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Part I: Financial Information
Item I: Condensed Consolidated Financial Statements

PICO HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

March 31, December
31,

2006 2005
ASSETS

Investments $
242,885,636

$
287,446,334

Cash and cash equivalents 53,716,432 37,794,416
Notes and other receivables, net 28,058,356 14,692,888
Reinsurance receivables 15,935,177 16,186,105
Real estate and water assets, net 81,170,704 76,891,435
Property and equipment, net 1,559,307 1,572,492
Other assets 7,097,494 7,188,858
Other assets - Discontinued Operations 57,094 57,094
Total assets $

430,480,200
$

441,829,622

LIABILITIES AND SHAREHOLDERS'
EQUITY

Unpaid losses and loss adjustment expenses $ 45,607,573 $ 46,646,906
Reinsurance balance payable 316,829 325,081
Deferred compensation 46,575,754 42,737,293
Bank and other borrowings 11,928,078 12,334,868
Deferred income taxes 12,219,278 17,239,062
Other liabilities 10,052,599 20,039,392
Other liabilities - Discontinued Operations 489,613 533,548
Total liabilities 127,189,724 139,856,150
Minority interest 1,086,056 1,098,515
Commitments and Contingencies (Note 4)

Common stock, $.001 par value; authorized
100,000,000 shares,
17,706,923 issued in 2006 and 2005 17,707 17,707
Additional paid-in capital 257,466,412 257,466,412
Retained earnings 68,944,061 61,725,860
Accumulated other comprehensive income 54,203,724 60,092,462
Treasury stock, at cost (common shares: 4,435,483 in
2006 and 2005)

(78,427,484) (78,427,484)

Total shareholders' equity 302,204,420 300,874,957
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Total liabilities and shareholders' equity $
430,480,200

$
441,829,622

The accompanying notes are an integral part of the condensed consolidated financial statements.
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PICO HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

Three
Months
Ended

March 31,

Three Months
Ended March

31,

2006 2005
Revenues:
Net investment income $ 2,072,476 $ 1,190,132
Net realized gain on investments 14,685,947 3,479,951
Sale of real estate and water assets 1,256,335 2,154,080
Rents, royalties and lease income 186,855 294,184
Service revenue 998,484 889,054
Other 45,176 108,772
Total revenues 19,245,273 8,116,173
Costs and Expenses:
Operating and other costs 7,121,180 7,185,428
Stock appreciation rights expense 9,878,347
Cost of real estate and water assets sold 379,886 742,048
Cost of service revenue 446,732 283,243
Depreciation and amortization 473,893 565,461
Interest 99,538 235,234
Total costs and expenses 8,521,229 18,889,761
Income (loss) before income taxes and minority
interest

10,724,044 (10,773,588)

Expense (benefit) for income taxes 3,683,302 (3,001,172)
Income (loss) before minority interest 7,040,742 (7,772,416)
Minority interest in loss of subsidiaries 12,459 831,667
Income (loss) from continuing operations 7,053,201 (6,940,749)
Income (loss) from discontinued operations, net of
tax

165,000 (22,599)

Net income (loss) $ 7,218,201 $
(6,963,348)

Net income (loss) per common share - basic and
diluted:
Income (loss) from continuing operations $ 0.53 $ (0.56)
Discontinued operations 0.01
Net income (loss) per common share $ 0.54 $ (0.56)
Weighted average shares outstanding 13,271,440 12,366,440

The accompanying notes are an integral part of the condensed consolidated financial statements.
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PICO HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Three Months
Ended March

31,

Three Months
Ended March

31,
2006 2005

OPERATING ACTIVITIES:
Net cash used in operating activities $

(15,833,591)
$

(3,833,844)
Net cash provided by (used in) discontinued
operations

(43,935) 157,185

(15,877,526) (3,676,659)
INVESTING ACTIVITIES:
Purchases of available for sale investments (8,376,341) (5,373,462)
Proceeds from sale of available for sale investments 17,705,434 5,822,036
Proceeds from maturity of available for sale
investments

26,217,857 605,000

Real estate and water asset capital expenditure (2,389,307)
Purchases of property and equipment (203,573) (368,743)
Capitalized software costs (417,894) (338,980)
Net cash provided by investing activities 32,536,176 345,851
FINANCING ACTIVITIES:
Repayments of debt (500,000) (42,874)
Proceeds from exercise of stock options (HyperFeed) 1,728 1,428
Proceeds from borrowings 35,000
Purchase of treasury stock for deferred compensation
plans

(839)

Net cash used in financing activities (498,272) (7,285)

Effect of exchange rate changes on cash (238,362) 1,195,152

INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

15,922,016 (2,142,941)

CASH AND CASH EQUIVALENTS, BEGINNING
OF PERIOD

37,794,416 17,407,138

CASH AND CASH EQUIVALENTS, END OF
PERIOD

$ 53,716,432 $
15,264,197

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest: $ 99,422 $ 155,884
Cash paid for taxes: $ 2,053,000 $ 1,132,311

The accompanying notes are an integral part of the condensed consolidated financial statements.
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PICO HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of PICO Holdings, Inc. and Subsidiaries
(the “Company” or “PICO”) have been prepared in accordance with the interim reporting requirements of Form 10-Q,
pursuant to the rules and regulations of the United States Securities and Exchange Commission (the “SEC”).
Accordingly, they do not include all of the information and notes required by accounting principles generally accepted
in the United States of America (“US GAAP”) for complete consolidated financial statements.

In the opinion of management, all adjustments and reclassifications considered necessary for a fair and comparable
presentation of the financial statements presented have been included and are of a normal recurring nature. Operating
results presented are not necessarily indicative of the results that may be expected for the year ending December 31,
2006.

These condensed consolidated financial statements should be read in conjunction with the Company’s audited financial
statements and notes thereto, contained in the Company’s Annual Report on Form 10-K for the year ended December
31, 2005 filed with the SEC.

The preparation of condensed consolidated financial statements in accordance with US GAAP requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the condensed consolidated financial statements and the reported
amounts of revenues and expenses for each reporting period. The significant estimates made in the preparation of the
Company’s condensed consolidated financial statements relate to the assessment of the carrying value of real estate
and water assets, investments, unpaid losses and loss adjustment expenses, deferred income taxes, accounts and loans
receivable, and contingent liabilities. While management believes that the carrying values of such assets and liabilities
are appropriate as of March 31, 2006 and December 31, 2005, it is reasonably possible that actual results could differ
from the estimates upon which the carrying values were based.

Stock-Based Compensation

On January 1, 2006, PICO adopted Financial Accounting Standards No. 123 (revised 2004), “Share-Based Payment”
(FAS 123(R)), that addresses the accounting for share-based payment transactions in which an enterprise receives
employee services in exchange for either equity instruments of the enterprise or liabilities that are based on the fair
value of the enterprise’s equity instruments or that may be settled by the issuance of such equity instruments. The
statement eliminates the ability to account for share-based compensation transactions, as PICO formerly did, using the
intrinsic value method as prescribed by Accounting Principles Board, or APB, Opinion No. 25, “Accounting for Stock
Issued to Employees,” and generally requires that such transactions be accounted for using a fair-value-based method
and recognized as expenses in the consolidated statement of income.

PICO adopted FAS 123(R) using the modified prospective method which requires the application of the accounting
standard as of January 1, 2006. In accordance with the modified prospective method, the consolidated financial
statements for prior periods have not been restated to reflect, and do not include, the impact of FAS 123(R). However,
as PICO had no unvested stock options outstanding during the three months ended March 31, 2006, the adoption of
SFAS 123R had no impact on the accompanying condensed consolidated financial statements.
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Similarly, because PICO had no stock options outstanding during the three months ended March 31, 2005, there was
no difference between reported net loss and pro forma net loss (as required to be disclosed under SFAS No. 123) for
that period.

Stock-Based Plans Outstanding

PICO Holdings, Inc. 2005 Long Term Incentive Plan (the "2005 Plan"). The 2005 Plan provides for the grant or award
of various equity incentives to PICO employees, non-employee directors and consultants. A total of 2,654,000 shares
of common stock are issuable under the 2005 Plan and it provides for the issuance of incentive stock options,
non-statutory stock options, free-standing stock-settled stock appreciation rights, restricted stock awards, performance
shares, performance units, restricted stock units, deferred compensation awards and other stock-based awards.

As of March 31, 2006 2,185,965 stock-settled SARs were issued to various employees and non-employee directors of
the Company with a strike price of $33.76. The awards are fully vested and exercisable at anytime.

In the three months ended March 31, 2005 there is compensation expense recorded for the cash settled SARs issued
from the 2003 cash-settled SAR Plan. Compensation cost was measured at March 31, 2005 as the amount by which
the quoted market price of PICO stock exceeded the exercise price. Changes in the quoted market price were reflected
as an adjustment to the accrued compensation obligation and compensation expense in the Company’s consolidated
financial statements. The Company recorded compensation expense of $9.9 million for the three months ended March
31, 2005 representing the difference between the exercise price of the vested SARs and the market value of PICO
stock at the end of the reporting period. The cash liability for the accrued benefit was transferred to Rabbi Trust
accounts in September 2005 leaving no accrued stock appreciation rights payable and increasing deferred
compensation in the accompanying consolidated balance sheets.

The Company applies the provisions of Emerging Issues Task Force No. 97-14, Accounting for Deferred
Compensation Arrangements Where Amounts Earned Are Held in a Rabbi Trust and Invested. In summary,
investment returns generated are reported within the Company’s financial statements (with a corresponding increase in
the trust assets) and an expense is recorded within the caption, “Operating and other costs” for increases in the market
value of the assets held with a corresponding increase in the deferred compensation liability (except in the case of
PICO stock, which is reported as Treasury Stock, at cost). In the event the trust assets decline in value, the Company
will recover previously expensed compensation.

Recently Issued Accounting Pronouncements

     SFAS 153 - In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets - An
amendment of APB 29, Accounting for Nonmonetary Transactions” (SFAS 153). This statement amends APB No. 29
to eliminate the exception for nonmonetary exchanges of similar productive assets and replaces it with a general
exception for exchanges of nonmonetary assets that do not have commercial substance. A nonmonetary exchange has
commercial substance if the future cash flows of the entity are expected to change significantly as a result of the
exchange. This statement was effective beginning in the first quarter of 2006. The adoption of SFAS 153 did not have
a material impact on PICO’s financial statements.

SFAS 154 - In June 2005, the FASB issued Statement of Financial Accounting Standards No. 154 (SFAS 154),
"Accounting Changes and Error Corrections." SFAS 154 changes the requirements for the accounting for and
reporting of a change in accounting principle. This Statement requires retrospective applications to prior periods'
financial statements of a voluntary change in accounting principle unless it is impracticable. In addition, this
Statement requires that a change in depreciation, amortization or depletion for long-lived, non-financial assets be
accounted for as a change in accounting estimate effected by a change in accounting principle. This new accounting
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standard was effective January 1, 2006. The adoption of SFAS 154 had no impact on PICO’s financial statements.

SFAS 155 - In February 2006, the FASB issued Statement of Financial Accounting Standards No. 155 (SFAS 155),
"Accounting for Certain Hybrid Financial Instruments - an amendment of FASB Statements No. 133 and 140." SFAS
155 allows financial instruments that have embedded derivatives to be accounted for as a whole, eliminating the need
to separate the derivative from its host, if the holder elects to account for the whole instrument on a fair value basis.
This new accounting standard is effective January 1, 2007. The adoption of SFAS 155 is not expected to have an
impact on PICO’s financial statements.

6
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2. Net Income (Loss) Per Share

Basic earnings per share is computed by dividing net earnings by the weighted average shares outstanding during the
period. Diluted earnings per share is computed similarly to basic earnings per share except the weighted average
shares outstanding are increased to include additional shares from the assumed exercise of any common stock
equivalents - PICO’s stock-settled stock appreciation rights are common stock equivalents for this purpose - using the
treasury method, if dilutive. The number of additional shares is calculated by assuming that the common stock
equivalents were exercised, and that the proceeds were used to acquire shares of common stock at the average market
price during the period.

For the three months ended March 31, 2006 the Company’s stock-settled SAR’s are not included in the diluted per
share calculation because they were out-of-the-money and consequently, their effect on earnings per share is
anti-dilutive.

During the three months ended March 31, 2005, the Company had cash-settled stock appreciation rights outstanding.
The rights were not considered common stock equivalents for purposes of earnings per share because they were not
convertible into common shares of the Company when exercised; the benefit was payable in cash. In addition, the
Company reported a net loss for the period. Consequently, diluted earnings per share was identical to that of the basic
earnings per share.

3. Comprehensive Income

The Company applies the provisions of SFAS No. 130, “Reporting Comprehensive Income.” Comprehensive income for
the Company includes foreign currency translation and unrealized holding gains and losses on available for sale
securities.

The components of comprehensive income are as follows:

Three
Months
Ended

March 31,

Three
Months
Ended

March 31,
2006 2005

Net income (loss) $ 7,218,201 $
(6,963,348)

Net change in unrealized
appreciation (depreciation)
on available for sale
investments

(5,607,260) 7,663,942

Net change in foreign
currency translation

(281,478) (183,958)

Total comprehensive income $ 1,329,463 $ 516,636

 Total comprehensive income is net of deferred income tax benefit of $5.1 million for the three months ended March
31, 2006 and a deferred income tax charge of $1.9 million for the three months ended March 31, 2005.

The components of accumulated other comprehensive income: 
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March 31, December
31,

2006 2005
Unrealized appreciation on
available for sale investments

$
60,517,152

$
66,124,412

Foreign currency translation (6,313,428) (6,031,950)
Accumulated other
comprehensive income

$
54,203,724

$
60,092,462

Accumulated other comprehensive income is net of deferred income tax liabilities of $27.8 million and $32.7 million
at March 31, 2006 and December 31, 2005, respectively.

4. Commitments and Contingencies

During the first quarter of 2006, the Company entered into a Secured Convertible Promissory Note Agreement (“Note”)
with its 80%-owned consolidated subsidiary, HyperFeed Technologies, Inc. (“HyperFeed”). The maximum borrowing
under the note is $10 million and interest accrues at prime plus 2.75%. The exercise price of the conversion right is the
lesser of $1.05 or 80% of the 5 day average at the exercise date. The Company can elect to convert all or any part of
the principal and interest outstanding into common stock of HyperFeed at any time. At March 31, 2006 HyperFeed
had borrowed $4.2 million. The intercompany note and related interest are eliminated in consolidation.

The Company is subject to various litigation that arises in the ordinary course of its business. Based upon information
presently available, management is of the opinion that such litigation will not have a material adverse effect on the
consolidated financial position, results of operations or cash flows of the Company.

7
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    5. Segment Reporting

PICO Holdings, Inc. is a diversified holding company engaged in five major operating segments: Water Resource and
Water Storage Operations, Real Estate Operations in Nevada, Business Acquisitions and Financing, Insurance
Operations in Run Off, and HyperFeed Technologies, Inc.

The accounting policies of the reportable segments are the same as those described in the Company’s 2005 Annual
Report on Form 10-K. Management analyzes segments using the following information:

Segment assets:

At March
31, 2006

At
December
31, 2005

Total Assets:
Water Resource and Water
Storage Operations

81,898,562 $ 86,353,051

Real Estate Operations in
Nevada

64,724,607 66,513,641

Business Acquisitions and
Financing

125,353,956 127,980,663

Insurance Operations in Run
Off

153,433,222 156,366,749

HyperFeed Technologies,
Inc.

5,069,853 4,615,518

$
430,480,200

$
441,829,622

Segment revenues and income (loss) before taxes and minority interest for the first quarter of 2006 and 2005 were:

Three Months Ended March 31,
2006 2005

Revenues:
Water Resource and Water
Storage Operations

$ 308,296 $ 407,188

Real Estate Operations in
Nevada

1,765,332 2,367,392

Business Acquisitions and
Financing

8,972,688 1,861,534

Insurance Operations in Run
Off

7,200,322 2,590,967

HyperFeed Technologies 998,634 889,092
Total Revenues $19,245,273 $8,116,173

Income (Loss) Before Taxes
and Minority Interest:
Water Resource and Water
Storage Operations

$(
1,178,896)

$( 1,518,442)

926,854 1,238,603
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Real Estate Operations in
Nevada
Business Acquisitions and
Financing

6,747,814 (11,047,165)

Insurance Operations in Run
Off

6,800,606 2,253,117

HyperFeed Technologies ( 2,572,334) ( 1,699,701)
Income (Loss) Before Taxes
and Minority Interest

$10,724,044 $(10,773,588)

6. Subsequent Event

In May 2006, the Company completed a private placement of 2.6 million shares of newly issued PICO common stock
with two institutional investors, for $30 per share. The offering generated $71.4 million in net proceeds which will be
used to fund the Fish Springs Ranch pipeline project.

8
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Item 2: Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of financial condition and results of operations should be read in
conjunction with the Unaudited Condensed Consolidated Financial Statements and Notes thereto included
elsewhere in the report and the Consolidated Financial Statements and Notes thereto in our Annual Report on
Form 10-K.

This Form 10-Q (including the “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” section) contains “forward-looking statements” 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 “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 Form 10-Q.

Although forward-looking statements in the Form 10-Q represent the good faith judgment of our management,
such statements can only be based on facts and factors currently known by us. Consequently, forward-looking
statements are inherently subject to risks and uncertainties, and the actual results and outcomes could differ
from those discussed in or anticipated by the forward-looking statements. Factors that could cause or
contribute to such differences in results and outcomes include, without limitation, those discussed under the
heading “Risk Factors” and elsewhere in our 2005 Annual Report on Form 10-K. We urge you not to place undue
reliance on these forward-looking statements, which speak only as of the date of this Form 10-Q. We undertake
no obligation to revise or update any forward-looking statement in order to reflect any event or circumstance
which may arise after the date of this Form 10-Q. Readers are urged to carefully review and consider the
various disclosures made in this Form 10-Q and our 2005 Annual Report on Form 10-K, which attempt to
advise interested parties of the risks and factors which may affect our business, financial condition, results of
operations, and prospects.

INTRODUCTION
PICO Holdings, Inc. (PICO and its subsidiaries are referred to as “PICO” and “the Company,” and by words such as “we”
and “our”) is a diversified holding company. PICO seeks to acquire businesses and interests in businesses which we
identify as undervalued based on fundamental analysis--that is, our assessment of what the business is worth, based on
the private market value of its assets, earnings, and cash flow. We prefer long-established businesses, with a history of
operating successfully through industry cycles, recessions, and geo-political disruptions, in basic, “old economy”
industries. Typically, the businesses will be generating free cash flow and have a low level of debt, or, alternatively,
strong interest coverage ratios or the ability to realize surplus assets. As well as being undervalued, the business must
have special qualities such as unique assets, a potential catalyst for change, or be in an industry with attractive
economics. We are also interested in acquiring businesses and interests in businesses where there is significant
unrecognized value in land and other tangible assets.

We have acquired businesses and interests in businesses by the acquisition of private companies, and the purchase of
shares in public companies, both directly through participation in financing transactions and through open market
purchases. When acquisitions become core operations, we become actively involved in the management and strategic
direction of the business.

Our objective is to generate superior long-term growth in shareholders’ equity, as measured by book value per
share. We anticipate that PICO’s earnings will fluctuate, and that the results for any one quarter or year are
not necessarily indicative of our future performance.
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Our business is separated into five major operating segments:

·  Water Resource and Water Storage Operations;
·  Real Estate Operations in Nevada;

·  Business Acquisitions and Financing (contains businesses, interests in businesses, and other parent company assets);
·  Insurance Operations in “Run Off”; and

·  HyperFeed Technologies, Inc. (“HyperFeed”).

Currently our major consolidated subsidiaries are:

·  Vidler Water Company, Inc. (“Vidler”), which develops and owns water rights and water storage operations in the
southwestern United States, primarily in Nevada and Arizona;

·  Nevada Land and Resource Company, LLC (“Nevada Land”), which owns approximately 753,000 acres of land in
Nevada, and the mineral rights and water rights related to the land owned;

·  Physicians Insurance Company of Ohio (“Physicians”), which is running off its medical professional liability
insurance loss reserves;

·  Citation Insurance Company (“Citation”), which is running off its historic property and casualty insurance and
workers’ compensation loss reserves;

·  Global Equity AG, which holds our interest in Jungfraubahn Holding AG; and
·  HyperFeed, which became a subsidiary in 2003. HyperFeed is a leading provider of ticker plant technologies, data

distribution, smart order routing, and managed data services to the financial community.

RESULTS OF OPERATIONS--THREE MONTHS ENDED MARCH 31, 2006 AND 2005

Shareholders’ Equity
At March 31, 2006, PICO had shareholders’ equity of $302.2 million ($22.77 per share), compared to $300.9 million
($22.67 per share) at December 31, 2005, and $240.4 million ($19.44 per share) at March 31, 2005. Book value per
share increased by $0.10, or 0.4%, during the first quarter of 2006.

The $1.4 million increase in shareholders’ equity during the first quarter of 2006 primarily resulted from the quarter’s
$7.2 million in net income, partially offset by a $5.6 million net reduction in unrealized appreciation in investments,
from $66.1 million at December 31, 2005 to $60.5 million at March 31, 2006.

Comprehensive Income
In accordance with Statement of Financial Accounting Standards No. 130, “Reporting Comprehensive Income,” PICO
reports comprehensive income as well as net income from the Condensed Consolidated Statement of Operations.
Comprehensive income measures changes in shareholders’ equity, and includes unrealized items which are not
recorded in the Consolidated Statement of Operations, for example, foreign currency translation and the change in
investment gains and losses on available-for-sale securities.

During the first quarter of 2006, PICO recorded comprehensive income of $1.3 million, consisting of the quarter’s $7.2
million in net income, which was partially offset by a $5.6 million net decrease in unrealized appreciation in
investments and a foreign currency translation loss of $281,000.

For the first quarter of 2005, PICO recorded comprehensive income of $517,000, principally represented by the $7.7
million net increase in unrealized appreciation in investments, which was partially offset by a foreign currency
translation loss of $184,000 and the $7 million net loss.

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

19



Net Income (Loss)
For the first quarter of 2006, PICO reported net income of $7.2 million ($0.54 per share), consisting of $7.1 million
($0.53 per share) in income from continuing operations and income from discontinued operations of $165,000
after-tax ($0.01 per share). The $7.1 million net income from continuing operations primarily consisted of $10.7
million in income before taxes and minority interest, partially offset by an income tax provision of $3.7 million.

PICO reported a net loss of $7 million ($0.56 per share) for the first quarter of 2005, consisting of a $6.9 million
($0.56 per share) loss from continuing operations and a loss from discontinued operations of $23,000 after-tax ($0.00
per share). The $6.9 million net loss from continuing operations consisted of a $10.8 million loss before income taxes
and minority interest, partially offset by an income tax benefit of $3 million and minority interest of $832,000.

Segment revenues and income (loss) before taxes and minority interest for the first quarter of 2006 and 2005 were:

Three Months Ended March 31,
2006 2005

Revenues:
Water Resource and Water
Storage Operations

$ 308,000 $ 407,000

Real Estate Operations in
Nevada

1,765,000 2,367,000

Business Acquisitions and
Financing

8,973,000 1,862,000

Insurance Operations in Run
Off

7,200,000 2,591,000

HyperFeed Technologies 999,000 889,000
Total Revenues $19,245,000 $8,116,000

Income (Loss) Before Taxes
and Minority Interest:
Water Resource and Water
Storage Operations

$(1,179,000) $( 1,518,000)

Real Estate Operations in
Nevada

927,000 1,239,000

Business Acquisitions and
Financing

6,747,000 (11,048,000)

Insurance Operations in Run
Off

6,801,000 2,253,000

HyperFeed Technologies (2,572,000) ( 1,700,000)
Income (Loss) Before Taxes
and Minority Interest

$10,724,000 $(10,774,000)

The principal causes of the $11.1 million year over year increase in revenues were:
·  $7.1 million higher revenues in the Business Acquisitions and Financing segment, primarily due to a $6.6 million

increase in net realized gains on the sale of investments; and
·  $4.6 million higher revenues in the Insurance Operations in Run Off segment, primarily due to a $4.6 million

increase in net realized gains on the sale of investments.

The $21.5 million year over year improvement in income (loss) before taxes and minority interest principally resulted
from:
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·  a $17.8 million improvement in the Business Acquisitions and Financing segment result, primarily due to a $6.6
million increase in net realized gains on the sale of investments, and the recording of a $9.9 million expense related
to Stock Appreciation Rights (“SAR”) in 2005, which did not recur in 2006; and

·  a $4.5 million increase in the Insurance Operations in Run Off segment, primarily due to a $4.6 million increase in
net realized gains on the sale of investments

9
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WATER RESOURCE AND WATER STORAGE OPERATIONS

Three Months Ended March 31,
2006 2005

Revenues:
Sale  o f  Land  and  Water
Rights

$ 28,000 $152,000

Lease of Water 21,000 19,000
Lease of Agricultural Land 20,000 129,000
Interest 307,000 53,000
Other ( 68,000) 54,000
Segment Total Revenues $308,000 $407,000

Expenses:
Cost  of  Land and Water
Rights Sold

$ ( 9,000) $ (72,000)

D e p r e c i a t i o n  a n d
Amortization

(266,000) (316,000)

Interest (129,000)
Project Expenses (724,000) (944,000)
Overhead Expenses (488,000) (464,000)
Segment Total Expenses $(1,487,000) $(1,925,000)
Loss Before Tax $(1,179,000) $(1,518,000)

Water Resource and Water Storage Operations are primarily conducted through Vidler Water Company.

Over the past 5 years, several large sales of water rights and land have generated the bulk of Vidler’s revenues. Since
the date of closing determines the accounting period in which the sales revenues and gross margin are recorded,
Vidler’s reported revenues and income fluctuate from quarter to quarter depending on the date when specific
transactions close. Consequently, sales of water rights and land for any individual quarter are not indicative of likely
revenues for future quarters or the full financial year.

In the first quarter of 2006, Vidler’s revenues totaled $308,000. The largest revenue item was $307,000 of interest
earned from the temporary investment of surplus funds in money market funds and corporate bonds maturing in 2006
and 2007. After operating expenses of $1.5 million, Vidler generated a loss before taxes of $1.2 million for the first
quarter of 2006.

In the first quarter of 2005, Vidler’s revenues were $407,000. The largest revenue items were $152,000 from the sale
of water rights in Colorado, and $129,000 from the lease of agricultural land. After operating expenses of $1.9
million, Vidler generated a loss before taxes of $1.5 million for the first quarter of 2005.

Revenues decreased $99,000 year over year, primarily due to lower revenues from the sale of land and water rights,
and leasing agricultural land. This was partially offset by a $254,000 increase in interest earned, year over year.

Operating expenses decreased by $438,000 year over year. This was principally due to year over year decreases of
$220,000 in Project Expenses, and $129,000 in Interest.
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Project Expenses were $724,000 in the first quarter of 2006, and $944,000 in the first quarter of 2005. Project
Expenses consist of costs related to the development of existing water resources, such as maintenance and
professional fees. Project expenses are recorded as expenses as incurred, and could fluctuate from period to period
depending on activity regarding Vidler’s various water resource projects. Costs related to the development of water
resources which meet the criteria to be recorded as assets in our financial statements are capitalized to the cost of the
asset, and amortized against matching revenues once revenues are generated. Project expenses principally relate to:

·  the operation and maintenance of the Vidler Arizona Recharge Facility;
·  the development of water rights in the Tule Desert groundwater basin (part of the Lincoln County agreement);

·  the utilization of water rights at Fish Springs Ranch as future municipal water supply for the north valleys of Reno,
Nevada area; and

·  the operation of Fish Springs Ranch, and maintenance of the associated water rights.

Overhead Expenses were $488,000 in the first quarter of 2006, and $464,000 in the first quarter of 2005. Overhead
Expenses consist of costs which are not related to the development of specific water resources, such as salaries and
benefits, rent, and audit fees.

REAL ESTATE OPERATIONS IN NEVADA

Three Months Ended March
31,

2006 2005
Revenues:
Sale of Land $1,228,000 $2,003,000
Lease and Royalty 145,000 145,000
Interest and Other 392,000 219,000
Segment Total Revenues $1,765,000 $2,367,000

Expenses:
Cost of Land Sales $ (371,000) $ (669,000)
Operating Expenses (467,000) (459,000)
Segment Total Expenses $ (838,000) $(1,128,000)
Income Before Tax $ 927,000 $1,239,000

Real Estate Operations in Nevada are primarily conducted through Nevada Land and Resource Company, LLC.

Nevada Land recognizes revenue from land sales, and the resulting gross profit or loss, when the sales transactions
close. On closing, the entire sales price is recorded as revenue, and a gross margin is recognized depending on the cost
basis attributed to the land which was sold. Since the date of closing determines the accounting period in which the
sales revenue and gross margin are recorded, Nevada Land’s reported revenues and income fluctuate from period to
period, depending on the dates when specific transactions close, and land sales revenues for any individual quarter are
not necessarily indicative of likely full-year revenues.

For the first quarter of 2006, segment total revenues were $1.8 million. Nevada Land sold approximately 14,363 acres
of land for $1.2 million. The average sales price was $85 per acre, and our average basis in the land sold was $26 per
acre. The gross margin on land sales was $857,000, which represents a gross margin percentage of 69.8%. Lease and
royalty revenues were $145,000, and interest and other revenues contributed $392,000. After operating expenses of
$467,000, Nevada Land generated income of $927,000.

In the first quarter of 2005, segment total revenues were $2.4 million. Nevada Land sold approximately 21,826 acres
of land for $2 million. The average sales price was $92 per acre, and our average basis in the land sold was $31 per
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acre. The gross margin on land sales was $1.3 million, which represents a gross margin percentage of 66.6%. Lease
and royalty revenues were $145,000, and interest and other revenues contributed $219,000. After operating expenses
of $459,000, Nevada Land recorded income of $1.2 million.

The segment result decreased by $312,000 year over year, principally due to a $476,000 lower gross margin from land
sales year over year, which was partially offset by a $173,000 increase in interest and other revenues year over year.
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BUSINESS ACQUISITIONS AND FINANCING

Three Months Ended March 31,
2006 2005

Revenues:
Realized Gains On Sale Of
Holdings

$8,157,000 $1,554,000

Investment Income 715,000 260,000
Other 101,000 48,000
Segment Total Revenues $8,973,000 $1,862,000

Expenses:
SAR $( 9,878,000)
Other $(2,226,000) ( 3,032,000)
Segment Total Expenses $(2,226,000) $(12,910,000)
Income (Loss) Before Tax $6,747,000 $(11,048,000)

This segment contains businesses, interests in businesses, and other parent company assets. Revenues and results in
this segment vary considerably from period to period, primarily due to fluctuations in net realized gains or losses on
the sale of investments, and are not necessarily comparable from year to year.

The largest holding in this segment is Jungfraubahn Holding AG, which has a market value and carrying value of
$44.4 million (before taxes) at March 31, 2006.

For the first quarter of 2006, Business Acquisitions and Financing segment revenues were $9 million. Realized gains
on the sale of holdings were $8.2 million, primarily represented by gains of $6.8 million on the sale of our holding in
Anderson-Tully Company, and $986,000 on the sale of part of our holding in Raetia Energie AG. Investment income
was $715,000, and other revenues were $101,000. After segment expenses of $2.2 million, the segment reported
income before taxes of $6.7 million for the first quarter of 2006.

Anderson-Tully Company was a timber Real Estate Investment Trust (“REIT”), which owned approximately 325,000
acres of high-quality timberlands in the southeastern United States. During 2003 and 2004, we accumulated almost
10% of Anderson-Tully at an average cost of approximately $242,000 per share. Anderson-Tully was recently
acquired for approximately $466,000 per share.

In the first quarter of 2005, Business Acquisitions and Financing segment revenues were $1.9 million. Net realized
gains were $1.6 million, including gains of $903,000 from sale of holdings in Raetia Energie AG, $508,000 from the
sale of Keweenaw Land Association, Limited, and $294,000 on the sale of two unrelated foreign stocks. The realized
gains were partially offset by a $151,000 charge for other-than-temporary impairment of our holding in another
foreign stock to reflect the cumulative decline in the market value of the security since its purchase in 2003 through
March 31, 2005. Investment income was $260,000, and other revenues were $48,000. After segment expenses of
$12.9 million, including SAR expense of $9.9 million, the segment reported a loss before taxes of $11 million for the
first quarter of 2005.

The expenses recorded in this segment primarily consist of holding company costs which are not allocated to our other
segments, for example, rent for our head office.
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Our interests in Swiss public companies are held by Global Equity AG, a wholly owned subsidiary which is
incorporated in Switzerland. Part of Global Equity AG’s funding comes from a loan from PICO, which is denominated
in Swiss Francs. Under GAAP, we are required to record a benefit (expense) through the statement of operations to
reflect fluctuation in the exchange rate between Swiss Francs and the U.S. dollar during the accounting period,
although there is no net impact on shareholders’ equity before related tax effects. A benefit of $244,000 was recorded
in PICO’s statement of operations in the first quarter of 2006, compared to a $1.2 million expense in the first quarter of
2005

In 2005, segment expenses included those related to the PICO Holdings, Inc. Stock Appreciation Rights (“SAR”)
Program. Under the SAR Program, the change in the “in the money” amount (i.e., the difference between the market
value of PICO stock and the exercise price of the SAR) of SAR outstanding during each quarter was recorded through
the consolidated statement of operations. An increase in the “in the money” amount of SAR (i.e., if the price of PICO
stock rises during the quarter) was recorded as an expense. Substantially, all of the 2005 $9.9 million SAR expense
resulted from the $5.14 per share increase in the PICO stock price during the first quarter of 2005. The SAR Program
was amended in the third quarter of 2005, and the spread value of the SAR outstanding was monetized based on the
last sale price of PICO stock on September 21, 2005.

During the fourth quarter of 2005, the Company’s shareholders approved the PICO Holdings, Inc. 2005 Long Term
Incentive Plan (“2005 Plan”), and 2,185,965 stock-based SAR, with an exercise price of $33.76, were issued to various
of the Company’s officers, employees, and non-employee Directors. When stock-based SAR are exercised, new shares
of stock will be issued to the participant to satisfy the spread value of the SAR being exercised. No expense was
recorded in the first quarter of 2006 related to the 2005 Plan, as all of the stock-based SAR that have been granted are
fully vested.

During the first quarter of 2006, PICO entered into a secured convertible promissory note agreement with our
subsidiary, HyperFeed Technologies, Inc. The maximum amount that can be borrowed under the note is $10 million.
The principal outstanding on the note was $4.2 million at March 31, 2006. Interest is payable on the outstanding
balance at the prime rate plus 2.75%, and PICO has the right to convert all or part of the amount due into HyperFeed
common stock. The conversion price is the lower of either $1.05, or 80% of the 5-day moving average price of
HyperFeed common stock on the conversion date. In the attached consolidated financial statements, the principal and
interest owing from HyperFeed to PICO are eliminated on consolidation.

INSURANCE OPERATIONS IN RUN OFF

Three Months Ended March
31,

2006 2005
Revenues:
Investment Income $ 671,000 $665,000
Realized Investment Gains 6,529,000 1,926,000
Segment Total Revenues $7,200,000 $2,591,000

Expenses:
Operating and Underwriting
Expenses

(399,000) (338,000)

Segment Total Expenses $(399,000) $(338,000)

Income Before Taxes:
P h y s i c i a n s  I n s u r a n c e
Company of Ohio

$5,293,000 $2,166,000
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Citation Insurance Company 1,508,000 87,000
Segment Income Before Tax $6,801,000 $2,253,000

This segment consists of Physicians Insurance Company of Ohio and Citation Insurance Company. Both Physicians
and Citation are in “run off.” This means that the companies are handling and resolving claims on expired policies, but
not writing new business.

Typically, most of the revenues of a “run off” insurance company come from investment income, which is expected to
decline over time as fixed-income securities mature or are sold to provide the funds to pay claims and expenses. The
Insurance Operations in Run Off segment generated total revenues of $7.2 million in the first quarter of 2006,
compared to $2.6 million in the first quarter of 2005. Investment income was $671,000 in the first quarter of 2006,
compared to $665,000 in the first quarter of 2005. Realized investment gains were $6.5 million in the first quarter of
2006, compared to $1.9 million in the first quarter of 2005. The 2006 realized gains included $6.1 million from the
sale of our holdings in two unrelated domestic stocks, and $385,000 on the sale or partial sale of four unrelated
foreign stocks.

Operating and underwriting expenses were $399,000 in the first quarter of 2006, compared to $338,000 in the first
quarter of 2005. Consequently, segment income increased from $2.3 million in the first quarter of 2005 to $6.8 million
in the first quarter of 2006.

On February 7, 2005, we reported on Schedule 13G that Physicians and Citation own a total of 310,000 common
shares of Consolidated-Tomoka Land Co. (Amex: CTO), representing approximately 5.5% of CTO.
Consolidated-Tomoka owns approximately 12,000 acres of land in and around Daytona Beach, Florida, and a
portfolio of income properties in the southeastern United States. The investment was purchased between September
2002 and February 2004 at a cash cost of $6.5 million, or approximately $20.90 per CTO share. At March 31, 2006,
the market value and carrying value of the investment was $19.3 million (before taxes).

Physicians Insurance Company of Ohio
During the first quarter of 2006, Physicians generated total revenues of $5.5 million, including realized gains of $5
million. Operating and underwriting expenses were $205,000, resulting in income before taxes of $5.3 million. During
the first quarter of 2005, Physicians generated total revenues of $2.4 million, including realized gains of $1.9 million.
Operating and underwriting expenses were $191,000, resulting in income before taxes of $2.2 million.

At March 31, 2006, Physicians’ loss and loss adjustment reserves were $11.7 million, net of reinsurance, compared to
$11.9 million at December 31, 2005. Reserves decreased by $113,000 during the quarter due to the payment of losses
and loss adjustment expenses. No unusual trends in claims were noted during the quarter.

Physicians Insurance Company of Ohio--Loss And Loss Adjustment Expense Reserves (In
Millions)

March 31, 2006 December 31, 2005
Direct Reserves $12.7 $12.9
Ceded Reserves ( 1.0) ( 1.0)
Net Medical Professional Liability Insurance
Reserves

$11.7 $11.9

Citation Insurance Company
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For the first quarter of 2006, Citation generated revenues of $1.7 million, including realized gains of $1.5 million.
After operating and underwriting expenses of $195,000, Citation reported income before taxes of $1.5 million. For the
first quarter of 2005, Citation generated revenues of $234,000. After operating and underwriting expenses of
$147,000, Citation reported income before taxes of $87,000.

At March 31, 2006, Citation’s claims reserves were $18.3 million, net of reinsurance, consisting of $6.2 million in net
property and casualty insurance reserves and $12.1 million in net workers’ compensation reserves. At December 31,
2005, Citation’s claims reserves were $18.9 million, net of reinsurance, consisting of $6.4 million in net property and
casualty insurance reserves and $12.5 million in net workers’ compensation reserves. There were no unusual trends in
claims during the quarter.

During the first quarter of 2006, Citation’s net property and casualty insurance reserves declined by $312,000, due to
the payment of direct losses (i.e., claims) and loss adjustment expenses.

During the first quarter of 2006, Citation’s net workers’ compensation reserves declined by $349,000 due to the
payment of $615,000 in direct losses and loss adjustment expenses, partially offset by the recovery of approximately
$266,000 from reinsurance companies.

Citation Insurance Company--Loss and Loss Adjustment Expense Reserves
(In Millions)

March 31,
2006

December
31, 2005

Property  and Casualty
Insurance
Direct Reserves $7.9 $8.2
Ceded Reserves (1.7) (1.8)
Net Property and Casualty
Insurance Reserves

$6.2 $6.4

Workers’ Compensation
Insurance
Direct Reserves $24.9 $25.6
Ceded Reserves (12.8) (13.1)
Net Workers’ Compensation
Insurance Reserves

$12.1 $12.5

Total Reserves $18.3 $18.9
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HYPERFEED TECHNOLOGIES

Three Months Ended March 31,
2006 2005

Revenues:
Service $999,000 $889,000
Segment Total Revenues $999,000 $889,000

Expenses:
Cost of service $ (447,000) $ (283,000)
D e p r e c i a t i o n  a n d
amortization

(161,000) (213,000)

Other (2,963,000) (2,093,000)
Segment Total Expenses $(3,571,000) $(2,589,000)
Segment Loss Before Taxes
and Minority Interest

$(2,572,000) $(1,700,000)

During the first quarter of 2006, HyperFeed generated $999,000 in revenues. Service revenues were $999,000 and the
costs of service were $447,000, resulting in gross margin of $552,000. After the deduction of $3.1 million in other
operating expenses, HyperFeed generated a segment loss before taxes and minority interest of $2.6 million.

During the first quarter of 2005, HyperFeed generated $889,000 in revenues. Service revenues were $889,000 and the
costs of service were $283,000, resulting in gross margin of $606,000. After the deduction of $2.3 million in other
operating expenses, HyperFeed generated a segment loss before taxes and minority interest of $1.7 million.

DISCONTINUED OPERATIONS

During 2003, HyperFeed sold two businesses, which are now recorded as discontinued operations: its retail trading
business sold in the second quarter of 2003, and its consolidated market data feed customers sold in the fourth quarter
of 2003. The discontinued operations of HyperFeed generated income of $165,000 after-tax in the first quarter of
2006, compared to an after-tax loss of $23,000 in the first quarter of 2005.

LIQUIDITY AND CAPITAL RESOURCES--THREE MONTHS ENDED MARCH 31, 2006 AND 2005

PICO’s assets primarily consist of our operating subsidiaries, holdings in other public companies, marketable
securities, and cash and cash equivalents. On a consolidated basis, the Company had $53.7 million in cash and cash
equivalents at March 31, 2006, compared to $37.8 million at December 31, 2005, and $15.3 million at March 31,
2005.

Our cash flow position fluctuates depending on the requirements of our operating subsidiaries for capital, and activity
in our insurance company investment portfolios. Our primary sources of funds include cash balances, cash flow from
operations, the sale of holdings, and--potentially--the proceeds of borrowings or offerings of equity and debt. 
Currently, Management believes cash balances and cash flows are adequate to service existing debt and fund
operations for the next twelve months.

In broad terms, the cash flow profile of our principal operating subsidiaries is:
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·  As Vidler’s water assets are monetized, Vidler is generating free cash flow as receipts from the sale of water rights
and land have overtaken maintenance capital expenditure, financing costs, and operating expenses;

·  Nevada Land is actively selling land which has reached its highest and best use. Nevada Land’s principal sources of
cash flow are the proceeds of cash sales, and collections of principal and interest on sales contracts where Nevada
Land has provided vendor financing. These receipts and other revenues exceed Nevada Land’s operating costs, so
Nevada Land is generating strong cash flow;

·  Investment income more than covers the operating expenses of the “run off” insurance companies, Physicians and
Citation. The funds to pay claims are coming from the maturity of fixed-income securities, the realization of
fixed-income investments and stocks held in their investment portfolios, and recoveries from reinsurance
companies; and

·  HyperFeed maintains its own cash and cash equivalent balances, and borrowings. At March 31, 2006, HyperFeed
had $256,000 in cash and cash equivalents, and no external borrowings. PICO has extended a $10 million secured
convertible promissory note to HyperFeed, on which $4.2 million was drawn at March 31, 2006. See “Business
Acquisitions and Financing” segment in Item 2, “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” above.

The Departments of Insurance in Ohio and California prescribe minimum levels of capital and surplus for insurance
companies, set guidelines for insurance company investments, and restrict the amount of profits which can be
distributed as dividends. Typically, our insurance subsidiaries structure the maturity of fixed-income securities to
match the projected pattern of claims payments. When interest rates are at very low levels, to insulate the capital value
of the bond portfolios against a decline in value which would be brought on by a future increase in interest rates, the
bond portfolios may have a shorter duration than the projected pattern of claims payments.

As shown in the Condensed Consolidated Statements of Cash Flow, cash and cash equivalents increased by $15.9
million in the first quarter of 2006, compared to a $2.1 million decrease in the first quarter of 2005.

During the first quarter of 2006, cash of $15.9 million was used in Operating Activities, compared to cash of $3.7
million used in the first quarter of 2005. The principal uses of cash in 2006 and 2005 include operating expenses at
Vidler, the payment of claims by Citation and Physicians, and group overhead.

Included in 2006 operating cash flows are purchases of water inventory of $2 million, claims payouts of $1 million
and payment of approximately $8 million of incentive compensation earned in 2005 and income tax payments of $2
million.

Included in 2005 operating cash flows is the collection of approximately $1.4 million in principal on collateralized
notes receivable related to Vidler’s sale of assets at Big Springs Ranch and West Wendover in 2003.

Investing Activities provided $32.5 million of cash in the first quarter of 2006, and provided $346,000 of cash in the
first quarter of 2005. The 2006 investing cash flows principally represented cash inflows of $17.7 million from the
sale of stocks and $26.2 million from the maturity of fixed-income securities, which were partially offset by the
purchase of $5 million of stocks and $3.3 million of bonds. The 2005 investing cash flows principally represented
cash inflows of $5.8 million from the sale of stocks and $611,000 from the sale or maturity of fixed-income securities,
which were partially offset by the purchase of $3.1 million of stocks and $2.3 million of bonds.

Financing Activities used $498,000 of cash in the first quarter of 2006 and $7,000 in the first quarter of 2005,
primarily due to a reduction in net borrowings.
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Construction of a pipeline to convey water from the Fish Springs Ranch to a storage tank in northern Reno has begun.
The total cost of the pipeline project is estimated to be in the $65 million to $70 million range, which will be outlaid
over the next 12 to 24 months. As of March 31, 2006, approximately $1.9 million of costs related to the design and
construction of the Fish Springs Ranch pipeline project had been capitalized. Vidler has commitments for future
capital expenditure amounting to approximately $16.4 million, and is in the process of obtaining additional bids for
the remaining construction. 

In May 2006, we completed a private placement of 2.6 million shares of newly issued PICO common stock with two
institutional investors at $30 per share generating $71.4 million in net proceeds after placement fees. The funds are
intended to be used for the completion of the design and construction of the Fish Springs Ranch pipeline project

Share Repurchase Program

In October 2002, PICO’s Board of Directors authorized the repurchase of up to $10 million of PICO common stock.
The stock purchases may be made from time to time at prevailing prices through open market or negotiated
transactions, depending on market conditions, and will be funded from available cash.

As of March 31, 2006, no stock had been repurchased under this authorization.
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Risk Factors

The following information sets forth factors that could cause our actual results to differ materially from those
contained in forward-looking statements we have made in this quarterly report 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-Q 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. The risks described below are not the only ones we face. Additional risks
not presently known to us, or that we currently deem immaterial, may also impair our business operations. For a
more detailed discussion of the factors that could cause actual results to differ, see the Risk Factors section in our
Annual Report on Form 10-K filed with the Securities and Exchange Commission on March 10, 2006.

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

The water rights held by us and the transferability of these rights to other uses and places of use are governed by the
laws concerning water rights in the states of Arizona, Colorado and Nevada. 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. As a result, the amounts of acre-feet anticipated from the water
rights applications or permitted rights do 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. Legal
impediments may exist to the sale or transfer of some of these water rights, which in turn may affect their commercial
value. If we were unable to transfer or sell our water rights, we may lose some or all of our value in our water rights
acquisitions.

Water we lease or sell may be subject to regulation as to quality by the United States Environmental Protection
Agency acting pursuant to the federal 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
rights.

Our future water revenues are uncertain and depend on a number of factors, which may make our revenue
streams and profitability volatile.

We engage in various water rights acquisitions, management, development, and sale and lease activities. Accordingly,
our long-term future profitability will primarily be dependent on our ability to develop and sell or lease water and
water rights, and will be affected by various factors, including timing of acquisitions, transportation arrangements, and
changing technology. To the extent we possess junior or conditional water rights, such rights may be subordinated to
superior water right holders in periods of low flow or drought.

In addition to the risk of delays associated with receiving all necessary regulatory approvals and permits, we may also
encounter unforeseen technical difficulties which could result in construction delays and cost increases with respect to
our water resource and water storage development projects.

Our profitability is significantly affected by changes in the market price of water. In the future, water prices may
fluctuate widely as demand is affected by climatic, demographic and technological factors.
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Our water activities may become concentrated in a limited number of assets, making our growth and
profitability vulnerable to fluctuations in local economies and governmental regulations.

In the future, we anticipate that a significant amount of Vidler’s revenues and asset value will come from a limited
number of assets, including our water rights in Nevada and Arizona and the Vidler Arizona Recharge Facility.
Although we continue to acquire and develop additional water assets, in the foreseeable future we anticipate that our
revenues will still be derived from a limited number of assets, primarily located in Arizona and Nevada.

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

The transfer of water rights from one use to another may affect the economic base of a community and will, in some
instances, be met with local opposition. Moreover, certain of the end users of our water rights, namely municipalities,
regulate the use of water in order to manage growth. If we are unable to effectively transfer water rights, our liquidity
will suffer and our revenues would decline.

The fair values of our real estate and water assets are linked to external growth factors.

The real estate and water assets we hold have fair values that are significantly affected by the growth in population
and the general state of the local economies where our real estate and water assets are located, primarily in the states
of Arizona and Nevada.  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 and the fair value of the
secured property may be affected by the factors noted above. Accordingly, such defaults and declines in market values
may have an adverse effect on our business, financial condition, and the results of operations and cash flows.

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

We invest in businesses that we believe are undervalued or that will benefit from additional capital, restructuring of
operations or improved competitiveness through operational efficiencies. If a business in which we invest 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, our failure to successfully locate, select and manage acquisition and
investment opportunities could have a material adverse effect on our business, financial condition, the results of
operations and cash flows. Such business failures, declines in fair values, and/or failure to successfully locate, select
and manage acquisitions or investments could result in an inferior return on shareholders’ equity. We could also lose
part or all of our capital in these businesses and experience reductions in our net income, cash flows, assets and
shareholders’ equity.

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
information technologies, research and development, sales and marketing, operations, and finance. These efforts result
in additional expenses and involve significant amounts of management’s time. To successfully manage newly acquired
companies, we must, among other things, continue to attract and retain key management and other personnel. The
diversion of the attention of management 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 into our operations successfully, we may be unable to achieve
our strategic goals and the value of your investment could suffer.
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Our acquisitions may not achieve expected rates of return, and we may not realize the value of the funds we
invest.

We will continue to make selective acquisitions, and endeavor to enhance and realize additional value to these
acquired companies through our influence and control. You will be relying on the experience and judgment of
management to locate, select and develop new acquisition and investment opportunities. 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 at the time of the acquisition, which could have a material adverse effect on us.

We do not know of any reliable statistical data that would enable us to predict the probability of success or failure of
our acquisitions and investments, or to predict the availability of suitable investments at the time we have available
cash. We may not be able to find sufficient opportunities to make this business strategy successful. 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. We have made a number of
acquisitions in the past that have been highly successful, and we have also made acquisitions that have lost either part
or all of the capital invested. Our ability to achieve an acceptable rate of return on any particular investment is subject
to a number of factors which are beyond our control, including increased competition and loss of market share, quality
of management, cyclical or uneven financial results, technological obsolescence, foreign currency risks and regulatory
delays.

We may make acquisitions and investments that may yield low or negative returns for an extended period of
time, which could temporarily or permanently depress our return on shareholders’ equity.

We generally make acquisitions and investments that tend to be long term in nature. 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. We may not be able to
develop acceptable revenue streams and investment returns. We may lose part or all of our investment in these assets.
The negative impacts on cash flows, income, assets and shareholders’ equity may be temporary or permanent. We
make acquisitions for the purpose of enhancing and realizing additional value by means of appropriate levels of
shareholder influence and control. This may involve restructuring of the financing or management of the entities in
which we invest and initiating or facilitating mergers and acquisitions. These processes 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 for an extended period of time until we are able to develop the
potential of these acquisitions and investments and increase the revenues, profits and/or values of these acquisitions..
Ultimately, however, we may not be able to develop the potential of these assets that we originally anticipated.

We may not be able to sell our investments when it is advantageous to do so and we may have to sell these
investments at a discount to fair value.

No active market exists for some of the companies in which we invest. We acquire stakes in private companies that
are not as liquid as investments in public companies. Additionally, some of our acquisitions may be in restricted or
unregistered stock of U.S. public companies. Moreover, even our investments for which there is an established market
are subject to dramatic fluctuations in their market price. These illiquidity factors may affect our ability to divest some
of our acquisitions and could affect the value that we receive for the sale of such investments.

Our acquisitions of and investments in foreign companies subject us to additional market and liquidity risks
which could affect the value of our stock.
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We have acquired, and may continue to acquire, shares of stock in foreign public companies. Typically, these foreign
companies are not registered with the SEC and regulation of these companies is under the jurisdiction of the relevant
foreign country. The respective foreign regulatory regime may limit our ability to obtain timely and comprehensive
financial information for the foreign companies in which we have invested. In addition, if a foreign company in which
we invest were to take actions which could be deleterious to its shareholders, foreign 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 foreign investments, or to realize the full fair value of our foreign investments. In addition,
investments in foreign 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 domestic and foreign tax jurisdictions, we may have to pay tax in
both the U.S. and in foreign countries, and we may be unable to offset any U.S. tax liabilities with foreign tax credits.
If we are unable to manage our foreign tax issues efficiently, our financial condition and the results of operations and
cash flows could be adversely affected.

If we underestimate the amount of insurance claims, our financial condition could be materially misstated and
our financial condition could suffer.

Our insurance subsidiaries may not have established reserves that are adequate to meet the ultimate cost of losses
arising from claims. It has been, and will continue to be, necessary for our insurance subsidiaries to review and make
appropriate adjustments to reserves for claims and expenses for settling claims. Inadequate reserves could have a
material adverse effect on our business, financial condition, and the results of operations and cash flows. Inadequate
reserves could cause our financial condition to fluctuate from period to period and cause our financial condition to
appear to be better than it actually is for periods in which insurance claims reserves are understated. In subsequent
periods when we discover the underestimation and pay the additional claims, our cash needs will be greater than
expected and our financial results of operations for that period will be worse than they would have been had our
reserves been accurately estimated originally.

The inherent uncertainties in estimating loss reserves are greater for some insurance products than for others, and are
dependent on various factors including:
· the length of time in reporting claims;
· the diversity of historical losses among claims;

· the amount of historical information available during the estimation process;
· the degree of impact that changing regulations and legal precedents may have on open claims; and

· the consistency of reinsurance programs over time.

Because medical malpractice liability, commercial property and casualty, and workers’ compensation claims may not
be completely paid off for several years, estimating reserves for these types of claims can be more uncertain than
estimating reserves for other types of insurance. As a result, precise reserve estimates cannot be made for several years
following the year for which reserves were initially established.  During the past several years, the levels of the
reserves for our insurance subsidiaries have been very volatile. We have had to significantly increase and decrease
these reserves in the past several years.

Furthermore, we have reinsurance agreements on all of our insurance books of business with reinsurance companies.
We base the level of reinsurance purchased on our direct reserves on our assessment of the overall direct underwriting
risk.  We attempt to ensure that we have acceptable net risk, but it is possible that we may underestimate the amount
of reinsurance required to achieve the desired level of net claims risk.

In addition, while we carefully review the credit worthiness of the companies we have reinsured part, or all, of our
initial direct underwriting risk with, our reinsurers could default on amounts owed to us for their portion of the direct
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insurance claim. Our insurance subsidiaries, as direct writers of lines of insurance, have ultimate responsibility for the
payment of claims, and any defaults by reinsurers may result in our established reserves not being adequate to meet
the ultimate cost of losses arising from claims.

Significant increases in the reserves may be necessary in the future, and the level of reserves for our insurance
subsidiaries may be volatile in the future. These increases or volatility may have an adverse effect on our business,
financial condition, and the results of operations and cash flows.

State regulators could require changes to our capitalization and/or to the operations of our insurance
subsidiaries, and/or place them into rehabilitation or liquidation.

Beginning in 1994, Physicians and Citation became subject to the provisions of the Risk-Based Capital for Insurers
Model Act which has been adopted by the National Association of Insurance Commissioners for the purpose of
helping regulators identify insurers that may be in financial difficulty. The Model Act contains a formula which takes
into account asset risk, credit risk, underwriting risk and all other relevant risks. Under this formula, each insurer is
required to report to regulators using formulas which measure the quality of its capital and the relationship of its
modified capital base to the level of risk assumed in specific aspects of its operations. The formula does not address
all of the risks associated with the operations of an insurer. The formula is intended to provide a minimum threshold
measure of capital adequacy by individual insurance company and does not purport to compute a target level of
capital. Companies which fall below the threshold will be placed into one of four categories: Company Action Level,
where the insurer must submit a plan of corrective action; Regulatory Action Level, where the insurer must submit
such a plan of corrective action, the regulator is required to perform such examination or analysis the Superintendent
of Insurance considers necessary and the regulator must issue a corrective order; Authorized Control Level, which
includes the above actions and may include rehabilitation or liquidation; and Mandatory Control Level, where the
regulator must rehabilitate or liquidate the insurer. All companies’ risk-based capital results as of December 31, 2005
exceed the Company Action Level.

If we are required to register as an investment company, then we will be subject to a significant regulatory
burden.

At all times we intend to conduct our business so as to avoid being regulated as an investment company under the
Investment Company Act of 1940. However, if we were required to register as an investment company, our ability to
use debt would be substantially reduced, and we would be subject to significant additional disclosure obligations and
restrictions on our operational activities. Because of the additional requirements imposed on an investment company
with regard to the distribution of earnings, operational activities and the use of debt, in addition to increased
expenditures due to additional reporting responsibilities, our cash available for investments would be reduced. The
additional expenses would reduce income. These factors would adversely affect our business, financial condition, and
the results of operations and cash flows.

We are directly impacted by international affairs, which directly exposes us to the adverse effects of any
foreign economic or governmental instability.

As a result of global investment diversification, our business, financial condition, the results of operations and cash
flows may be adversely affected by:
· exposure to fluctuations in exchange rates;
· the imposition of governmental controls;

· the need to comply with a wide variety of foreign and U.S. export laws;
· political and economic instability;

· trade restrictions;

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

36



· changes in tariffs and taxes;

· volatile interest rates;
· changes in certain commodity prices;

· exchange controls which may limit our ability to withdraw money;
· the greater difficulty of administering business overseas; and

· general economic conditions outside the United States.

Changes in any or all of these factors could result in reduced market values of investments, loss of assets, additional
expenses, reduced investment income, reductions in shareholders’ equity due to foreign currency fluctuations and a
reduction in our global diversification.

Because our operations are diverse, analysts and investors may not be able to evaluate us adequately, which
may negatively influence our share price.

PICO is a diversified holding company with operations in real estate and related water rights and mineral rights; water
resource development and water storage; insurance operations in run-off; and business acquisitions and financing.
Each of these areas is unique, complex in nature, and difficult to understand. In particular, the water resource business
is a developing industry within the western United States with very little historical data, very few experts and a limited
following of analysts. Because we are complex, analysts and investors may not be able to adequately evaluate our
operations and PICO in total. This could cause them to make inaccurate evaluations of our stock, or to overlook PICO,
in general. These factors could have a negative impact on the trading volume and price of our stock.

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 is expected to be, subject to fluctuations. The market
price of the common stock may be significantly impacted by:
· quarterly variations in financial performance and condition;
· shortfalls in revenue or earnings from levels forecast by securities analysts;

· changes in estimates by such analysts;
· product introductions;

· our competitors’ announcements of extraordinary events such as acquisitions;
· litigation; and

· general economic conditions.

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. At
March 31, 2006, the closing price of our common stock on the NASDAQ National Market was $32.89 per share,
compared to $15.67 at December 31, 2003. On a quarterly basis between these two dates, closing prices have ranged
from a high of $35.35 to a low of $15.31.

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.
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We may not be able to retain key management personnel we need to succeed, which could adversely affect our
ability to make sound investment decisions.

We rely on the services of several key executive officers. If they depart, it could have a significant adverse effect.
Messrs. Langley and Hart, our Chairman and CEO, respectively, are key to the implementation of our strategic focus,
and our ability to successfully develop our current strategy is dependent upon our ability to retain the services of
Messrs. Langley and Hart.

We use estimates and assumptions in preparing financial statements in accordance with accounting principles
generally accepted in the United States of America.

The preparation of our financial statements in conformity with U.S. GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent liabilities at the date
of financial statements and the reported amount of revenues and expenses during the reporting period. We regularly
evaluate our estimates, which are based on historical experience and on various other assumptions that are believed to
be reasonable under the circumstances. The result of these evaluations forms the basis for making judgments about the
carrying values of assets and liabilities and the reported amount of revenues and expenses that are not readily apparent
from other sources. The carrying values of assets and liabilities and the reported amount of revenues and expenses
may differ by using different assumptions. In addition, in future periods, in order to incorporate all known experience
at that time, we may have to revise assumptions previously made which may change the value of previously reported
assets and liabilities. This potential subsequent change in value may have a material adverse effect on our business,
financial condition, and the results of operations and cash flows.

Repurchases of our common stock could have a negative effect on our cash flows and our stock price.

Our Board of Directors has authorized the repurchase of up to $10 million of our common stock. The stock purchases
may be made from time to time at prevailing prices though open market, or negotiated transactions, depending on
market conditions, and will be funded from available cash resources of the company. Such a repurchase program may
have a negative impact on our cash flows, and could result in market pressure to sell our common stock.

Future changes in financial accounting standards may cause adverse unexpected revenue fluctuations and
affect our reported results of operations.

A change in accounting standards could have a significant effect on our reported results and may even affect our
reporting transactions completed before the change is effective. New accounting pronouncements and varying
interpretations of pronouncements have occurred and may occur in the future. Changes to existing rules or the
questioning of current practices may adversely affect our reported financial results of the way we conduct our
business.

Compliance with changing regulation of corporate governance and public disclosure may result in additional
expenses.

Changing laws, regulations and standards relating to corporate governance and public disclosure, SEC regulations and
NASDAQ Stock Market rules, are creating uncertainty for companies such as ours. These new or changed laws,
regulations and standards are subject to varying interpretations in many cases due to their lack of specificity, and as a
result, their application in practice may evolve over time as new guidance is provided by regulatory and governing
bodies, which could result in continuing uncertainty regarding compliance matters and higher costs necessitated by
ongoing revisions to disclosure and governance practices. We are committed to maintaining high standards of
corporate governance and public disclosure. As a result, our efforts to comply with evolving laws, regulations and
standards have resulted in, and are likely to continue to result in, increased general and administrative expenses and a

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

38



diversion of management time and attention from revenue-generating activities to compliance activities. In particular,
our efforts to comply with Section 404 of the Sarbanes-Oxley Act of 2002 and the related regulations regarding our
required assessment of our internal controls over financial reporting and our external auditors’ audit of that assessment
has required the commitment of substantial financial and managerial resources. We expect these efforts to require the
continued commitment of significant resources. Further, our board members, chief executive officer, and chief
financial officer could face an increased risk of personal liability in connection with the performance of their duties.
As a result, we may have difficulty attracting and retaining qualified board members and executive officers, which
could harm our business. If our efforts to comply with new or changes laws, regulations, and standards differ from the
activities intended by regulatory or governing bodies due to ambiguities related to practice, our reputation could be
harmed.

Absence of dividends could reduce our attractiveness to investors.

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.

We may need additional capital in the future to fund the growth of our business, and financing may not be
available.

We currently anticipate that our available capital resources and operating income will be sufficient to meet our
expected working capital and capital expenditure requirements for at least the next 12 months. However, we cannot
assure you that such resources will be sufficient to fund the long-term growth of our business. We may raise
additional funds through public or private debt or equity financings if such financings become available on favorable
terms, but such financing may dilute our stockholders. We cannot assure you that any additional financing we 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, we may not be able to take advantage of unanticipated opportunities or otherwise respond to
competitive pressures. In any such case, our business, operating results or financial condition could be materially
adversely affected.

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, stockholders or customers could be very costly and substantially disrupt our
business. Disputes from time to time with such companies or individuals are not uncommon, and we cannot assure
that that we will always be able to resolve such disputes out of court or on terms favorable to us.

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 OPERATING RESULTS AND CASH
FLOWS AND BALANCES DIFFICULT OR NOT MEANINGFUL.
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Item 3: Quantitative and Qualitative Disclosure about Market Risk

PICO’s balance sheets include a significant amount of assets and liabilities whose fair value are subject to market risk.
Market risk is the risk of loss arising from adverse changes in market interest rates or prices. PICO currently has
interest rate risk as it relates to its fixed maturity securities and mortgage participation interests, equity price risk as it
relates to its marketable equity securities, and foreign currency risk as it relates to investments denominated in foreign
currencies. Generally, PICO’s borrowings are short to medium term in nature and therefore approximate fair value. At
March 31, 2006, PICO had $69.5 million of fixed maturity securities and mortgage participation interests, $173.3
million of marketable equity securities that were subject to market risk, of which $103.6 million were denominated in
foreign currencies, primarily Swiss francs. PICO’s investment strategy is to manage the duration of the portfolio
relative to the duration of the liabilities while managing interest rate risk.

PICO uses two models to report the sensitivity of its assets and liabilities subject to the above risks. For its fixed
maturity securities, and mortgage participation interests, PICO uses duration modeling to calculate changes in fair
value. The sensitivity analysis duration model calculates the price of a fixed maturity assuming a theoretical 100 basis
point increase in interest rates and compares that to the actual quoted price if the security. At March 31, 2006, the
model calculated a loss in fair value of $1.1 million. For its marketable securities, PICO uses a hypothetical 20%
decrease in the fair value to analyze the sensitivity of its market risk assets and liabilities. For investments
denominated in foreign currencies, PICO uses a hypothetical 20% decrease in the local currency of that investment.
Actual results may differ from the hypothetical results assumed in this disclosure due to possible actions taken by
management to mitigate adverse changes in fair value and because the fair value of securities may be affected by
credit concerns of the issuer, prepayment rates, liquidity, and other general market conditions. The hypothetical 20%
decrease in fair value of PICO’s marketable equity securities produced a loss in fair value of $34.7 million that would
impact the unrealized appreciation in shareholders’ equity, before the related tax effect. The hypothetical 20% decrease
in the local currency of PICO’s foreign denominated investments produced a loss of $18.3 million that would impact
the foreign currency translation in shareholders’ equity.

Item 4: Controls and Procedures

Under the supervision of and with the participation of our management, including our principal executive officer and
principal financial officer, we evaluated the effectiveness of our disclosure controls and procedures, as such term is
defined under Rules 13a-15(e) promulgated under the Securities Exchange Act of 1934, as amended. Based on this
evaluation, our principal executive officer and principal financial officer concluded that our disclosure controls and
procedures were effective as of the end of the period covered by this quarterly report. There were no material changes
in our internal controls over financial reporting for the three months ended March 31, 2006.

Part II: Other Information

Item 1: Legal Proceedings

The Company is subject to various litigation that arises in the ordinary course of its business. Based upon information
presently available, management is of the opinion that such litigation will not have a material adverse effect on the
consolidated financial position, results of operations or cash flows of the Company.

Item 1A: Risk Factors
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  A description of the risk factors associated with our business is included under “Risk Factors” in “Management’s
Discussion and Analysis of Financial Condition and Results of Operations”, contained in Item 2 of Part I of this report.
Such description includes any changes to and supersedes the description of the risk factors associated with our
business previously disclosed in Item 1 of our 2005 Annual Report on Form 10-K and is incorporated herein by
reference. There are no material changes to the risk factors described in our Form 10-K.

Item 2: Unregistered Sales of Equity Securities and Use of Proceeds

Item 3: Defaults Upon Senior Securities

None

Item 4: Submission of Matters to a Vote of Security Holders

None

Item 5: Other Information

None
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Item 6: Exhibits

Exhibit
Number  Exhibit Description

 3.1                 Amended and Restated Articles of Incorporation of
PICO.(1)

3.2 Amended and Restated By-laws of PICO. (2)
10.1 PICO Holdings, Inc. 2005 Long-Term Incentive Plan.(3)
10.4 Bonus Plan of Dorothy A. Timian-Palmer.(4)
10.5 Bonus Plan of Stephen D. Hartman.(4)
10.7 Employment Agreement of Ronald Langley.(5)
10.8 Employment Agreement of John R. Hart.(5)

10.9 Secured Convertible Promissory Note dated Mach 30,
2006 and accompanying Warrant (6)

31.1
Certification of Chief Executive Officer pursuant to Rule
13a-14(a)/15d-14(a) as adopted pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002.

31.2
Certification of Chief Financial Officer pursuant to Rule
13a-14(a)/15d-14(a) as adopted pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002.

32.1
Certification of Chief Executive Officer pursuant to 18
U.S.C. Section 1350 (Section 906 of the Sarbanes-Oxley
Act of 2002).

32.2
Certification of Chief Financial Officer pursuant to 18
U.S.C. Section 1350 (Section 906 of the Sarbanes-Oxley
Act of 2002).

(1) Incorporated by reference to exhibit of same number filed with Form 8-K dated
December 4, 1996 (File No. 000-18786).

(2) Filed as Appendix to the prospectus in Part I of Registration Statement on Form S-4
filed with the SEC on October 2, 1996 (File No. 333-06671).

(3) Incorporated by reference to Proxy Statement for Special Meeting of Shareholders on
December 8, 2005, dated November 8, 2005, and filed with the SEC on November 8,
2005 (File No. 033-36383).

(4) Incorporated by reference to Form 8-K filed with the SEC on February 25, 2005 (File
No. 033-36383).

(5) Incorporated by reference to exhibit of same number filed with Form 10-Q for the
quarterly period ended September 30, 2005 (File No. 033-36383).

(6) Incorporated by reference to Form 8-K filed with the SEC on March 31, 2006 (File
No. 033-36383).
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PICO HOLDINGS, INC. AND SUBSIDIARIES

SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

PICO HOLDINGS, INC.

Dated: May 9, 2006 By: /s/ Maxim C. W. Webb
Maxim C. W. Webb
Chief Financial Officer and Treasurer
(Principal Financial and Accounting Officer)
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