and changing technology. We may also encounter unforeseen technical or
other difficulties which could result in cost increases with respect to our water resource and water storage
development projects. Moreover, our profitability is significantly affected by changes in the market price of water.
Future sales and prices of water may fluctuate widely as demand is affected by climatic, economic, demographic and
technological factors as well as the relative strength of the residential, commercial, financial, and industrial real estate
markets. Additionally, to the extent that we possess junior or conditional water rights, during extreme climatic
conditions, such as periods of low flow or drought, our water rights could be subordinated to superior water rights
holders. The factors described above are not within our control. One or more of these factors could impact our
revenues and profitability, negatively affect our financial condition and cash flows, and cause our results of operations
to be volatile.

The operation of our canola seed crushing facility involves many risks associated with a start-up operation.

The operation of our recently constructed canola seed crushing facility involves many risks which include: poor
operating margins due to high commodity prices for canola seed; not obtaining and maintaining adequate canola seed
supplies; cost overruns in excess of our budgeted operational costs; the potential for the breakdown of equipment and
for performance to be below expected levels of output and efficiency; inability to maintain the facility at efficient
operating levels sufficient to generate adequate cash flows; and not maintaining and managing product price-risk
efficiently. Critically, we will need to sell the plant’s products (canola oil and meal) at market prices that are sufficient
to generate adequate cash flows to service the debt financing used to partly fund the construction of the facility and to
provide working capital for our operations. Additionally, we must be able to sell the plant’s products at prices that will
allow us to generate an adequate and appropriate rate of return on our equity investment. The planned facility has little
operating history as of December 31, 2012. Moreover, due to the start-up nature of the facility, we may have risks and
issues that we are unable to foresee at this time. As a result of the aforementioned risks, the new facility may be
unable to fund principal and interest payments under its debt service obligations or may operate at a loss. In certain
situations, if the new facility performs below certain operating levels leading to inadequate or negative cash flows,
certain covenants in the agreements governing the facility’s debt financing may be breached, rendering all of the
facility’s debt immediately due and payable. As a result, we may be forced to provide additional capital to our canola
seed crushing operation to cure any breach of certain debt covenants which could lead to a material adverse effect on
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our financial condition and cash flows. If we are unable to cure any breach of certain debt covenants, our canola seed
crushing plant may be foreclosed on by our debt providers and we may lose our entire investment in this operation
which would lead to a material adverse effect on our financial condition, results of operations and cash flows.

We may not be able to procure sufficient quantities of canola seed to efficiently operate our proposed canola seed
crushing facility due to adverse weather conditions.

The supply and price of canola seed may be subject to extreme volatility due to adverse weather conditions. If the
supply of canola seed becomes limited due to significantly reduced harvests, we may not be able to procure sufficient
quantities of canola seed to achieve optimal crushing capacity at our proposed facility. Significantly reduced crushing
operations from our current capacity of 1,000 tons per day would lead to significantly reduced projected revenues, net
income and cash flows from operations and may cause us to breach our debt covenants. As a result, our canola seed
crushing plant may be foreclosed on by our debt providers and we may lose our entire investment in this operation
which would lead to a material adverse effect on our financial condition, results of operations and cash flows.

12

Edgar Filing: PICO HOLDINGS INC /NEW - Form 10-K

23



We may not be able to successfully penetrate the canola oil and meal markets.

There is no guarantee that we will be able to successfully penetrate the canola oil and meal markets. The canola
processing business is highly competitive and other companies presently in the market, some of which are larger and
have greater financial resources than we have, or companies that could enter the market, could adversely affect profit
margins for the products we intend to sell. In addition, prices for canola seed, canola oil and canola meal are often
volatile and may be affected by factors beyond our control such as global inventory levels, farmer planting decisions,
weather and canola crop conditions, demand for and supply of competing products for canola oil and meal and
demand for biofuels. While we have agreements in place with an end user of both canola oil and meal for 100% of the
products we produce from our proposed facility, we will be competing with other canola seed processors who may be
capable of producing significantly greater quantities of canola products than us, and may achieve higher operating
efficiencies and lower costs due to their scale as well as have greater financial resources than we have to endure any
prolonged adverse conditions.

We may fail to implement an effective risk management program at our canola seed crushing facility.

Our canola seed crushing facility is exposed to many commodity and financial risks including canola seed, canola oil
and canola meal prices, interest rates, foreign currency exchange rates and transportation and energy costs. To attempt
to manage certain of these risks, we have implemented, and intend to continue entering into, various hedging
transactions with respect to future canola crush margins and the interest rate on the debt financing used to construct
the facility. However, our hedging transactions may not fully minimize our exposure to these risks and we may not
always be fully hedged.

In addition, a major component of our risk management program is the maintenance of a comprehensive insurance
program. We believe that we have sufficient insurance coverage for all types of eventualities but we cannot assure you
that our business interruption insurance or other insurance policies would provide for all losses arising from natural
disasters or other events that would impair or terminate our ability to process canola seed into revenue generating
products.

We are a recent entrant to the homebuilding business and we will face significant competition in marketing and selling
new homes.

We have entered the homebuilding business by constructing, marketing and selling single-family homes on certain of
our finished residential lots that we own in California. We aim to build homes only in those markets where we have
identified that a sufficient demand exists for new homes. However, the homebuilding industry is highly competitive
and we will be competing with a number of national and local homebuilders in selling homes to satisfy expected
demand. These competitors, especially the national homebuilders, have greater resources and experience in this
industry than we have. Such competition could result in lower than anticipated sales volumes and/or profit margins
that are below our expectations. In addition, we will have to compete with the resale of existing homes, including
foreclosed homes, which could also negatively affect the number and price of homes we are able to sell and the time
our homes remain on the market.

We may be subject to significant warranty, construction defect and liability claims in the ordinary course of our
homebuilding business.

As a homebuilder, we may be subject to home warranty and construction defect claims arising in the ordinary course
of business. We may also be subject to liability claims for injuries that occur in the course of construction activities.
Due to the inherent uncertainties in such claims, we cannot provide assurance that our insurance coverage or our
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subcontractors’ insurance and financial resources will be sufficient to meet any warranty, construction defect and
liability claims we may receive in the future. If we are subject to claims beyond our insurance coverage, our profit
from our homebuilding activities may be less than we expect and our financial condition may be adversely affected.

We will be relying on the performance of our subcontractors to build horizontal infrastructure and homes according to
our budget, timetable and quality.

We will rely on subcontractors to perform the actual construction of horizontal infrastructure (in the cases where we
are completing the development of entitled lots to finished lots) and of the homes we are building on certain of our
finished lots. In certain cases, we will also rely on the subcontractor to select and obtain raw materials. Our
subcontractors may fail to meet either our quality control or be unable to build and complete the horizontal
infrastructure or homes in the expected timetable due to subcontractor related issues such as being unable to obtain
sufficient materials or skilled labor, or due to external factors such as delays arising from severe weather conditions.

13
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Any such failure by our subcontractors could lead to increases in construction costs and construction delays. Such
increases could negatively impact the price and number of finished lots and homes we are able to sell.

Compliance with federal, state and local regulations related to our real estate operations may result in substantial
delays and costs.

Our real estate operations are subject to numerous laws and regulations that affect the land development and
homebuilding process, including laws and regulations related to zoning, permitted land uses, levels of density,
building design, water and waste disposal and use of open spaces. We may be required to comply with recently
adopted SEC disclosure rules, and potential supply chain verification requirements, concerning the use of “conflict
minerals” in home building. If applicable, these new requirements would impose additional costs on us and our
suppliers and may limit the sources or increase the prices of materials we use. We also are subject to a variety of
federal, state and local laws and regulations concerning the protection of the environment. We are typically required to
obtain permits, entitlements and approvals from local authorities to start and carry out residential development or
home construction. Such permits, entitlements and approvals may, from time-to-time, be opposed or challenged by
local governments or other interested parties, adding delays, costs and risks of non-approval to the process. Our
obligation to comply with the laws and regulations under which we operate, and our need to ensure that our
subcontractors and other agents comply with these laws and regulations may result in delays in construction and land
development and may also cause us to incur substantial additional and unbudgeted costs.

Our homebuilding operations may be adversely impacted by the availability of and the demand for mortgage
financing, and any changes to the tax benefits associated with owning a home.

To successfully market and sell the homes we construct depends on the ability of home buyers to obtain mortgage
financing for the purchase of these new homes. Current credit requirements for mortgage financing are significantly
greater than in the past which makes it more difficult for a potential home buyer to obtain mortgage financing. In
addition, any significant increase in interest rates from current rates may also lead to increased mortgage finance costs
leading to a decline in demand and availability of mortgage financing. Any decline in the availability of mortgage
financing may lead to a reduced demand for the homes we have already constructed, or intend to construct.
Furthermore, the demand for homes in general, and the homes we intend to construct, may be affected by changes in
federal and state income tax laws. Current federal, and many state, tax laws allow the deduction of, among other
homeowner expenses, mortgage interest and property taxes against an individual’s taxable income. Any changes to the
current tax laws which reduce or eliminate these deductions, or reduce or eliminate the exclusion of taxable gain from
the sale of a principal residence, would likely lead to a greatly reduced demand for homes. This would lead to a
materially adverse impact on the homebuilding business in general and our revenues, cash flows and financial
condition specifically.

We may not receive all of the permitted water rights we expect from the water rights applications we have filed in
Nevada and New Mexico.

We have filed certain water rights applications in Nevada and New Mexico. In Nevada this is primarily as part of the
water teaming agreement with Lincoln County. We deploy the capital required to enable the filed applications to be
converted into permitted water rights over time as and when we deem appropriate or as otherwise required. We only
expend capital in those areas where our initial investigations lead us to believe that we can obtain a sufficient volume
of water to provide an adequate economic return on the capital employed in the project. These capital expenditures
largely consist of drilling and engineering costs for water production, costs of monitoring wells, and legal and
consulting costs for hearings with the State Engineer, and National Environmental Protection Act, or “NEPA”,
compliance costs. Until the State Engineer permits the water rights, we cannot provide any assurance that we will be
awarded all of the water that we expect based on the results of our drilling and our legal position and it may be a
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considerable period of time before we are able to ascertain the final volume of water rights that will be permitted by
the State Engineers. Any significant reduction in the volume of water awarded to us from our original base
expectation of the amount of water that may be permitted could adversely affect our revenues, results of operations,
and cash flows.

Variances in physical availability of water, along with environmental and legal restrictions and legal impediments,
could impact profitability.

We value our water assets, in part, based upon the volume (as measured in acre-feet) of water we anticipate from
water rights applications and our permitted water rights. The water and water rights held by us and the transferability
of these rights to other uses, persons, and places of use are governed by the laws concerning water rights in the states
of Arizona, Colorado, Idaho, Nevada, and New Mexico. The volumes of water actually derived from the water rights
applications or permitted rights may vary considerably based upon physical availability and may be further limited by
applicable legal restrictions.

14

Edgar Filing: PICO HOLDINGS INC /NEW - Form 10-K

27



As a result, the volume of water anticipated from the water rights applications or permitted rights may not in every
case represent a reliable, firm annual yield of water, but in some cases describe the face amount of the water right
claims or management’s best estimate of such entitlement. Additionally, we may face legal restrictions on the sale or
transfer of some of our water assets, which may affect their commercial value. If we are unable to transfer or sell our
water assets, we may lose some or all of our anticipated returns, which may adversely affect our revenues, profitability
and cash flows.

Purchasers of our real estate and water assets may default on their obligations to us and adversely affect our results of
operations and cash flow.

In certain circumstances, we finance sales of real estate and water assets, and we secure such financing through deeds
of trust on the property, which are only released once the financing has been fully paid off. Purchasers of our real
estate and water assets may default on their financing obligations. Such defaults may have an adverse effect on our
business, financial condition, and the results of operations, profitability, and cash flows.

Our sale of water resources may be subject to environmental regulations which would impact our revenues,
profitability, and cash flows.

The quality of the water resources we lease or sell may be subject to regulation by the United States Environmental
Protection Agency acting pursuant to the United States Safe Drinking Water Act. While environmental regulations do
not directly affect us, the regulations regarding the quality of water distributed affects our intended customers and
may, therefore, depending on the quality of our water, impact the price and terms upon which we may in the future
sell our water resources. If we need to reduce the price of our water resources in order to make a sale to our intended
customers, our balance sheet, results of operations and financial condition could suffer.

Our water resources sales may meet with political opposition in certain locations, thereby limiting our growth in these
areas.

The water resources we hold and the transferability of these assets and rights to other uses, persons, or places of use
are governed by the laws concerning water rights in the states of Arizona, California, Nevada, Colorado, Idaho, and
New Mexico. Our sale of water resources is subject to the risks of delay associated with receiving all necessary
regulatory approvals and permits. Additionally, the transfer of water resources from one use to another may affect the
economic base or impact other issues of a community including development, and will, in some instances, be met with
local opposition including Native American tribes. Moreover, certain of the end users of our water resources, namely
municipalities, regulate the use of water in order to manage growth, thereby creating additional requirements that we
must satisfy to sell and convey water resources. If we are unable to effectively transfer, sell and convey water
resources, our ability to monetize this asset will suffer and our revenues and financial condition would decline.

If we do not successfully identify, select and manage acquisitions and investments, or if our acquisitions or
investments otherwise fail or decline in value, our financial condition could suffer.

We acquire and invest in businesses and assets that we believe are undervalued or that will benefit from additional
capital, restructuring of operations, strategic initiatives, or improved competitiveness through operational efficiencies.
If an acquired business, investment or asset fails or its fair value declines, we could experience a material adverse
effect on our business, financial condition, the results of operations and cash flows. Additionally, we may not be able
to find sufficient opportunities to make our business strategy successful. If we fail to successfully identify, select and
manage acquisition and investment opportunities, our business, financial condition, the results of operations and cash
flows could be materially affected. Such business failures, declines in fair values, and/or failure to successfully
identify, select and manage acquisitions or investments, could result in a negative return on equity. We could also lose
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part or all of our capital in these businesses and experience reductions in our net income, cash flows, assets and equity.

Future acquisitions and dispositions of our businesses, assets, operations and investments are possible, and, if
unsuccessful, could reduce the value of our common shares. Any future acquisitions or dispositions may result in
significant changes in the composition of our assets and liabilities. Consequently, our financial condition, results of
operations and the trading price of our common shares may be affected by factors different from those affecting our
financial condition, results of operations and trading price at the present time.
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Failure to successfully manage newly acquired companies could adversely affect our business.

Our management of the operations of acquired businesses requires significant efforts, including the coordination of
personnel, information technologies, research and development, sales and marketing, operations, taxation, regulatory
matters, and finance. These efforts result in additional expenses and involve significant amounts of our management’s
time and could distract our management from the day-to-day operations of our business. The diversion of our
management’s attention from the day-to-day operations, or difficulties encountered in the integration process, could
have a material adverse effect on our business, financial condition, and the results of operations and cash flows. If we
fail to integrate acquired businesses, personnel, resources, or assets into our operations successfully, we may be
unable to achieve our strategic goals or an economic return and the value of your investment could suffer.

We operate in a variety of industries and market sectors, all of which are very competitive and susceptible to
economic downturns and would be adversely affected by a recession. We also look for opportunities in industries and
market sectors in which we do not have any operating history. For example, in 2010, we completed a business
combination for a canola seed crushing operation, an agribusiness in which we have not had any previous operating
experience. A worsening of general economic or market conditions may require us to devote more of our management
resources to newly acquired companies and may result in lower valuations for our businesses or investments or have a
negative impact on the credit quality of our assets.

Our acquisitions may result in dilution to our shareholders and increase our exposure to additional liabilities.

We make selective acquisitions of companies that we believe could benefit from our resources of additional capital,
business expertise, management direction and oversight, or existing operations. We endeavor to enhance and realize
additional value to these acquired companies through our influence and control. Any acquisition could result in the
use of a significant portion of our available cash, significant dilution to you, and significant acquisition-related
charges. Acquisitions may also result in the assumption of liabilities, including liabilities that are unknown or not fully
known to us at the time of the acquisition, which could have a material adverse financial effect on us. Moreover, we
may need to incur debt obligations, in order to finance new acquisitions. Additionally, our acquisitions and
investments may yield low or negative returns for an extended period of time, which could temporarily or
permanently depress our return on shareholders’ equity, and we may not realize the value of the funds invested.

We generally make acquisitions and investments that tend to be long term in nature, and for the purpose of realizing
additional value by means of appropriate levels of influence and control. We acquire businesses that we believe to be
undervalued or may benefit from additional capital, restructuring of operations or management or improved
competitiveness through operational efficiencies with our existing operations or through appropriate and strategic
management input. We may not be able to develop acceptable revenue streams and investment returns through the
businesses we acquire, and as a result we may lose part or all of our investment in these assets. Additionally, when
any of our acquisitions do not achieve acceptable rates of return or we do not realize the value of the funds invested,
we may write down the value of such acquisitions or sell the acquired businesses at a loss. Some of our prior
acquisitions have lost either part or all of the capital we invested. Unsuccessful acquisitions could have negative
impacts on our cash flows, income, assets and shareholders’ equity, which may be temporary or permanent. Moreover,
the process we employ to enhance value in our acquisitions and investments can consume considerable amounts of
time and resources. Consequently, costs incurred as a result of these acquisitions and investments may exceed their
revenues and/or increases in their values, if any, for an extended period of time.

Our ability to achieve an acceptable rate of return on any particular investment is subject to a number of factors which
may be beyond our control, including increased competition and loss of market share, the ability of management to
implement their strategic and operational directives, cyclical or uneven financial results, technological obsolescence,
foreign currency risks and regulatory delays.
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We may need additional capital in the future to fund the growth of our business and acquisitions, and financing may
not be available on favorable terms, if at all, or without dilution to our shareholders.

We currently anticipate that our available capital resources and operating cash flows will be sufficient to meet our
expected working capital and capital expenditure requirements for at least the next 12 months. However, we cannot
provide any assurance that such resources will be sufficient to fund the long-term growth of our business and
acquisitions. We may raise additional funds through public or private debt, equity or hybrid securities financings,
including, without limitation, through the issuance of securities.
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We may experience difficulty in raising necessary capital in view of the recent volatility in the capital markets and
increases in the cost of finance. Increasingly stringent rating standards could make it more difficult for use to obtain
financing. If we raise additional funds through the issuance of equity or convertible debt securities, the percentage
ownership of our shareholders could be significantly diluted, and these newly issued securities may have rights,
preferences or privileges senior to those of existing shareholders. Indebtedness would result in increased debt service
obligations and could result in operating and financing covenants that would restrict our operations. We cannot
provide any assurance that any additional financing we may need will be available on terms favorable to us, or at all.
If adequate funds are not available or are not available on acceptable terms, if and when needed, our ability to fund
our operations, take advantage of unanticipated opportunities, respond to competitive pressures or otherwise execute
our strategic plan would be significantly limited. In any such case, our business, operating results or financial
condition could be materially adversely affected.

Our acquisitions of and investments in non-U.S. companies subject us to additional market and liquidity risks which
could affect the value of our stock.

We have acquired, and may continue to acquire, businesses and securities in non-U.S. public companies and other
assets or businesses not located in the U.S. Typically, these non-U.S. securities are not registered with the SEC and
regulation of these companies is under the jurisdiction of the relevant non-U.S country. The respective non-U.S.
regulatory regime may limit our ability to obtain timely and comprehensive financial information for the non-U.S.
companies in which we have invested. In addition, if a non-U.S. company in which we invest were to take actions
which could be deleterious to its shareholders, non-U.S. legal systems may make it difficult or time-consuming for us
to challenge such actions. These factors may affect our ability to acquire controlling stakes, or to dispose of our
non-U.S. investments, or to realize the full fair value of our non-U.S. investments. In addition, investments in
non-U.S. countries may give rise to complex cross-border tax issues. We aim to manage our tax affairs efficiently, but
given the complexity of dealing with U.S. and non-U.S. tax jurisdictions, we may have to pay tax in both the U.S. and
in non-U.S. countries, and we may be unable to offset any U.S. tax liabilities with non-U.S. tax credits. If we are
unable to manage our non-U.S. tax issues efficiently, our financial condition and the results of operations and cash
flows could be adversely affected. In addition, our base currency is United States dollars. Accordingly, we are subject
to foreign exchange risk through our acquisitions of stocks in non-U.S. public companies. We attempt to mitigate this
foreign exchange risk by borrowing funds in the same currency to purchase the equities. Significant fluctuations in the
non-U.S. currencies in which we hold investments or consummate transactions could negatively impact our financial
condition and the results of operations and cash flows. We also may be unable to effectively and efficiently repatriate
funds into the U.S. upon monetization of assets, securities, or businesses not located in the U.S., which could have an
impact on our liquidity.

We may not be able to retain key management personnel we need to succeed, which could adversely affect our ability
to successfully operate our businesses.

To run our day-to-day operations and to successfully manage newly acquired companies we must, among other things,
continue to attract and retain key management. We rely on the services of a small team of key executive officers. If
they depart, it could have a significant adverse effect upon our business. Mr. Hart, our CEO, is key to the
implementation of our strategic focus, and our ability to successfully develop our current strategy is dependent upon
our ability to retain his services. Also, increased competition for skilled management and staff employees in our
businesses could cause us to experience significant increases in operating costs and reduced profitability.
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Because our operations are diverse, analysts and investors may not be able to evaluate us adequately, which may
negatively influence the price of our stock.

We are a diversified holding company with significant operations in a variety of business segments. Each of these
areas is unique, complex in nature, and difficult to understand. In particular, the water resource business is a
developing industry in the United States with very little historical and comparable data, very complex valuation issues
and a limited following of analysts. Because we are complex, analysts and investors may not be able to adequately
evaluate our operations and enterprise as a going concern. This could cause analysts and investors to make inaccurate
evaluations of our stock, or to overlook PICO in general. As a result, the trading volume and price of our stock could
suffer and may be subject to excessive volatility.

Fluctuations in the market price of our common stock may affect your ability to sell your shares.

The trading price of our common stock has historically been, and we expect will continue to be, subject to
fluctuations. The market price of our common stock may be significantly impacted by:

•quarterly variations in financial performance and condition;
•shortfalls in revenue or earnings from estimates forecast by securities analysts or others;
•changes in estimates by such analysts;
•product introductions;

•the availability of economically viable acquisition or investment opportunities, including water resources and realestate, which will return an adequate economic return;
•our competitors’ announcements of extraordinary events such as acquisitions;
•litigation; and
•general economic conditions and other matters described herein.

Our results of operations have been subject to significant fluctuations, particularly on a quarterly basis, and our future
results of operations could fluctuate significantly from quarter to quarter and from year to year. Causes of such
fluctuations may include the inclusion or exclusion of operating earnings from newly acquired or sold operations.
Statements or changes in opinions, ratings, or earnings estimates made by brokerage firms or industry analysts relating
to the markets in which we do business or relating to us specifically could result in an immediate and adverse effect on
the market price of our common stock. Such fluctuations in the market price of our common stock could affect the
value of your investment and your ability to sell your shares. In addition, some investors favor companies that pay
dividends, particularly in market downturns. We have never declared or paid any cash dividends on our common
stock. We currently intend to retain any future earnings for funding growth and, therefore, we do not currently
anticipate paying cash dividends on our common stock.

Litigation may harm our business or otherwise distract our management.

Substantial, complex or extended litigation could cause us to incur large expenditures and distract our management.
For example, lawsuits by employees, shareholders or customers could be very costly and substantially disrupt our
business. Additionally, from time to time we or our subsidiaries will have disputes with companies or individuals
which may result in litigation that could necessitate our management’s attention and require us to expend our
resources. We may be unable to accurately assess our level of exposure to specific litigation and we cannot provide
any assurance that we will always be able to resolve such disputes out of court or on terms favorable to us. We may be
forced to resolve litigation in a manner not favorable to us, and such resolution could have a material adverse impact
on our consolidated financial condition or results of operations.
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Our governing documents could prevent an acquisition of our company or limit the price that investors might be
willing to pay for our common stock.

Certain provisions of our articles of incorporation and the California General Corporation Law could discourage a
third party from acquiring, or make it more difficult for a third party to acquire, control of our company without
approval of our board of directors. For example, our bylaws require advance notice for stockholder proposals and
nominations for election to our board of directors. We are also subject to the provisions of Section 1203 of the
California General Corporation Law, which requires a fairness opinion to be provided to our shareholders in
connection with their consideration of any proposed “interested party” reorganization transaction. All or any of these
factors could limit the price that certain investors might be willing to pay in the future for shares of our common
stock.
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If equity analysts do not publish research or reports about our business or if they issue unfavorable commentary or
downgrade our common stock, the price of our common stock could decline.

The trading market for our common stock will rely in part on the research and reports that equity research analysts
publish about us and our business. We do not control these analysts. The price of our stock could decline if one or
more equity analysts downgrade our stock or if those analysts issue other unfavorable commentary or cease publishing
reports about us or our business.

THE FOREGOING FACTORS, INDIVIDUALLY OR IN AGGREGATE, COULD MATERIALLY ADVERSELY
AFFECT OUR OPERATING RESULTS AND CASH FLOWS AND FINANCIAL CONDITION AND COULD
MAKE COMPARISON OF HISTORIC FINANCIAL STATEMENTS, INCLUDING RESULTS OF OPERATIONS
AND CASH FLOWS AND BALANCES, DIFFICULT OR NOT MEANINGFUL.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2.  PROPERTIES

We lease office space in La Jolla, California for our principal executive offices.  Vidler leases an office in Carson
City, Nevada.  UCP leases office space in San Jose, California, Fresno, California, and Bellevue,
Washington.  Northstar rents office space in Fargo, North Dakota and has constructed a canola seed processing plant
near Hallock, Minnesota which commenced production of canola oil and canola meal in 2012.  We continually
evaluate our current and future space capacity in relation to our business needs.  We believe that our existing facilities
are suitable and adequate to meet our current business requirements, and that suitable replacement and additional
space will be available in the future on commercially reasonable terms.

Vidler and UCP have significant holdings of real estate and water assets in the southwestern United States.  For a
description of our real estate and water assets, see “Item 1 - Operating Segments and Major Subsidiary Companies.”

ITEM 3.  LEGAL PROCEEDINGS

Neither we nor our subsidiaries are parties to any potentially material pending legal proceedings other than the
following.

PICO Holdings, Inc:

On August 16, 2011 and August 26, 2011, Ronald Dennis and George Assad, respectively, each filed a shareholder
derivative complaint, purportedly on behalf of the Company, against the Company's directors in the Superior Court of
California, County of San Diego, (the “Derivative Actions”). The Derivative Actions allege a combination of claims for
breach of fiduciary duty, gross mismanagement, contribution and indemnification, abuse of control, waste of
corporate assets and unjust enrichment in connection with the May 13, 2011 shareholder advisory vote on the
Company's 2010 executive compensation pursuant to the Dodd-Frank Wall Street Reform and Consumer Protection
Act and the 2010 executive compensation underlying the vote. The Company removed each of the Derivative Actions
to the United States District Court, Southern District of California and filed motions to dismiss each of the Derivative
Actions. The plaintiff in each of the Derivative Actions filed a motion to remand the Derivative Actions to the
Superior Court of California, County of San Diego. On January 6, 2012, the District Court granted in part the
Company's motion to dismiss and granted in part plaintiffs' motions to remand, remanding certain claims to the
Superior Court of the State of California. The plaintiffs appealed, and the Company cross-appealed, the federal district
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courts rulings. On March 29, 2012, the Superior Court of California stayed the Derivative Actions pending the appeal
and cross-appeal in the Ninth Circuit Court of Appeals. Briefing on the appeal and cross-appeal is complete. The
Ninth Circuit Court of Appeals has not set a date for a hearing on the appeal and cross-appeal. An estimate of the
possible range or outcome of this litigation cannot be made. However, the Company does not believe this litigation
will result in a material impact to the consolidated financial statements.

Fish Springs Ranch, LLC:

In September 2007, the Company reached a $7.3 million financial settlement with the Pyramid Lake Paiute Tribe of
Indians relating to the exportation of water from the properties owned by Fish Springs Ranch, LLC. The settlement is
pending ratification by the United States Congress, but we cannot be certain as to when the United States Congress
will act on this matter. The Company has paid $3.7 million to the Tribe and accrued $3.6 million for the balance
owed. No material developments occurred relating to this dispute or the settlement agreement during the year ended
2012.
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The Company is subject to various other litigation matters that arise in the ordinary course of its business. Based upon
information presently available, management is of the opinion that resolution of such litigation will not likely have a
material effect on the consolidated financial position, results of operations, or cash flows of the Company. Because
litigation is inherently unpredictable and unfavorable resolutions could occur, assessing contingencies is highly
subjective and requires judgments about future events. When evaluating contingencies, we may be unable to provide a
meaningful estimate due to a number of factors, including the procedural status of the matter in question, the presence
of complex or novel legal theories, and/or the ongoing discovery and development of information important to the
matters. In addition, damage amounts claimed in litigation against us may be unsupported, exaggerated or unrelated to
possible outcomes, and as such are not meaningful indicators of our potential liability. We regularly review
contingencies to determine the adequacy of our accruals and related disclosures. The amount of ultimate loss may
differ from these estimates, and it is possible that cash flows or results of operations could be materially affected in
any particular period by the unfavorable resolution of one or more of these contingencies. Whether any losses finally
determined in any claim, action, investigation or proceeding could reasonably have a material effect on our business,
financial condition, results of operations or cash flows will depend on a number of variables, including: the timing and
amount of such losses; the structure and type of any remedies; the significance of the impact any such losses, damages
or remedies may have on our consolidated financial statements; and the unique facts and circumstances of the
particular matter that may give rise to additional factors.

ITEM 4.  MINE SAFETY DISCLOSURES

Not applicable.

PART II

ITEM 5.  MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded on the NASDAQ Global Select Market under the symbol “PICO.”  The following table sets
out the quarterly high and low daily prices for the past two years as reported on the NASDAQ Global Select
Market.  These reported prices reflect inter-dealer prices, without adjustments for retail markups, markdowns, or
commissions.

2012 2011
High Low
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