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Part I: Financial Information

Item I: Condensed Consolidated Financial Statements (Unaudited)

PICO HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS - UNAUDITED
(In thousands)

June 30,
2013

December 31,
2012

ASSETS
Cash and cash equivalents $67,440 $100,115
Investments ($46.6 million and $48.5 million measured at fair value at June 30,
2013, and December 31, 2012, respectively) 48,732 50,524

Notes and other receivables, net 18,716 10,487
Real estate and water assets, net 347,682 342,338
Property and equipment, net 124,907 128,654
Other assets 55,308 35,056
Total assets $662,785 $667,174

LIABILITIES AND SHAREHOLDERS’ EQUITY
Accounts payable and accrued expenses $33,260 $25,063
Deferred compensation 23,213 22,607
Debt 150,447 141,008
Total liabilities 206,920 188,678

Commitments and contingencies

Common stock, $0.001 par value; authorized 100,000 shares, 25,818
issued and 22,745 outstanding at June 30, 2013, and 25,807 issued and 22,734
outstanding at December 31, 2012.

26 26

Additional paid-in capital 528,767 526,591
Retained (deficit) earnings (17,470 ) 5,215
Accumulated other comprehensive loss (514 ) (2,014 )
Treasury stock, at cost (common shares: 3,073 in 2013 and 2012) (56,593 ) (56,593 )
Total PICO Holdings, Inc. shareholders’ equity 454,216 473,225
Noncontrolling interest in subsidiaries 1,649 5,271
Total shareholders’ equity 455,865 478,496
Total liabilities and shareholders’ equity $662,785 $667,174

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 AND COMPREHENSIVE INCOME OR
LOSS - UNAUDITED
(In thousands, except per share data)

Three Months
Ended

Three Months
Ended

Six Months
Ended

Six Months
Ended

June 30,
2013

June 30,
2012

June 30,
2013

June 30,
2012

REVENUES AND OTHER INCOME:
Sale of real estate and water assets $51,385 $1,441 $63,191 $4,985
Sale of canola oil and meal 44,913 9,640 84,469 9,640
Sale of software 5,597 9,247
Other income 3,312 1,469 5,107 3,610
Total revenues and other income 105,207 12,550 162,014 18,235

COST OF SALES:
Cost of real estate and water assets sold 38,219 1,060 46,272 3,370
Cost of canola oil and meal sold 45,136 7,762 85,741 7,762
Cost of software sold 632 1,933
Total cost of sales 83,987 8,822 133,946 11,132

EXPENSES:
Operating and other costs 24,880 12,615 45,056 21,503
Impairment loss on real estate and water assets 1,410 1,410
Interest 1,719 1,290 3,418 2,305
Depreciation and amortization 2,824 427 5,357 832
Total costs and expenses 114,820 23,154 189,187 35,772
Loss from continuing operations before income
taxes (9,613 ) (10,604 ) (27,173 ) (17,537 )

Provision (benefit) for federal, foreign, and state
income taxes (114 ) 125 (898 ) (1,073 )

Loss from continuing operations (9,499 ) (10,729 ) (26,275 ) (16,464 )
Loss from discontinued operations, net of income
taxes (5,224 ) (4,606 )

Net loss (9,499 ) (15,953 ) (26,275 ) (21,070 )
 Loss attributable to noncontrolling interests 1,790 520 3,590 741
Net loss attributable to PICO Holdings, Inc. $(7,709 ) $(15,433 ) $(22,685 ) $(20,329 )

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 AND COMPREHENSIVE INCOME OR
LOSS - UNAUDITED, CONTINUED
(In thousands, except per share data)

Three Months
Ended

Three Months
Ended

Six Months
Ended

Six Months
Ended

June 30,
2013

June 30,
2012

June 30,
2013

June 30,
2012

Other Comprehensive Income:
Net loss $(9,499 ) $(15,953 ) $(26,275 ) $(21,070 )
Other comprehensive income (loss), net of tax:
Unrealized appreciation (depreciation) on
available-for-sale securities 791 (645 ) 1,543 894

Foreign currency translation (279 ) 94 (43 ) 106
Total other comprehensive income (loss), net of
tax 512 (551 ) 1,500 1,000

Comprehensive loss (8,987 ) (16,504 ) (24,775 ) (20,070 )
Comprehensive loss attributable to noncontrolling
interests 1,790 520 3,590 741

Comprehensive loss attributable to PICO
Holdings, Inc. $(7,197 ) $(15,984 ) $(21,185 ) $(19,329 )

Net loss per common share – basic and diluted:
  Loss from continuing operations $(0.34 ) $(0.45 ) $(1.00 ) $(0.69 )
  Loss from discontinued operations (0.23 ) (0.20 )
Net loss per common share $(0.34 ) $(0.68 ) $(1.00 ) $(0.89 )
Weighted average shares outstanding 22,737 22,769 22,735 22,747

The accompanying notes are an integral part of the condensed consolidated financial statements.
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PICO HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY - UNAUDITED
SIX MONTHS ENDED JUNE 30, 2013 AND 2012 
(In thousands)

Shares of
Common
Stock
Outstanding

Common
Stock

Additional
Paid-in
Capital

Retained
Earnings
(Deficit)

Accumulated
Other
Comprehensive
Loss

Shares
of
Treasury
Stock

Treasury
Stock, at
Cost

Noncontrolling
Interest Total

Beginning balance,
January 1, 2013 25,807 $ 26 $526,591 $5,215 $ (2,014 ) 3,073 $(56,593) $ 5,271 $478,496

Stock-based
compensation
expense

1,896 1,896

Exercise of
restricted stock
units

11

Changes in
ownership of
noncontrolling
interest

280 (32 ) 248

Net loss (22,685 ) (3,590 ) (26,275 )
Unrealized
appreciation on
investments

1,543 1,543

Foreign currency
translation (43 ) (43 )

Ending balance,
June 30, 2013 25,818 $ 26 $528,767 $(17,470) $ (514 ) 3,073 $(56,593) $ 1,649 $455,865

Shares of
Common
Stock
Outstanding

Common
Stock

Additional
Paid-in
Capital

Retained
Earnings

Accumulated
Other
Comprehensive
Income
(Loss)

Shares
of
Treasury
Stock

Treasury
Stock, at
Cost

Noncontrolling
Interest Total

Beginning
balance, January
1, 2012

27,122 $27 $546,608 $34,288 $ (959 ) 4,417 $(78,152) $ 7,850 $509,662

  Stock-based
compensation
expense

1,980 1,980

  Exercise of
restricted stock
units

94 (1,019 ) 30 (667 ) (1,686 )

  Retirement of
PICO common
stock

(1,207 ) (1 ) (18,278 ) (1,207 ) 18,279

Net loss (20,329 ) (741 ) (21,070 )
Unrealized
appreciation on

894 894
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investments
Foreign currency
translation 106 106

Ending balance,
June 30, 2012 26,009 $26 $529,291 $13,959 $ 41 3,240 $(60,540) $ 7,109 $489,886

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
(In thousands)

Six Months
Ended

Six Months
Ended

June 30,
2013

June 30,
2012

OPERATING ACTIVITIES:
Cash used in operating activities - continuing operations $(35,598 ) $(42,233 )
Cash used in operating activities - discontinued operations (3,174 )
Net cash used in operating activities (35,598 ) (45,407 )

INVESTING ACTIVITIES:
Purchases of investments (9,360 ) (6,300 )
Proceeds from sale of investments 13,894 8,561
Proceeds from maturity of investments 831
Purchases of property and equipment (992 ) (25,486 )
Cash acquired in connection with purchase of Spigit, net of cash paid 174
Decrease (increase) in restricted deposits 1,495 (2,982 )
Other investing activities, net 14 52
Cash provided by (used in) investing activities - continuing operations 5,225 (25,324 )
Cash provided by investing activities - discontinued operations 1,925
Net cash provided by (used in) investing activities 5,225 (23,399 )

FINANCING ACTIVITIES:
  Repurchase of shares and payment of withholding taxes on RSU exercise (1,019 )
Repayment of debt (31,292 ) (2,789 )
Proceeds from debt 28,525 32,000
Net cash provided by (used in) financing activities - continuing operations (2,767 ) 28,192

Effect of exchange rate changes on cash 465 166
Decrease in cash and cash equivalents (32,675 ) (40,448 )
Cash and cash equivalents beginning of the period 100,115 125,547
Cash and cash equivalents end of the period 67,440 85,099
Less cash and cash equivalents of discontinued operations at the end of the period 24,368
Cash and cash equivalents of continuing operations at the end of the period $67,440 $60,731

SUPPLEMENTAL CASH FLOW INFORMATION:
Payment for federal, foreign, and state income taxes $109 $2,984
Interest paid, net of amounts capitalized $5,407 $2,072
Non-cash investing and financing activities:
Increase in assets from business combination $21,432
Increase in liabilities from business combination $20,377
Conversion of note receivable to common stock in Spigit $820
Accrued offering costs $1,678
Unpaid liability incurred for construction costs $3,718
Mortgage incurred to purchase real estate $4,691 $360

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
(collectively, 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 (“U.S. 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,
2013.

These condensed consolidated financial statements should be read in conjunction with the Company’s audited
consolidated financial statements and notes thereto contained in the Company’s Annual Report on Form 10-K for the
year ended December 31, 2012 filed with the SEC.

The preparation of condensed consolidated financial statements in accordance with U.S. GAAP requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent 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 other-than-temporary impairments, and the
application of the equity method of accounting, goodwill and intangibles, real estate and water assets, deferred income
taxes, stock-based compensation, fair value of derivatives, purchase price allocation, and contingent liabilities. While
management believes that the carrying value of such assets and liabilities are appropriate as of June 30, 2013, and
December 31, 2012, it is reasonably possible that actual results could differ from the estimates upon which the
carrying values were based.

Real Estate and Water Assets / Impairment Losses:

The Company’s real estate and water assets include certain intangible assets which consist primarily of certain water
rights, water credits, and the exclusive right to use assets that the Company constructed and later dedicated to various
municipalities located in select markets in Nevada, primarily in Washoe and Lyon counties. The rights have indefinite
useful lives and are therefore not amortized. Intangible assets with indefinite lives are tested for impairment at least
annually, or more frequently if events or changes in circumstances indicate that the asset may be impaired, by
comparing the fair value of the assets to their carrying amounts.

In response to specific events and changes in circumstances during the three months ended June 30, 2013, the
Company completed impairment testing of its indefinite-lived intangible water assets. The fair value of these assets
was calculated using discounted cash flow models that incorporated a wide range of assumptions including asset
pricing, price escalation, discount rates, absorption rates, timing of sales, and costs. These models are sensitive to
minor changes in any of the input variables. Given the decline in market prices for similar assets, increases in interest
rates, and extended timing of expected absorptions, the Company adjusted its assumptions and judgments in the model
from prior projections for the Fish Springs water credits and pipeline rights and Carson Lyon water assets. The
changes in assumptions and judgments resulted in a fair value of the Fish Springs assets of approximately $83.9
million compared to its carrying value of $84.9 million resulting in an impairment loss of $993,000 reported in the
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statement of operations within impairment loss on real estate and water assets and was included in the results of
operations of the water resource and water storage segment. This is the second such impairment loss recorded on this
asset during the last three years. There were no other impairment losses on any other intangible assets recorded in the
period.

Also during the three months ended June 30, 2013, the Company recorded an impairment loss on real estate with a
carrying value of $4.1 million that was written down to its estimated fair value of $3.7 million resulting in an
impairment charge of $417,000, which was included in earnings for the three and six months ended June 30, 2013.
The impairment was recorded based on the estimated sales price the Company expects to receive upon the sale of this
real estate.

8
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All real estate and tangible water assets are classified as held and used until management commits to a plan to sell the
asset, the asset can be sold in its present condition, the asset is being actively marketed for sale, and it is probable that
the asset will be sold within the next 12 months.  At June 30, 2013 and December 31, 2012, the Company had real
estate of $11.3 million and $2.9 million, respectively, classified as held for sale.

The costs assigned to the various components of real estate and water assets was as follows (in thousands):

June 30, 2013 December 31,
2012

Real estate $174,424 $166,220
Real estate improvements 3,962 4,464
Water and water rights 85,399 86,764
Pipeline rights and water credits 83,897 84,890

$347,682 $342,338

Stock-Based Compensation:

Stock-based compensation expense is measured at the grant date based on the fair values of the awards and is
recognized as expense over the period in which the share-based compensation vests.

At June 30, 2013, the Company had one stock-based payment arrangement outstanding:

The PICO Holdings, Inc. 2005 Long Term Incentive Plan (the “Plan”). The 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 Plan and it provides for the issuance of incentive stock options, non-statutory
stock options, free-standing, stock-settled stock appreciation rights (“SAR”), restricted stock awards, performance
shares, performance units, restricted stock units (“RSU”), deferred compensation awards, and other stock-based awards. 
The Plan allows for broker assisted cashless exercises and net-settlement of income taxes and employee withholding
taxes.  Upon exercise of a SAR and RSU, the employee will receive newly issued shares of PICO Holdings common
stock with a fair value equal to the in-the-money value of the award, less applicable federal, state and local
withholding and income taxes (however, the holder of an RSU can elect to pay withholding taxes in cash).

Restricted Stock Units (RSU):

A summary of activity of the RSU is as follows:
RSU

Outstanding at January 1, 2013 467,716
Granted 15,435
Vested (11,430 )
Outstanding at June 30, 2013 471,721
Unrecognized compensation cost (in thousands) $4,965

 The Company recorded stock based compensation expense of $950,000 and $920,000 during the three months ended
June 30, 2013 and 2012 respectively, and $1.9 million and $2 million during the six months ended June 30, 2013 and
2012, respectively for the RSU outstanding during the period.

Stock-Settled Stock Appreciation Rights (SAR): 

There were no SAR granted or exercised during the six months ended June 30, 2013 or 2012. There was no
stock-based compensation expense recognized for SAR during the six months ended June 30, 2013 or 2012 as there
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were no unvested SAR in those periods.
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A summary of SAR activity is as follows:

SAR Weighted Average
Exercise Price

Weighted Average
Contractual Term

Outstanding at January 1, 2013 1,812,079 $36.16 3.5 years
Expired (195,454 )
Outstanding and exercisable at June 30, 2013 1,616,625 $36.45 2.9 years

At June 30, 2013, none of the outstanding SAR were in-the-money.

Deferred Compensation:

The Company reports the investment returns generated in the deferred compensation accounts in other income with a
corresponding increase in the trust assets (except in the case of PICO stock, which is reported as treasury stock, at
cost). There is an increase in the deferred compensation liability when there is appreciation in the market value of the
assets held, with a corresponding expense recognized in operating and other costs. In the event the trust assets decline
in value, the Company reverses previously expensed compensation. The assets of the plan are held in rabbi trust
accounts. Such accounts hold various investments that are consistent with the Company’s investment policy, and are
accounted for and reported as available-for-sale securities in the accompanying condensed consolidated balance
sheets. Assets of the trust are distributed according to predetermined payout elections established by each participant.

At June 30, 2013 and December 31, 2012, the Company had $23.2 million and $22.6 million, respectively, recorded
as deferred compensation payable to various members of management and certain non-employee members of the
board of directors of the Company.

The deferred compensation liability increased by $606,000 during the six months ended June 30, 2013 primarily due
to an increase in the fair value of the assets of $867,000, offset by payments to participants. Included in operating and
other costs in the accompanying condensed consolidated statements of operations and comprehensive income or loss
for the three and six months ended June 30, 2013 is compensation expense of $249,000 and $867,000, respectively.
For the three and six months ended June 30, 2012, operating and other costs included compensation recovery of
$127,000 and expense of $1.5 million, respectively.

Accumulated Other Comprehensive Loss:

The components of accumulated other comprehensive loss are as follows (in thousands):
June 30,
2013

December 31,
2012

Net unrealized appreciation on available-for-sale investments $5,998 $4,455
Foreign currency translation (6,512 ) (6,469 )
Accumulated other comprehensive loss $(514 ) $(2,014 )

The unrealized appreciation on available-for-sale investments is net of a deferred income tax liability of $3.3 million
at June 30, 2013 and $2.4 million at December 31, 2012. The foreign currency translation is net of a deferred income
tax asset of $3.3 million at June 30, 2013 and $3.3 million at December 31, 2012. During the three and six months
ended June 30, 2013, the change in unrealized appreciation on available-for-sale securities was net of deferred income
tax of $426,000 and $830,000, respectively, and net of reclassification adjustments of $406,000, and $547,000,
respectively.

Inventory:
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The Company classifies its canola seed as raw material inventory and canola oil and meal as finished goods inventory.
Such inventory is carried at net realizable value as it is considered a readily marketable agricultural commodity that is
readily convertible to cash because of its commodity characteristics, widely available markets, and international
pricing mechanisms. This agricultural commodity inventory has quoted market prices in active markets or is directly
correlated to an active market, may be sold without significant further processing and has predictable and insignificant
disposal costs. Changes in the fair value of agricultural commodity inventories are recognized in earnings as a
component of cost of canola oil and meal sold.
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At June 30, 2013 and December 31, 2012, the Company had $7 million and $8.1 million, respectively, in inventory,
the majority of which is considered readily marketable, included within other assets in the consolidated balance
sheets.

Derivatives:

In the normal course of business, the Company uses derivative instruments to manage its exposure to movements
associated with agricultural commodity prices. The Company generally uses exchange traded futures to minimize the
effects of changes in the prices of agricultural commodities in its agricultural commodity inventories and forward
purchase and sale contracts. The Company recognizes each of its derivative instruments as either assets or liabilities at
fair value in its condensed consolidated balance sheets. While the Company considers exchange traded futures and
forward purchase and sale contracts to be effective economic hedges, the Company does not designate or account for
its commodity contracts as hedges. Changes in the fair value of these contracts and related readily marketable
agricultural commodity inventories are included in cost of canola oil and meal sold in the condensed consolidated
statements of operations and comprehensive income or loss.

Related Party Receivables

As of June 30, 2013, the Company had loaned $1 million to Northstar Agri Industries, LLC, the owner of the 12%
interest in PICO Northstar Hallock, LLC (“Northstar”), which was used to finance certain of their operating expenses. 
Interest is charged at approximately 10% per annum. 

Accounting for Income Taxes:

The Company's provision for income tax expense includes federal, foreign and state income taxes currently payable
and those deferred because of temporary differences between the income tax and financial reporting bases of the
assets and liabilities.  The liability method of accounting for income taxes also requires the Company to reflect the
effect of a tax rate change on accumulated deferred income taxes in income in the period in which the change is
enacted.
In assessing the realization of deferred income taxes, management considers whether it is more likely than not that any
deferred income tax assets will be realized.  The ultimate realization of deferred income tax assets is dependent upon
the generation of future taxable income during the period in which temporary differences become deductible.  If it is
more likely than not that some or all of the deferred income tax assets will not be realized, a valuation allowance is
recorded.
The Company recognizes any uncertain income tax positions on income tax returns at the largest amount that is
more-likely-than-not to be sustained upon audit by the relevant taxing authority.  An uncertain income tax position
will not be recognized unless it has a greater than 50% likelihood of being sustained. The Company recognizes any
interest and penalties related to uncertain tax positions in income tax expense.

The Company reported an income tax benefit of $114,000 and $898,000 for the three and six months ended June 30,
2013, respectively, and income tax expense of $125,000 and an income tax benefit of $1.1 million for the three and
six months ended June 30, 2012, respectively. The effective income tax rate for continuing operations was 1% and 3%
for the three and six months ended June 30, 2013, and 1% and 6% for the three and six months ended June 30, 2012,
respectively. For the three and six months ended June 30, 2013 and 2012, the effective rate differs from the statutory
rate of 35% primarily due to recording a full valuation allowance on the net deferred tax assets and certain
non-deductible compensation expense.

Sale of Software:
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The Company reports the sale and cost of software through its ownership in Spigit Inc. (“Spigit”), a privately held
company that develops enterprise innovation software.

Revenue consists of fixed subscription fees for the Company’s software and services. The Company commences
revenue recognition when all of the following conditions are met: (1) Persuasive evidence of an arrangement exists;
(2) Subscription or services have been delivered to the customer; (3) Collection of related fees is reasonably assured;
and (4) Related fees are fixed or determinable.

11
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The Company’s customers do not have the contractual right to take possession of the software in substantially all
transactions. Instead, the software is delivered through the internet from the Company’s hosting facilities. Fixed fee
subscription services include access to the hosted software, set-up assistance and customer support, which are
exclusively provided to direct customers by Spigit and considered non-separable deliverables. The Company
recognizes the subscription fee ratably over the contracted term of the subscription agreement, generally one year.
Revenue recognition commences on the later of the start date specified in the subscription arrangement, the date the
customer’s first module is set-up and access is granted to the customer, and when all of the revenue recognition criteria
have been met, including when any acceptance period lapses.

The Company’s consulting services consist of certain professional services, business process consulting and training
services that are short-term in nature. Consulting services may be purchased separately at any time to complement or
enhance the customers' experience in Spigit products and services.

The Company accounts for subscription and consulting services revenue as separate units of account. Subscription
services are routinely sold separately by the Company as the consulting services are not essential to the functionality
of the hosted application and customers renew their subscription without additional services. The Company allocates
revenue to each unit of account based on a selling price hierarchy. The selling price for a deliverable is based on its
vendor-specific objective evidence (VSOE), if available, third-party evidence (TPE), if VSOE is not available, or
estimated selling price (ESP), if neither VSOE nor TPE are available. Since VSOE and TPE are not available for the
Company’s subscription or consulting services, the Company uses ESP to allocate revenue. The Company establishes
ESP within a range of selling prices considering multiple factors including, but not limited to, standalone sales, price
list adjusted for discounting practices, and margin objectives.

Cost of Software Sold:

Cost of software sold primarily consists of costs related to hosting of the Company’s application suite and expenses
related to its hosting facility, plus the cost of providing consulting services to our customers.

Software Development Costs

The Company accounts for costs related to the development of software products in accordance with the applicable
authoritative guidance. For software products to be sold, leased, or otherwise marketed, the Company expenses all
costs incurred to establish the technological feasibility of the software product and capitalizes qualifying costs
incurred after technological feasibility is achieved. For software products developed or obtained for internal use, the
Company capitalizes all related costs, beginning when it is determined that certain factors are present including,
among others, that technology exists to achieve performance requirements. All costs that relate to the planning and
post implementation phases of software developed for internal use are expensed as incurred.

Recent Accounting Pronouncements

In March 2013, the FASB issued accounting guidance which amends previous accounting guidance on foreign
currency matters. This amendment provides guidance on foreign currency translation adjustments when a parent entity
ceases to have a controlling interest on a previously consolidated subsidiary or group of assets. The guidance is
effective for fiscal years beginning on or after December 15, 2013. The Company does not believe the adoption of this
guidance will have a material impact on the consolidated financial condition, results of operations, cash flows or
financial disclosures.

2.  Net Loss Per Share
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Basic earnings or loss per share is computed by dividing net earnings by the weighted average number of shares
outstanding during the period. Diluted earnings or loss per share is computed similarly to basic earnings or loss per
share except the weighted average shares outstanding are increased to include additional shares from the assumed
exercise of any common stock equivalents using the treasury method, if dilutive. The Company’s stock-settled SAR
and RSU are considered common stock equivalents for this purpose.  The number of additional shares related to these
common stock equivalents is calculated using the treasury stock method.

For the three and six months ended June 30, 2013 and 2012, the Company’s stock-settled SAR and RSU were excluded
from the diluted per share calculation because their effect on the loss per share for continuing operations was
anti-dilutive.

12

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

19



3.  Investments

The following tables report the cost and carrying value of available-for-sale investments at June 30, 2013 and
December 31, 2012 (in thousands):

June 30, 2013 Cost
Gross
Unrealized
Gains

Gross
Unrealized
Losses

Carrying
Value

Debt securities:
Corporate bonds $6,837 $240 $(32 ) $7,045
Marketable equity securities 30,492 9,452 (427 ) 39,517
Total $37,329 $9,692 $(459 ) $46,562

December 31, 2012 Cost
Gross
Unrealized
Gains

Gross
Unrealized
Losses

Carrying
Value

Debt securities:
Corporate bonds $7,758 $324 $(56 ) $8,026
Marketable equity securities 33,847 7,212 (621 ) 40,438
Total $41,605 $7,536 $(677 ) $48,464

The following tables summarize the market value of those investments in an unrealized loss position for periods less
than or greater than 12 months (in thousands):

June 30, 2013 December 31, 2012

Less than 12 months Fair Value
Gross
Unrealized
Loss

Fair Value
Gross
Unrealized
Loss

Debt securities:
Corporate bonds $2,239 $32 $768 $12
Marketable equity securities 2,727 277 5,193 615
Total $4,966 $309 $5,961 $627

June 30, 2013 December 31, 2012

Greater than 12 months Fair Value
Gross
Unrealized
Loss

Fair Value
Gross
Unrealized
Loss

Debt securities:
Corporate bonds $2,204 $44
Marketable equity securities $1,609 $150 45 6
Total $1,609 $150 $2,249 $50

Marketable Equity Securities: The Company’s investment in marketable equity securities was $39.5 million at June 30,
2013, and principally consisted of common stock of publicly traded small-capitalization companies in the U.S. and
select foreign markets.  At June 30, 2013, the Company reviewed its equity securities in an unrealized loss position
and concluded certain of such securities were not other-than-temporarily impaired as the declines were not of
sufficient duration and severity, and publicly-available financial information, collectively, did not indicate
impairment.  The primary cause of the loss on those securities was normal market volatility. The securities that were
deemed other-than-temporarily impaired were recorded as an impairment loss in the period. No significant impairment
losses were recorded during the three or six months ended June 30, 2013. During the three and six months ended
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June 30, 2012 the Company recorded impairment losses of $76,000 and $998,000, respectively.
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Debt Securities: The Company owns corporate bonds in its fixed maturity portfolio, which are purchased based on the
maturity and yield-to-maturity of the bond and an analysis of the fundamental characteristics of the issuer.  At
June 30, 2013, there were unrealized losses on certain bonds in the portfolio. The Company does not consider those
bonds to be other-than-temporarily impaired because the Company expects to hold, and will not be required to sell,
these particular bonds, and it expects to recover the entire amortized cost basis at maturity. There were no impairment
losses recorded on debt securities during the three and six months ended June 30, 2013, and 2012.

4.  Disclosures About Fair Value of Financial Instruments:

Financial Fair Value Measurements:

The following tables set forth the Company’s financial assets and liabilities that were measured at fair value on a
recurring basis at June 30, 2013, and December 31, 2012, by level within the fair value hierarchy. Assets and
liabilities measured at fair value are classified in their entirety based on the lowest level of input that is significant to
the fair value measurement. The Company’s assessment of the significance of a particular input to the fair value
measurement in its entirety requires judgment and considers factors specific to the asset or liability.

At June 30, 2013, the Company classified $24.7 million of its marketable securities as Level 2 due to the trading
volumes being lower than normal, coupled with wide bid/ask spreads, lack of current publicly available information,
or few recent transactions. There were two  securities, which accounted for $10.4 million of the June 30, 2013 Level 2
balance, that were transferred during the period from Level 1 to Level 2 classification because of low trading volumes,
and bid/ask spreads greater than 10%.

At June 30, 2013 (in thousands):

Assets

Quoted Prices In
Active Markets
for Identical
Assets
(Level 1)

Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

Balance at
June 30, 2013

Available-for-sale equity securities (1) $14,816 $24,701 $39,517
Available-for-sale debt securities (1) $7,045 $7,045
Readily marketable inventory (2) $3,520 $3,879 $7,399
Derivative instruments (3) $679 $2,085 $2,764
Liabilities
Derivative instruments (3) $1,184 $528 $1,712

14

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

22



At December 31, 2012 (in thousands):

Assets

Quoted Prices In
Active Markets
for Identical
Assets
(Level 1)

Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

Balance at
December 31,
2012

Available-for-sale equity securities (1) $27,977 $12,461 $40,438
Available-for-sale debt securities (1) $8,026 $8,026
Readily marketable inventory (2) $3,152 $3,773 $6,925
  Derivative instruments (3) $96 $2,257 $2,353
Liabilities
Derivative instrument (3) $459 $104 $563

(1) Where there are quoted market prices that are readily available in an active market, securities are classified as Level
1 of the valuation hierarchy. Level 1 available-for-sale investments are valued using quoted market prices multiplied
by the number of shares owned and debt securities are valued using a market quote in an active market. All Level 2
available-for-sale securities are one class because they all contain similar risks and are valued using market prices and
include securities where the markets are not active, that is where there are few transactions, or the prices are not
current or the prices vary considerably over time. Inputs include directly or indirectly observable inputs such as
quoted prices. Level 3 available-for-sale securities would include securities where valuation is based on unobservable
inputs that are supported by little or no market activity and that are significant to the fair value of the assets. This
includes certain pricing models, discounted cash flow methodologies and similar techniques that use significant
unobservable inputs.

(2) Readily marketable inventory are commodity inventories that are reported at fair value based on commodity
exchange quotations. Canola seed inventories are valued based on the quoted market price multiplied by the quantity
of inventory and are classified as Level 1. Canola oil and meal inventories are classified as Level 2 because the inputs
are directly observable, such as the quoted market price of the corresponding soybean commodity.

(3) Included in this caption are three types of agricultural commodity derivative contracts: swaps, exchange traded
futures, and forward commodity purchase and sale contracts. The exchange traded futures contracts are valued based
on quoted prices in active markets multiplied by the number of contracts and are classified as Level 1. The swaps are
classified as Level 2 because the inputs are directly observable, such as the quoted market prices for relevant
commodity futures contracts. The swaps are valued based on the difference of the arithmetic average of the quoted
market price of the relevant underlying multiplied by the notional quantities, and the arithmetic average of the prices
specified in the instrument multiplied by the notional quantities.

Forward commodity purchase and sale contracts classified as derivatives are valued using quantitative models that
require the use of multiple inputs including quoted market prices and various other assumptions including time value.
These contracts are categorized as Level 2 and are valued based on the difference between the quoted market price
and the price in the contract multiplied by the undelivered notional quantity deliverable under the contract.

Non-Financial Fair Value Measurements:

The following table sets forth the Company’s non-financial assets that were measured at fair value on a non-recurring
basis for the six months ended June 30, 2013, by level within the fair value hierarchy. There were no such
measurements during the six months ended June 30, 2012.
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Assets measured at fair value on a non-recurring basis are classified in their entirety based on the lowest level of input
that is significant to the fair value measurement. The Company’s assessment of the significance of a particular input to
the fair value measurement in its entirety requires judgment and considers factors specific to the asset.
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Six Months Ended June 30, 2013 (in thousands):

Asset Description

Quoted Prices
In Active
Markets for
Identical
Assets (Level
1)

Significant
Other
Observable
Inputs (Level
2)

Significant
Unobservable
Inputs (Level 3)

Total Loss

Intangible asset (exclusive right to use infrastructure
and associated water credits) (1) $83,897 $993

Real estate (2) $3,674 $417

(1)   As of June 30, 2013, the Company had a non-recurring fair value measurement for an intangible asset with a
carrying amount of $84.9 million that was written down to its estimated fair value of $83.9 million resulting in an
impairment charge of $993,000, which was included in earnings for the three and six months ended June 30, 2013.
The implied fair value was calculated using a discounted cash flow model that incorporated a wide range of
assumptions including current asset pricing, price escalation, discount rates, absorption rates, timing of sales, and
costs. Given the decline in market prices for similar assets, increases in interest rates, and extended timing of expected
absorptions, the Company adjusted its assumptions and judgments in the model from prior projections for the Fish
Springs water credits and pipeline rights and Carson Lyon water assets.

(2)  As of June 30, 2013, the Company had a non-recurring fair value measurement of real estate assets with a carrying
value of $4.1 million that was written down to its estimated fair value of $3.7 million resulting in an impairment
charge of $417,000, which was included in earnings for the three and six months ended June 30, 2013. The
impairment was recorded based on the estimated sales price the Company expects to receive upon the sale of this real
estate.

Estimated Fair Value of Financial Instruments Not Carried at Fair Value:

The following table presents the carrying value and fair value of the Company’s financial instruments which are not
carried at fair value at June 30, 2013 and December 31, 2012. Fair value is defined as the price that would be received
to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement
date. The level within the fair value hierarchy in which the fair value measurements are classified include
measurements using quoted prices in active markets for identical assets or liabilities (Level 1), quoted prices for
similar instruments in active markets or quoted prices for identical or similar instruments in markets that are not active
(Level 2), and significant valuation assumptions that are not readily observable in the market (Level 3). As of June 30,
2013 and December 31, 2012, the fair values of cash and cash equivalents, accounts payable and receivable
approximated their carrying values because of the short-term nature of these assets or liabilities. The estimated fair
value of the Company's debt is based on cash flow models discounted at the then-current interest rates and an estimate
of the then-current spread above those rates at which the Company could borrow, which are level 3 inputs in the fair
value hierarchy. The estimated fair value of the Company’s other investments, which is an investment in preferred
stock of a private company, cannot be reasonably estimated.

 (In thousands) June 30, 2013 December 31, 2012
Carrying
Amount

Estimated
Fair Value

Carrying
Amount

Estimated
Fair Value

Financial liabilities:
Debt $150,447 $160,793 $141,008 $137,024
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Derivatives:

The table below summarizes the notional amount of open derivative positions.
June 30, 2013

Exchange Traded Non-Exchange
Traded

(Short)(1) Long(1) (Short)(1) Long(1) Unit of
Measure

Futures
Agricultural Commodities (33,444 ) 42,050 Tons
Natural Gas 120,000 MMBtus
Forwards (89,011 ) 42,670 Tons
Swaps 33,500 Tons

(1) Exchange and non-exchange traded futures, forwards, and swaps are presented on a gross (short) and long position
basis.

The gross derivative asset or liability is included within its respective other assets or liabilities account balance in the
accompanying condensed consolidated balance sheets.

The table below summarizes the effect of derivative instruments on the condensed consolidated statements of
operations and comprehensive income or loss (in thousands).

Gain (Loss) Recognized in Income on Derivatives
Six Months Ended
 June 30,

Location 2013 2012

Futures(1) Cost of canola oil and meal
sold $3,134 $784

Forwards(1) Cost of canola oil and meal
sold 280 (1,263 )

Swaps(1) Cost of canola oil and meal
sold 431 (5,711 )

$3,845 $(6,190 )

Futures(2) Operating and other costs $(708 )
Forwards(2) Operating and other costs 707
Swaps(2) Operating and other costs 1,884

$— $1,883

(1) Represents the activity post-completion of the Company’s canola processing plant.

(2) Represents the activity pre-completion of the Company’s canola processing plant.

5.  Debt

The Company has debt outstanding primarily within its real estate and agribusiness operations. As of June 30, 2013,
the Company was in compliance with all construction financing debt covenants. If our canola business continues to
report losses, it is possible we could breach one or more of our debt covenants which would require us to obtain a
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waiver from our lenders, or it could require us to provide additional capital into the business. As of June 30, 2013, the
Company had approximately $39.3 million of unused loan commitments within our real estate operations.

As of June 30, 2013, and in conjunction with the acquisition of the controlling financial interest and consolidation of
Spigit, the Company reported an $8 million debt owed by Spigit under a revolving credit facility with Comerica Bank.
The loan bears interest at prime plus 250 basis points, currently 5.75%, was due on June 30, 2013 and is collateralized
by all of Spigit’s assets. The loan was not repaid on the due date, and is currently in default.
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The bank has the right to terminate or reduce the line of credit upon (i) any material adverse effect on the business,
operations, property or financial condition of the Company, (ii) any material adverse effect on the ability of Spigit to
repay borrowings or otherwise perform, observe or comply with any of its other obligations under the line of credit,
(iii) any material adverse effect on the validity or enforceability of any of the material rights or remedies of the bank,
or (iv) any material adverse effect on any of the security interests and liens of the bank in any property constituting
collateral.

The loan agreement contains certain significant reporting and financial covenants as follows:

Spigit is required to achieve gross bookings (funds that are expected to be received from customers in the near future
based on accepted orders or contracts), calculated on a rolling two quarter basis, as of June 30, 2013 of $9.1 million
and is required to achieve an 85% renewal rate of its customer licenses. In addition, the bank requires Spigit to
maintain a majority of its cash with the bank, with a minimum balance of $1 million during the term of the credit
facility. Spigit is also required to produce audited financial statements within 120 days of its December 31 year end.
At June 30, 2013, Spigit had not produced audited financial statements and during the period had a cash balance less
than the minimum requirement. Spigit is in discussions with the bank to obtain an agreement that would extend the
due date of the loan to August 31, 2013. Under the proposed terms of the agreement, the bank would not waive any
existing breaches of the loan covenants, but would not call the loan during the extension period. See Note 7 for
additional information regarding the Company’s investment in Spigit.

The following details the Company’s consolidated debt (in thousands):
June 30,
2013

December 31,
2012

Construction Financing:
       4.75% payments through 2017 $86,517 $89,500
Working Capital:
6% payments through 2017 5,750 5,000
Revolving Credit Facility:
5.75% due June 2013 (in default) 8,035
Swiss Debt:
3.7% payments through 2014 13,233 13,655
3.8% payments through 2014 3,176 3,277
Mortgages:
4% to 4.75% payments through 2013 5,365 5,551
5% payments due from 2014 - 2016 5,116 425
6% to 6.5% payments through 2036 15,173 15,531
8% payments through 2013 464 464
10% payments through 2013 7,605 7,605
Other 13

$150,447 $141,008

6.  Segment Reporting

PICO is a diversified holding company engaged in five operating and reportable segments: Water Resource and Water
Storage Operations, Real Estate Operations, Agribusiness Operations, Enterprise Software, and Corporate. The
Enterprise Software segment was started during 2013 due to the acquisition of Spigit.
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The accounting policies of the reportable segments are the same as those described in the Company’s 2012 Annual
Report on Form 10-K filed with the SEC, and in Footnote 1. 
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Management analyzes segments using the following information:

Segment assets (in thousands):
June 30,
2013

December 31,
2012

Total Assets:
Water Resource and Water Storage Operations $214,363 $210,189
Real Estate Operations 161,452 145,978
Agribusiness Operations 161,788 165,961
Enterprise Software 24,146
Corporate 101,036 145,046

$662,785 $667,174

Segment revenues and income or loss before taxes (in thousands): 
Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012

Revenues:
Water Resource and Water Storage Operations $24,848 $355 $25,032 $1,811
Real Estate Operations 27,991 1,589 39,930 5,413
Agribusiness Operations 44,914 9,658 84,479 9,684
Enterprise Software 5,597 9,247
Corporate 1,857 948 3,326 1,327
Total revenues $105,207 $12,550 $162,014 $18,235

Income (Loss) before income taxes:
Water Resource and Water Storage Operations $4,677 $(1,817 ) $2,536 $(2,979 )
Real Estate Operations (1,758 ) (2,411 ) (2,470 ) (3,756 )
Agribusiness Operations (8,760 ) (2,528 ) (18,475 ) (3,054 )
Enterprise Software (1,559 ) (2,709 )
Corporate (2,213 ) (3,848 ) (6,055 ) (7,748 )
Total loss before income taxes $(9,613 ) $(10,604 ) $(27,173 ) $(17,537 )

7.  Business Combinations

At December 31, 2012, the Company owned 27% of the voting stock in Spigit and accordingly, recorded its
investment as an unconsolidated affiliate using the equity method of accounting. However, the Company had not
recorded any losses reported by Spigit since 2011, as previous losses had reduced the carrying value of the Company’s
investment in Spigit to zero  at December 31, 2011.

Effective January 31, 2013, the Company acquired its initial investment of Series F preferred stock (“Series F preferred
stock”) and obtained effective control of Spigit for $5 million and obtained additional common stock by converting
existing outstanding term loans with Spigit. Simultaneous with the Company’s initial acquisition of the Series F
preferred stock, Spigit completed a one-for-five reverse split of certain other preferred shares outstanding. All
issuances of Spigit’s preferred stock prior to the Series F preferred stock were then converted to common stock such
that Spigit’s capitalization consisted only of Series F preferred stock, which is owned entirely by the Company, and
common stock. In accordance with applicable accounting guidance, the initial acquisition was accounted for under the
acquisition method of accounting and as such, the results of Spigit were consolidated with the Company's results of
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operations from the initial date of acquisition.
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In conjunction with the initial acquisition, the Company also agreed to invest an additional $5 million by May 31,
2013 if Spigit, as of April 30, 2013, achieved certain pre-determined operational cash flow targets established by the
Company. Spigit met the pre-determined targets and accordingly, during the three months ended June 30, 2013, the
Company invested a further $1.8 million and received additional Series F preferred stock. The balance was invested
subsequent to June 30, 2013 as Spigit required the cash to fund its operations. The Company owns approximately 69%
of the total outstanding voting interest of Spigit at June 30, 2013.

The allocation of the acquired assets and liabilities requires extensive use of accounting estimates and judgments to
allocate the purchase price to tangible and intangible assets acquired and liabilities assumed based on respective fair
values. The Company’s purchase price allocations are preliminary and subject to revision as more detailed analyses are
completed and additional information about the fair value of assets and liabilities becomes available, including
information relating to tax matters and finalization of the Company’s valuation of identified intangible assets. The
major classes of assets to which the Company preliminarily allocated the purchase price were goodwill of $5.1 million
and identifiable intangible assets of $11 million. The measurement periods for purchase price allocations end as soon
as information on the facts and circumstances becomes available, but do not exceed 12 months. Adjustments in
purchase price allocations may require a recasting of the amounts allocated to goodwill, retroactive to the periods in
which the acquisitions occurred.

The following table summarizes the consideration transferred and the estimated fair values of net assets acquired and
liabilities assumed (in thousands):
Consideration transferred:
Cash paid $5,000
Term loan converted to common stock 820
Fair value of the noncontrolling interest 248
Fair value of the Company’s existing investment prior to the acquisition 88

$6,156
Net assets acquired:
Cash $5,174
Property, plant and equipment 1,524
Accounts receivable 3,608
Goodwill 5,101
Intangible assets 10,976
Other assets 877
Total assets 27,260
Debt (8,038 )
Deferred revenue (8,271 )
Accounts payable and accrued liabilities (4,795 )
Total liabilities (21,104 )
Net assets acquired $6,156

The following table summarizes the proforma financial information of the Company as if the acquisition occurred
January 1, 2012:

Six Months Ended
June 30, 2013 June 30, 2012

Revenue $163,551 $27,465
Net loss $(23,469 ) $(24,823 )
Basic and diluted loss per share $(1.03 ) $(1.09 )
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8.  Commitments and Contingencies

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

PICO Holdings, Inc:

On August 16, 2011 and August 26, 2011, Ronald Dennis and George Assad, respectively, each filed a shareholder
derivative complaint, purportedly on behalf of the Company, against the Company's directors in the Superior Court of
California, County of San Diego, (the “Derivative Actions”). The Derivative Actions allege a combination of claims for
breach of fiduciary duty, gross mismanagement, contribution and indemnification, abuse of control, waste of
corporate assets and unjust enrichment in connection with the May 13, 2011 shareholder advisory vote on the
Company's 2010 executive compensation pursuant to the Dodd-Frank Wall Street Reform and Consumer Protection
Act and the 2010 executive compensation underlying the vote.  The complaints seek monetary damages, equitable
relief in the form of disgorgement, attachment, impoundment or imposition of a constructive trust over portions of the
2010 executive compensation, the implementation and administration of certain internal control procedures related to
executive compensation, and costs and attorney's fees.  The Dennis complaint seeks a declaration that the May 13,
2011 advisory vote rebutted the business judgment regarding the Company's Board of Directors' approval of the 2010
executive compensation.

The Company removed each of the Derivative Actions to the United States District Court, Southern District of
California and filed motions to dismiss each of the Derivative Actions.  The plaintiff in each of the Derivative Actions
filed a motion to remand the Derivative Actions to the Superior Court of California, County of San Diego.

On January 6, 2012, the District Court granted in part the Company's motion to dismiss and granted in part plaintiffs'
motions to remand, remanding certain claims to the Superior Court of the State of California.  The plaintiffs appealed,
and the Company cross-appealed, the federal district courts rulings. On March 29, 2012, the Superior Court of
California stayed the Derivative Actions pending the appeal and cross-appeal in the Ninth Circuit Court of Appeals.
Briefing on the appeal and cross-appeal is complete.  The Ninth Circuit Court of Appeals had scheduled oral argument
on the appeals and cross-appeals for June 4, 2013.  On July 31, 2013, the Ninth Circuit Court of Appeals held that the
United States District Court, Southern District of California lacked jurisdiction over the case and, as a result, reversed
the partial dismissal ordered by the district court.  As a result of the order from the Ninth Circuit Court of Appeals, the
case will be remanded to the Superior Court of California, County of San Diego for further proceedings. An estimate
of the possible range or outcome of this litigation cannot be made. However, the Company does not believe this
litigation will result in a material impact to the condensed consolidated financial statements.

Fish Springs Ranch, LLC:

In September 2007, the Company reached a $7.3 million financial settlement with the Pyramid Lake Paiute Tribe of
Indians relating to the exportation of water from the properties owned by Fish Springs Ranch, LLC. The settlement is
pending ratification by the United States Congress, but we cannot be certain as to when the United States Congress
will act on this matter. The Company has paid $3.7 million to the Tribe and accrued $3.6 million for the balance
owed. No material developments occurred relating to this dispute or the settlement agreement during the first six
months of 2013.

The Company is subject to various other litigation matters that arise in the ordinary course of its business. Because
litigation is inherently unpredictable and unfavorable resolutions could occur, assessing contingencies is highly
subjective and requires judgments about future events. When evaluating contingencies, we may be unable to provide a
meaningful estimate due to a number of factors, including the procedural status of the matter in question, the presence
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of complex or novel legal theories, and/or the ongoing discovery and development of information important to the
matters. In addition, damage amounts claimed in litigation against us may be unsupported, exaggerated or unrelated to
possible outcomes, and as such are not meaningful indicators of our potential liability. We regularly review
contingencies to determine the adequacy of our accruals and related disclosures. The amount of ultimate loss may
differ from these estimates, and it is possible that cash flows or results of operations could be materially affected in
any particular period by the unfavorable resolution of one or more of these contingencies.

21

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

36



Whether any losses finally determined in any claim, action, investigation or proceeding could reasonably have a
material effect on our business, financial condition, results of operations or cash flows will depend on a number of
variables, including: the timing and amount of such losses; the structure and type of any remedies; the significance of
the impact any such losses, damages or remedies may have on our condensed consolidated financial statements; and
the unique facts and circumstances of the particular matter that may give rise to additional factors.

9. Subsequent Events

Definitive Merger:

In August 2013, Spigit signed a definitive merger agreement with another privately held enterprise software company.
Under the terms of agreement, Spigit shareholders will receive 30% of the ownership of the merged company on a
fully diluted basis and, as such, PICO will own approximately 22.6% of the merged company on a fully diluted basis. 
The closing of the merger is subject to various contingencies including obtaining Spigit shareholder approval, and the
successful completion of additional financing.

Public Offering:

On July 17, 2013, UCP Inc., PICO’s newly created, wholly-owned subsidiary, sold 7,750,000 shares of its Class A
common stock at $15 per share in an initial public offering to outside investors. Net proceeds to UCP Inc. were $108.1
million before direct offering costs. UCP, Inc. was incorporated as a Delaware corporation on May 7, 2013 and is a
holding company. After receiving the proceeds from the public offering, UCP, Inc. acquired an equity interest in UCP,
LLC, its sole material asset. As the sole managing member of UCP, LLC, UCP, Inc. will control all of the business
and affairs of UCP, LLC and its subsidiaries and will consolidate the results of operations of UCP, LLC in its
condensed consolidated financial statements.

Prior to the offering, PICO’s existing wholly-owned subsidiary, UCP, LLC, amended its operating agreement to,
among other things, designate UCP, Inc. as the sole managing member of UCP, LLC, establish UCP, LLC Series B
Units (owned by UCP, Inc.), and to reclassify PICO's existing membership interests into UCP, LLC Series A Units
(which represent 57.7% of the economic interest in UCP, LLC). The UCP, LLC Series B Units rank on a parity with
the UCP, LLC Series A Units as to distribution rights and rights upon liquidation, winding up or dissolution.

UCP, Inc. has two securities outstanding after the public offering: Class B common stock which was issued to PICO
and entitles PICO to one vote per Series A Unit held currently, 57.7% of the voting interest of UCP, Inc. and the Class
A common stock that was sold in the public offering which controls the remaining 42.3% of the vote. In addition to
voting, the Class A common stock also entitles the holder to 42.3% of the economic interest of UCP, LLC.

As a result of the transaction, PICO’s voting ownership in UCP, Inc. (and its economic ownership in UCP LLC) was
reduced to 57.7%. However, given the controlling financial interest PICO owns, it will consolidate UCP Inc. in its
condensed consolidated financial statements and record noncontrolling interest for the remaining 42.3% ownership
interest, starting in the third quarter of 2013.

Concurrent with the public offering, PICO entered into various agreements with UCP, Inc. including an investor rights
agreement, an exchange agreement, and a tax receivable agreement.

Investor Rights Agreement
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The investor rights agreement provides PICO the right to nominate two individuals for election to the UCP, Inc. board
of directors for as long as PICO owns 25% or more of the combined voting power of the outstanding Class A and
Class B common stock and one individual for as long as it owns at least 10%. The agreement will terminate when
PICO owns less than 10% of the combined voting power of the outstanding Class A and Class B common stock or
when PICO is no longer required to consolidate UCP, Inc.'s financial condition and results of operations in its
condensed consolidated financial statements, whichever is later.
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Exchange Agreement

The exchange agreement grants PICO the right to exchange its UCP, LLC Series A Units for shares of Class A
common stock of UCP, Inc. on a one-for-one basis. As PICO exchanges its UCP, LLC Series A Units, PICO's interest
in UCP, LLC will be correspondingly decreased. UCP, LLC will make an election under Section 754 of the Internal
Revenue Code effective for each taxable year in which an exchange of UCP, LLC Series A Units for shares of UCP,
Inc. Class A common stock occurs, which may result in an adjustment to the tax basis of the assets owned by UCP,
LLC at the time of an exchange of Series A Units. The increases in tax basis may also decrease gains (or increase
losses) on future dispositions of certain assets to the extent tax basis is allocated to those assets.

Tax Receivable Agreement

The tax receivable agreement entered into by PICO and UCP, Inc. provides for a sharing of the value of the tax
benefits between PICO and UCP, Inc generated from the exchange of shares discussed above. UCP, Inc. will make a
payment to PICO of 85% of the amount of cash savings, if any, in U.S. federal, state and local income tax that it
realizes as a result of increases in tax basis. UCP, Inc. and its Class A common stockholders will benefit from the
remaining 15% of cash savings, if any, in income tax that is realized by UCP, Inc. Cash savings in income tax will be
computed by comparing the actual income tax liability to the amount of such taxes that would have been paid had
there been no increase in the tax basis of the tangible and intangible assets of UCP, LLC as a result of the exchanges.
The term of the tax receivable agreement will continue until all such tax benefits have been utilized or expired.

Estimating the amount of payments to be made under the Tax Receivable Agreement is dependent upon a number of
factors, including:

•
the timing of any exchanges of UCP, LLC Series A Units for shares of Class A common stock, as the increase in any
tax deductions will vary depending on the fair market value of the depreciable and amortizable assets of UCP, LLC at
the time of any such exchanges, and this value may fluctuate over time;

•

the price of the Class A common stock of UCP, Inc. at the time of any exchanges of UCP, LLC Series A Units for
shares of Class A common stock (since the increase in the share of the basis in the assets of UCP, LLC, as well as the
increase in any tax deductions, will be related to the price of the Class A common stock at the time of any such
exchanges);

•the tax rates in effect at the time of the increased amortization and depreciation deductions or other realized tax
benefits; and
•the amount, character and timing of UCP, Inc.'s taxable income.

If UCP, Inc. does not have taxable income in a given taxable year, the company will not be required to make
payments under the tax receivable agreement for that taxable year because no tax savings will have been realized.
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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 together with the
Unaudited Condensed Consolidated Financial Statements and accompanying Notes included elsewhere in this report,
and the Consolidated Financial Statements and accompanying Notes included in our Annual Report on Form 10-K for
the year ended December 31, 2012.

Note About “Forward-Looking Statements”

This Quarterly Report on Form 10-Q (including the “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” section) contains “forward-looking statements,” as defined in Section 21E of the United States
Securities Exchange Act of 1934, as amended, regarding our business, financial condition, results of operations, and
prospects, including, without limitation, statements about our expectations, beliefs, intentions, anticipated
developments, and other information concerning future matters. Words such as “may”, “will”, “could”, “expects”, “anticipates”,
“intends”, “plans”, “believes”, “seeks”, “estimates”, “should”, “target”, “projects”, “contemplates”, “predicts”, “potential”, “continue” 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 Quarterly Report on Form 10-Q. Although
forward-looking statements in this Quarterly Report on Form 10-Q reflect the good faith judgment of our
management, such statements can only be based on current expectations and assumptions. Consequently,
forward-looking statements are inherently subject to risks and uncertainties, and the actual results and outcomes could
differ from what is expressed or implied 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 headings “Item 1A. Risk
Factors” in our Annual Report on Form 10-K for the year ended December 31, 2012, in Item 1A of Part II of this
Quarterly Report on Form 10-Q, and in other filings made from time to time with the United States Securities and
Exchange Commission (“SEC”) after the date of this Quarterly Report on Form 10-Q. Readers are urged not to place
undue reliance on these forward-looking statements, which speak only as of the date of this Quarterly Report on Form
10-Q. We undertake no obligation to (and we expressly disclaim any obligation to) revise or update any
forward-looking statement, whether as a result of new information, subsequent events, or otherwise (except as may be
required by law), in order to reflect any event or circumstance which may arise after the date of this Quarterly Report
on Form 10-Q. Readers are urged to carefully review and consider the various disclosures made in this Quarterly
Report on Form 10-Q and our Form 10-K and other filings.

BUSINESS STRATEGY AND GOALS

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

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

As of June 30, 2013 our business is separated into five operating segments:
• Water Resource and Water Storage Operations;
• Real Estate Operations;
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• Agribusiness Operations;
• Enterprise Software; and
• Corporate
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As of June 30, 2013, our major consolidated subsidiaries are (wholly–owned unless noted):

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

•
UCP, LLC (“UCP”), which acquires and develops partially-developed and finished residential housing lots in selected
markets in California and Washington (See -Real Estate Operations for additional information relating to our
ownership of UCP); 

•
PICO Northstar Hallock, LLC, an 88% owned subsidiary, doing business as Northstar Agri Industries (“Northstar”),
which has constructed a canola seed crushing facility in Hallock, Minnesota. The plant commenced full-scale
production in the third quarter of 2012;

• Spigit, Inc. (“Spigit”) a 69% owned subsidiary that develops enterprise innovation software.

RESULTS OF OPERATIONS — THREE AND SIX MONTHS ENDED JUNE 30, 2013 AND 2012 

Overview of Economic Conditions and Impact on Results of Operations

The economic environment and housing slow-down in the U.S. during the past several years significantly decreased
the rate of growth in the Southwest and the demand for our water and real estate assets in certain markets. However,
we have seen improvement in the housing markets recently which has led to increased levels of real estate
development activity. We believe that a continuation of the housing recovery will ultimately lead to increased demand
for our real estate and water assets. However, any deterioration in the markets in which we operate has the potential to
cause additional impairment losses on our real estate and water assets.

The focus of our operations is building long–term shareholder value.  Our revenues and results of operations can and do
fluctuate widely from period to period.  For example, we recognize revenue from the sale of real estate and water
assets when specific transactions close, and as a result, sales of real estate and water assets for any individual quarter
are not necessarily indicative of revenues for future quarters or the full financial year.

PICO Shareholders’ Equity

Our shareholders’ equity declined $19 million or $0.85 per share, during the six months ended June 30, 2013, from
$473.2 million, or $20.82 per share at December 31, 2012 to $454.2 million, or $19.97 per share at June 30, 2013. The
decrease in our shareholders’ equity was primarily due to the $22.7 million net loss during the period.

Business Combination

Effective January 31, 2013, the Company acquired additional voting preferred stock in Spigit, Inc., a privately held
company that develops enterprise innovation software (“Spigit”), in an initial transaction for $5 million by obtaining
newly issued shares directly from Spigit. During the second quarter of 2013, the Company made additional
investments of $1.8 million. As a result of these transactions, the Company’s voting ownership increased from 27% at
December 31, 2012 to 69% at June 30, 2013. In accordance with applicable accounting guidance, the initial
acquisition was accounted for under the acquisition method of accounting and, as such, the results of Spigit were
consolidated with the Company's results of operations from the date of acquisition. The Company reported the results
of Spigit as a new reportable segment. The acquisition and consolidation of Spigit increased the Company’s assets and
liabilities by approximately $21.4 million and $20.4 million, respectively.

Total Assets and Liabilities
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Total assets decreased by $4.4 million from $667.2 million at December 31, 2012 to $662.8 million at June 30, 2013.
The Company’s real estate and water assets increased $5.3 million primarily due to acquisitions and development costs
in real estate projects in UCP. Notes and other receivables and other assets increased by $28.5 million primarily due to
the business combination of Spigit, which accounted for $21.4 million of the increase. Cash and cash equivalents
decreased $32.7 million as the Company used cash to fund the acquisition and development of its real estate projects,
and for overhead and other operating costs. During the first half of 2013, total liabilities increased by $18.2 million,
from $188.7 million at December 31, 2012 to $206.9 million at June 30, 2013. The change was due to an increase in
the Company’s debt balance of $9.4 million, primarily from the consolidation of the $8 million bank loan owed by
Spigit, and an increase of $8.2 million in other liabilities which was primarily due to the consolidation of Spigit’s $7.4
million deferred revenue balance.
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Net Loss

We reported a net loss from continuing operations, after noncontrolling interest, of $7.7 million, or $0.34 per share
and $10.2 million, or $0.45 per share for the second quarter ended June 30, 2013 and 2012, respectively. The decrease
in our net loss resulted from a year-over-year decrease in the losses reported within our real estate and water resources
segments, offset by an increase in the loss reported within our agribusiness segment. For the six months ended June
30, 2013, our reported net loss was $22.7 million or $1.00 per share, compared to a net loss of $15.7 million or $0.69
per share for the first half of 2012.

Noncontrolling Interests

The net loss attributable to noncontrolling interest represents the share of net income or loss from our less than
wholly-owned consolidated subsidiaries that is allocated, based on relative ownership percentage, to the
noncontrolling shareholders of those entities. Currently, the most significant subsidiaries that are less than
wholly-owned in our condensed consolidated financial statements are Northstar, Fish Springs, and beginning January
31, 2013, Spigit. Loss attributable to noncontrolling interests was $1.8 million and $520,000 for the three months
ended June 30, 2013 and 2012, respectively. A total of $2.3 million of the noncontrolling interest recorded during the
six months ended June 30, 2013 was in our agribusiness operations based on a reported net loss in that segment of
$18.5 million.

Comprehensive Loss

For the second quarter of 2013, we reported a comprehensive loss of $7.2 million which consisted primarily of a net
loss of $7.7 million, offset by an increase of $791,000 in unrealized appreciation on available-for-sale securities.

For the first half of 2013, we reported comprehensive loss of $21.2 million. This comprehensive loss consisted of a
net loss of $22.7 million, offset by an increase of $1.5 million in unrealized appreciation on available-for-sale
securities.

Segment Results of Operations

Our segment revenue and loss before income taxes for the second quarter and first half of 2013 and 2012 were:
Three Months Ended Six Months Ended

Thousands of dollars June 30, June 30,
2013 2012 Change 2013 2012 Change

Revenue:
Water Resource and Water Storage
Operations $24,848 $355 $24,493 $25,032 $1,811 $23,221

Real Estate Operations 27,991 1,589 26,402 39,930 5,413 34,517
Agribusiness Operations 44,914 9,658 35,256 84,479 9,684 74,795
Enterprise Software 5,597 5,597 9,247 9,247
Corporate 1,857 948 909 3,326 1,327 1,999
Total revenue $105,207 $12,550 $92,657 $162,014 $18,235 $143,779

Loss before income taxes:
Water Resource and Water Storage
Operations $4,677 $(1,817 ) $6,494 $2,536 $(2,979 ) $5,515

Real Estate Operations (1,758 ) (2,411 ) 653 (2,470 ) (3,756 ) 1,286
Agribusiness Operations (8,760 ) (2,528 ) (6,232 ) (18,475 ) (3,054 ) (15,421 )
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Enterprise Software (1,559 ) (1,559 ) (2,709 ) (2,709 )
Corporate (2,213 ) (3,848 ) 1,635 (6,055 ) (7,748 ) 1,693
Loss before income taxes $(9,613 ) $(10,604 ) $991 $(27,173 ) $(17,537 ) $(9,636 )
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Second Quarter Revenue

The majority of our recurring revenue is expected to occur in our agribusiness and real estate operations. Both of these
segments generate revenue from volume sale of their products. Our second quarter revenue was $105.2 million in
2013, compared to $12.6 million in 2012, an increase of $92.6 million year-over-year.  This increase was primarily
due to a $35.3 million increase in revenue due to added sales volume in our agribusiness operations, a $26.4 million
increase in sales of real estate primarily from selling more residential homes, and a $24.5 million increase in revenue
in our water resources and water storage operations, primarily due to the sale of real estate and water assets in
Arizona, and the sale of our farm properties in Idaho.

Second Quarter Costs and Expenses

Second quarter costs and expenses were $114.8 million in 2013, compared to $23.2 million in 2012, an increase in
year-over-year expenses of $91.6 million.  Our agribusiness operations increased production and sales and
consequently, reported an increase in expenses of $41.5 million, primarily from a $37.4 million increase in cost of
sales of canola oil and meal, and a $4.1 million increase in overhead, interest and depreciation expenses. Our real
estate segment reported an increase in expenses of $25.7 million which was primarily due to a $20.5 million increase
in cost of its real estate sales. Additionally, our water resources and water storage operations reported an increase in
expenses of $18 million primarily from an increase in cost of real estate and water assets sold.

Second Quarter Loss Before Income Taxes

Our second quarter year-over-year net loss before income taxes decreased by $991,000 primarily due to a $6.2 million
and a $1.6 million increase in the loss reported by our agribusiness and our enterprise software segments, respectively,
which offset a $6.5 million increase in the gain reported by our water resource and water storage operations and a
decrease in the loss reported by our real estate and corporate operations of $653,000 and $1.6 million, respectively.

Second Quarter Income Taxes and Noncontrolling Interest in Subsidiaries

In the second quarter of 2013, we reported a net loss of $7.7 million, or $0.34 per share.  We recorded a $114,000 tax
benefit and noncontrolling interests reported a loss of $1.8 million.

We reported a net loss of $15.4 million, or $0.68 per share for the second quarter of 2012 after a $125,000 tax
provision.  During the three months ended June 30, 2012, noncontrolling interests reported expense of $520,000

Due to the full valuation allowance on our net deferred taxes, our effective tax rate for the second quarter of 2013 and
2012 was a tax benefit of 1% and a tax provision of 1% respectively, compared to the Federal corporate income tax
rate of 35%.

First Half Revenue

Our first half revenue was $162 million in 2013, compared to $18.2 million in 2012, an increase of $143.8 million
year-over-year.  This increase was primarily due to a $74.8 million increase in agribusiness revenue as we commenced
crushing canola seed and selling canola oil and meal after the first quarter of 2012, a $34.5 million increase in sale of
real estate due primarily to selling more residential homes and a $23.2 million increase in revenue in our water
resource and water storage operations due to the sale of real estate and water assets in Arizona, and the sale of our
farm properties in Idaho.

First Half Costs and Expenses
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First half costs and expenses were $189.2 million in 2013, compared to $35.8 million in 2012, an increase in
year-over-year expenses of $153.4 million.  Our agribusiness operations reported an increase in expenses of $90.2
million, primarily from a $78 million increase in cost of sales of canola oil and meal, and a $12.2 million increase in
overhead, interest and depreciation expenses. Our real estate segment reported an increase in expenses of $33.2
million primarily due to a $26.3 million increase in the cost of real estate sold. The costs and expenses in our water
resource and water storage operations increased $17.7 million primary due to the cost of the real estate and water sold
during the period. Lastly, our enterprise software operations reported expenses and overhead of $12 million for the
first half of 2013 primarily from salaries and benefits.
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First Half Loss Before Income Taxes

Our first half year-over-year net loss before income taxes increased by $9.6 million primarily due to a $15.4 million
increase in the loss reported by our agribusiness segments, offset by a $5.5 million year-over-year increase in income
reported in our water resource and water storage operations.

First Half Income Taxes and Noncontrolling Interest in Subsidiaries

In the first half of 2013, we reported a net loss of $22.7 million, or $1.00 per share.  We recorded an $898,000 tax
benefit and noncontrolling interests reported a loss of $3.6 million.

We reported a net loss of $20.3 million, or $0.89 per share for the first half of 2012 after a $1.1 million tax
benefit.  During the six months ended June 30, 2012, noncontrolling interests reported a loss of $741,000.

Due to the full valuation allowance on our net deferred taxes, our effective tax rate for the first half of 2013 and 2012
was a tax benefit of 3% and 6% respectively, compared to the Federal corporate income tax rate of 35%.
WATER RESOURCE AND WATER STORAGE OPERATIONS

Three Months Ended Six Months Ended
Thousands of dollars June 30, June 30,

2013 2012 Change 2013 2012 Change
Revenue:
Sale of real estate and water assets $23,663 $5 $23,658 $23,666 $15 $23,651
Other 1,185 350 835 1,366 1,796 (430 )
Total revenue 24,848 355 24,493 25,032 1,811 23,221

Costs and expenses:
Cost of real estate and water assets sold (16,639 ) (1 ) (16,638 ) (16,639 ) (3 ) (16,636 )
Impairment of water assets (993 ) (993 ) (993 ) (993 )
Interest expense (11 ) (17 ) 6 (22 ) (34 ) 12
Depreciation and amortization (333 ) (331 ) (2 ) (658 ) (653 ) (5 )
Overhead (1,248 ) (1,330 ) 82 (2,741 ) (2,823 ) 82
Project expenses (947 ) (493 ) (454 ) (1,443 ) (1,277 ) (166 )
Segment total expenses (20,171 ) (2,172 ) (17,999 ) (22,496 ) (4,790 ) (17,706 )
Income (loss) before income taxes $4,677 $(1,817 ) $6,494 $2,536 $(2,979 ) $5,515

Historically, Vidler and its subsidiaries’ revenue has been volatile and infrequent. Since the date of closing generally
determines the accounting period in which the sales revenue and cost of sales are recorded, Vidler’s reported revenue
and income fluctuate from period to period, depending on the dates when specific transactions close. Consequently,
sales of real estate and water assets in any one year are not necessarily indicative of likely revenue in future years.

Segment Revenue

We closed two sale transactions in June 2013 which, in aggregate, contributed the majority of the segment revenue for
both the second quarter and the first half of 2013. We sold 1,021 acres of land and 3,063 acre-feet of groundwater
rights located in the Harquahala Valley, Arizona, for sale proceeds of $10 million and a gross margin of $6.3 million.
In addition, we also sold two farms in Idaho for sale proceeds of $13.7 million and a gross margin of $763,000. The
two farms that were sold also generated lease revenue of $726,000 and $218,000 for the first half of 2013 and 2012,
respectively. From the third quarter of 2013, we will no longer record any lease revenue or operating costs associated
with the two farms that were sold.
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There were no significant sales of water rights and related real estate assets in the second quarter and first half of
2012.  Revenue generated in the second quarter and first half of both 2013 and 2012 also consisted of lease income
from our ranch and farm properties. In addition, in the first half of 2012, due to the expiration of an option we had
entered in to with a potential purchaser of our Lincoln County, Nevada power plant project, we generated revenues of
$1.3 million from the option fees we had previously recorded as unearned.
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Segment Expenses

In the second quarter of 2013, our total expenses increased by $18 million compared to 2012 and by $17.7 million in
the first half of 2013 as compared to 2012. The primary reason for the increase in total expenses was the increase in
the cost of real estate and water assets of $16.6 million in both the second quarter and first half of 2013 as compared
to 2012. The increase in cost of sales was due to the two sale transactions that closed in June, 2013 as noted in
Segment Revenue above.

Overhead expenses were almost unchanged for both the second quarter and first half of 2013 as compared to 2012.
Total overhead was $1.2 million in the second quarter of 2013 as compared to $1.3 million in the second quarter of
2012. Overhead was $2.7 million for the first half of 2013 as compared to $2.8 million in the first half of 2012.

Project expenses consist of costs related to the development of existing water resources, such as maintenance and
professional fees.  Project expenses are expensed as appropriate and fluctuate from period to period depending on
activity with Vidler’s various water resource projects.  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 and the Dry Lake Valley (both part of the
Lincoln County, Nevada agreement);

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

• the operation of our farm properties in Idaho; and
• certain exploration costs for water resource development in New Mexico

Project expenses declined by $454,000 in the second quarter of 2013 as compared to the second quarter of 2012 and
the year-over-year project costs were unchanged at $1.4 million and $1.3 million in first half of both periods. As noted
above, from the third quarter of 2013 we will no longer record any lease revenue or operating costs associated with
our farm properties in Idaho as the two farms were sold in June, 2013.

The impairment charge of $993,000 recorded in the second quarter and first half of 2013 related to our Fish Springs
water asset in Washoe County, Nevada. During the second quarter of 2013, specific events occurred in Washoe
County that caused us to update our discounted cash flow models that calculate an estimated fair value for our Fish
Springs Ranch water credits and pipeline rights. The changes in assumptions relate to the timing of future estimated
sales of our water assets as well as inputs in to the discount rate. As a result of updating our discounted cash flow
models, the fair value of our Fish Springs water asset was estimated at $83.9 million compared to its then carrying
value of $84.9 million. Consequently, in the second quarter and first half of 2013, we recorded the $993,000
difference as an impairment charge to reflect the decrease in the estimated fair value of the asset.

The year-over-year segment results of operations increased by $6.5 million for the second quarter and by $5.5 million
for the first six months. The increase in the year-over-year results of operations for both periods was due primarily to
the gross margin of $6.3 million generated in the second quarter and first half of 2013 from the sale of land and water
rights in the Harquahala Valley, Arizona.
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REAL ESTATE OPERATIONS
Three Months Ended Six Months Ended

Thousands of dollars June 30, June 30,
2013 2012 Change 2013 2012 Change

Revenue:
Sale of real estate and water assets $27,722 $1,435 $26,287 $39,525 $4,970 $34,555
Other 269 154 115 405 443 (38 )
Total revenue 27,991 1,589 26,402 39,930 5,413 34,517

Costs and expenses:
Cost of real estate and water assets sold (21,581 ) (1,059 ) (20,522 ) (29,632 ) (3,367 ) (26,265 )
Interest expense (324 ) 324 (677 ) 677
Impairment charges (417 ) (417 ) (417 ) (417 )
Operating expenses (7,751 ) (2,617 ) (5,134 ) (12,351 ) (5,125 ) (7,226 )
Segment total expenses (29,749 ) (4,000 ) (25,749 ) (42,400 ) (9,169 ) (33,231 )
Loss before income taxes $(1,758 ) $(2,411 ) $653 $(2,470 ) $(3,756 ) $1,286

As of June 30, 2013, our businesses in the real estate operations segment are primarily conducted through our wholly
owned subsidiary UCP, LLC (“UCP”) and its homebuilding and land development operations in California and
Washington.

In May, 2013 we formed a new company, UCP, Inc. to become the sole managing member of UCP. In July, 2013,
UCP, Inc. completed an initial public offering of its Class A common stock selling 7,750,000 of its Class A shares at
$15 per share for gross proceeds of $116.3 million. After the underwriting discount of $8.1 million, UCP, Inc.
received net proceeds of $108.1 million (before the offering expenses). The proceeds from the issuance of the Class A
shares were used to purchase 7,750,000 newly issued Series B Units in UCP representing 42.3% of the total economic
interest of UCP. UCP intends to use such proceeds from the issuance of the Series B Units for general corporate
purposes, such as the acquisition of land and for land development, home construction and other related purposes.

As a result of the reorganization of UCP and the initial public offering of UCP, Inc., which was completed in the third
quarter of 2013, PICO owns Series A Units in UCP representing 57.7% of the total economic interest of UCP. In
addition, PICO owns Class B stock in UCP, Inc. The Class B shares have voting rights only with one vote for each
UCP Series A Unit held. As such, PICO has 57.7% of the voting power in UCP, Inc. From the third quarter of 2013,
we will record our interests in UCP, Inc. and UCP as 57.7% owned subsidiaries.

UCP, Inc.’s Class A shares began trading on the New York Stock Exchange on July 18, 2013 under the symbol “UCP.”

In the first half of 2013 and 2012, UCP sourced, underwrote and acquired real estate in its target markets to increase
its land inventory and ability to either build and sell homes through its wholly owned subsidiary, Benchmark
Communities, or develop land and sell lots to third-party homebuilders. UCP actively acquires and develops lots in
California and Washington State in an effort to maintain and grow its lot supply. In addition to expanding its business
in existing markets in California and Washington State, UCP continues to evaluate opportunities to expand into other
markets with favorable housing demand fundamentals, including, in particular, long-term population and employment
growth.

Our real estate sales are contingent upon numerous factors and, as such, the timing and volume of real estate sales in
any one quarter is unpredictable.  Historically, the level of real estate sales has fluctuated from period to
period.  Accordingly, it should not be assumed that the level of sales as reported will be maintained in future years.
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Owned and Controlled Lots

As of June 30, 2013, and December 31, 2012, UCP owned or controlled, pursuant to purchase or option contracts, an
aggregate of 5,845 and 4,916 lots, respectively. The following tables present certain information with respect to our
owned and controlled lots as of June 30, 2013 and December 31, 2012.

As of June 30, 2013
Owned Controlled(1) Total

Central Valley Area-California 1,849 985 2,834
Monterey Bay Area-California 1,587 1,587
South San Francisco Bay Area-California 27 467 494
Puget Sound Area-Washington 900 30 930
Total 4,363 1,482 5,845

As of December 31, 2012
Owned Controlled(1) Total

Central Valley Area-California 1,880 599 2,479
Monterey Bay Area-California 1,602 — 1,602
South San Francisco Bay Area-California 32 92 124
Puget Sound Area-Washington 711 — 711
Total 4,225 691 4,916

(1)  Controlled lots are those subject to a purchase or option contract.

Our wholly-owned subsidiary, Bedrock Land Development, Inc. (“Bedrock”) also owns real estate in Fresno, California
that is tentatively approved for the development of 167 lots. Bedrock is not a part of UCP’s operations.

Second Quarter Segment Revenue and Gross Margin

In the following discussion, gross margin is defined as revenue less cost of sales, and gross margin percentage is
defined as gross margin divided by revenues.

In the second quarter of 2013, total segment revenue increased by 1,662% to $28 million as compared to total segment
revenue of $1.6 million in the second quarter of 2012.  This increase in revenue of $26.4 million was primarily
attributable to an increase in both the volume of homes and lots sold and the average selling price (“ASP”) of homes and
lots sold in the second quarter of 2013 as compared to the second quarter of 2012 as follows:

•
an increase in the number of homes sold to 57 homes in the second quarter of 2013 as compared to 6 homes in the
second quarter of 2012. The average selling communities during the period increased from two in the second quarter
of 2012 to seven in the second quarter of 2013;

•an increase in the ASP of homes sold of approximately 54% to $367,000 per home in the second quarter of 2013 as
compared to $239,000 per home in the second quarter of 2012; and

•an increase in the quantity of lots sold to 54 units in the second quarter of 2013 as compared to zero units in the
second quarter of 2012.

Total gross margin increased by approximately $5.8 million to $6.1 million in the second quarter of 2013 as compared
to $376,000 in the second quarter of 2012. This increase in gross margin was primarily due to the increased volumes
of both lots and homes sold in the second quarter of 2013 as compared to the second quarter of 2012. The gross
margin percentage of lots sold in the second quarter of 2013 was 24%. The gross margin percentage of homes sold
declined to 22% in the second quarter of 2013 as compared to 26% in the second quarter of 2012. This gross margin
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First Half Segment Revenue and Gross Margin

In the first half of 2013, total segment revenue increased by 638% to $39.9 million as compared to total segment
revenue of $5.4 million in the first half of 2012.  This increase in revenue of $34.5 million was primarily attributable
to an increase in both the quantity of homes and lots sold and the ASP of homes and lots sold in the first half of 2013
as compared to the first half of 2012 as follows:

•
an increase in the number of homes sold to 69 homes in the first half of 2013 as compared to 12 homes in the first half
of 2012. The number of selling communities at the end of the period increased from one at June 30, 2012 to nine at
June 30, 2013;

•an increase in the ASP of homes sold of approximately 48% to $366,000 per home in the first half of 2013 as
compared to $247,000 per home in the first half of 2012; and

•
an increase in the quantity of lots sold to 108 units in the first half of 2013 as compared to 26 units in the first
half of 2012 and revenue per lot increased by approximately 71% to $132,000 per lot in the first half of 2013
as compared to $77,000 per lot in the first half of 2012.

Total gross margin increased by approximately $8.3 million to $9.9 million in the first half of 2013 as compared to
$1.6 million in the first half of 2012. This increase in gross margin was primarily due to the increased volumes of both
lots and homes sold in the first half of 2013 as compared to the first half of 2012. The gross margin percentage of lots
sold in the first half of 2013 was 32% as compared to 38% in 2012. The gross margin percentage of homes sold
declined to 21% in the first half of 2013 as compared to 29% in the first half of 2012. This gross margin percentage
decline was primarily attributable to the favorable cost basis of the active selling communities in 2012.

Summary Results of UCP Revenue and Gross Margin
Three Months Ended
June 30,

Six Months Ended
June 30,

2013 2012 Change 2013 2012 Change
Lots sold 54 54 108 26 82
Homes sold 57 6 51 69 12 57

Revenue (in thousands)
  Lot revenue - total $6,815 $6,815 $14,285 $2,002 $12,283
  Lot revenue - per lot $126 $126 $132 $77 $55

 Home revenue - total $20,907 $1,435 $19,472 $25,240 $2,968 $22,272
  Home revenue - per home $367 $239 $128 $366 $247 $119

Gross Margin
  Gross margin - lots $1,643 $1,643 $4,534 $754 $3,780
  Gross margin percentage -
lots 24 % 24  % 32 % 38 % (6 )%

  Gross margin - homes $4,498 $376 $4,122 $5,359 $849 $4,510
  Gross margin percentage -
homes 22 % 26 % (4 )% 21 % 29 % (8 )%

Gross margin - total $6,141 $376 $5,765 $9,893 $1,603 $8,290
Gross margin percentage -
total 22 % 26 % (4 )% 25 % 32 % (7 )%
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Segment Results of Operations

The year-over-year second quarter segment net loss before income taxes decreased by $653,000 from a net loss of
$2.4 million in 2012 to a net loss of $1.8 million in 2013. There was an increase in the gross margin of approximately
$5.8 million generated by the sale of lots and homes at UCP due to both a higher volume and an increase in the ASP
of lots and homes sold in the second quarter of 2013 as compared to the second quarter of 2012. However, this
increased gross margin was offset by an increase in operating costs of $5.1 million in the second quarter of 2013 as
compared to the second quarter of 2012. The year-over-year increase in costs is due primarily to (1) increased selling
and marketing costs of $1.6 million as a result of the increased volume of lot and home sales in the second quarter of
2013 as compared to the second quarter of 2012; (2) increased salaries and benefits of $1.6 million as UCP continues
to expand its operations and (3) an increase in legal and audit costs of $624,000 incurred primarily in connection with
offering and reorganization costs for the Initial Public Offering of UCP, Inc.’s Class A shares.

In addition, we incurred an impairment charge of $417,000 in the second quarter of 2013 with no corresponding
charge in the second quarter of 2012. The impairment charge relates to a property, owned by Bedrock,(and, as such, is
not part of UCP’s own results of operations nor is it included in UCP’s inventory of lots). The property, located near
Fresno, California, was purchased by us prior to our acquisition of UCP. We have developed the property over several
years and we believe that the property has further value in the future as Fresno continues to grow. However, in 2013
we received an unsolicited offer from a local government agency to purchase the property. We have obtained a current
appraisal of the value of the property and, as of June 30, 2013 we wrote down the value of the property to the
appraised value on the assumption that we will be forced to sell the property to the local government agency.

The first half segment net loss before income taxes decreased by $1.3 million from 2012 to 2013. There was an
increase in the gross margin of approximately $8.3 million generated by the sale of lots and homes at UCP due to both
the higher volume and increase in ASP of lots and homes sold in the first half of 2013 as compared to the first half of
2012. However, this increased gross margin was offset by an increase in operating costs of $7.2 million in the first
half 2013 as compared to the first half of 2012. The increase in costs is due primarily to (1) increased selling and
marketing costs of $2.2 million as a result of the increased volume of lot and home sales in the first half of 2013 as
compared to the first half of 2012; (2) increased salaries and benefits of $2.9 million as UCP continues to expand its
operations and (3) an increase in legal and audit costs of $637,000 incurred primarily in connection with offering and
reorganization costs for the Initial Public Offering of UCP, Inc.’s Class A shares.

AGRIBUSINESS OPERATIONS
Three Months Ended Six Months Ended

Thousands of dollars June 30, June 30,
2013 2012 Change 2013 2012 Change

Revenue:
Sales of canola oil and meal $44,913 $9,640 $35,273 $84,469 $9,640 $74,829
  Other 1 18 (17 ) 10 44 (34 )
Total revenue 44,914 9,658 35,256 84,479 9,684 74,795

Costs and expenses:
Cost of canola oil and meal sold (45,136 ) (7,762 ) (37,374 ) (85,741 ) (7,762 ) (77,979 )
Depreciation (2,090 ) (7 ) (2,083 ) (4,180 ) (14 ) (4,166 )
Interest expense (1,463 ) (821 ) (642 ) (2,895 ) (1,327 ) (1,568 )
Plant costs and overhead (4,985 ) (3,596 ) (1,389 ) (10,138 ) (3,635 ) (6,503 )
Segment total expenses (53,674 ) (12,186 ) (41,488 ) (102,954 ) (12,738 ) (90,216 )
Loss before income taxes $(8,760 ) $(2,528 ) $(6,232 ) $(18,475 ) $(3,054 ) $(15,421 )
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Segment Revenue and Crush Margin

We generated sales of canola oil and meal of $44.9 million in the second quarter of 2013 and $84.5 million for the six
months ended June 30, 2013. The plant did not commence initial crushing operations until May 2012 and,
accordingly, revenue generated from the sale of canola oil and meal in the second quarter and first six months of 2012
only represents revenue generated in a limited period (approximately 6 weeks) and while the plant operated in start-up
mode.

During the second quarter of 2013, our plant in Hallock, MN crushed 71,374 tons of canola seed, achieving 78%
capacity utilization. In the first six months of 2013 we crushed 140,307 tons of canola seed (approximately 78%
capacity). Capacity utilization was impacted primarily by a planned annual maintenance outage of two weeks duration
in May and secondarily by seed sourcing challenges due to a protracted spring planting season in our sourcing
territory. Canola seed deliveries by farmers typically decrease during the month of May as they engage in field
activities associated with planting. However, wet conditions delayed and prolonged planting into the third week of
June, 2013, which further impacted the decrease in seed deliveries in the second quarter of 2013.

Overall market conditions led to an extremely challenging crush margin environment through most of the first six
months of 2013. Canola “board margins” (the margin produced by the quoted market price of soybean oil and soybean
meal factored for appropriate canola product yields and protein content less the quoted market price of canola seed as
factored for the foreign exchange rate between the Canadian dollar and the U.S. dollar) were unusually low at the start
of 2013 and continued to decline through May, 2013. Board margins stabilized in early June and started to improve
late in the second quarter of 2013. The poor board margin environment in the second quarter and first half of 2013 has
been primarily driven by 2012 weather related crop events. The 2012 Canadian canola seed harvested yields were
20% below the trend line average yield, resulting in canola seed scarcity and high prices. Historically high U.S.
soybean crush and historically high soybean oil yield resulted in record soybean oil production for the fourth quarter
of 2012. Historically high soybean yields have continued through the end of the second quarter of 2013. This has
negatively impacted pricing for our primary product, canola oil. Historically high global palm oil inventories have
also impacted U.S. vegetable oil pricing. The board margin improvement noted in late June, 2013, resulted from
declining canola seed prices following the timely completion of spring canola planting in Canada. This provided the
market some assurance that the extremely tight seed supply conditions would be alleviated in the new crop year of
2013/2014.

These combined factors have also given rise to an unprecedented dislocation of “basis” and board margin conditions
(basis is the difference between our actual crush margin at the Hallock plant and the board margin and differences
arise from the discount or premiums we obtain for seed purchased and oil and meal sold compared to the board
pricing). Historically, the basis differences at Hallock, Minnesota have been net positive. However, canola seed
scarcity led to unfavorable seed basis levels which have reversed this net basis margin so that our basis difference was
largely negative during the period of crushing operations for the canola crop year 2012/2013 to date (mid-August,
2012 to June 30, 2013).

The board margins in 2013 and the negative basis combined to generate a negative gross margin of $223,000 and $1.3
million for the second quarter and the first six months of 2013, respectively.

Segment Expenses

Plant costs and overhead in the second quarter and first half of 2013 include salaries and benefits, consulting fees,
insurance, and office costs. Also included in these costs are the variable costs of crushing operations including costs
for energy, process chemicals, production labor and utilities as well as marketing fees under our off-take agreement
with Purina Animal Nutrition, LLC (formerly Land O Lakes Purina Feed, LLC). Plant costs and overhead also include
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due diligence expenses for potential expansion opportunities within the Agribusiness segment.

We did not commence initial crushing operations until May 2012 and, as a result, the plant costs and overhead in the
second quarter and first half of 2013 as compared to the corresponding periods in 2012 are significantly different (the
change in such costs are $1.4 million for the second quarter 2013 as compared to 2012 and $6.5 million for the first
six months of 2013 as compared to 2012). This is largely due to the very significant increase in volumes of canola
seed crushed in 2013 as compared to 2012 and the resultant increase in variable costs in 2013 as compared to 2012.

 In addition, as we did not commence full scale operations until the third quarter 2012, we did not start to depreciate
our canola seed crushing plant until the third quarter of 2012 and, as such, no depreciation of the plant is included in
the second quarter and first half 2012 segment expenses. We recorded a $2.1 million charge for depreciation in the
second quarter of 2013 and $4.2 million for the first six months of 2013.
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As of June 30, 2013, Northstar has total borrowings of $92.3 million comprised of an $86.5 million term loan and $5.8
million outstanding on a revolving credit facility. During the first half of 2013 and 2012, we recorded interest expense
of $2.9 million and $1.3 million respectively. The year-over-year increase in interest expense of $1.6 million in the
first half of 2013 as compared to the first half of 2012, is primarily due to the following: (1) as the plant was still being
constructed, we capitalized interest cost of approximately $574,000 as part of the total plant construction cost in the
first half of 2012; and (2) total borrowings have increased by $4.8 million since June 30, 2012.

As of June 30, 2013, Northstar has entered into swap agreements with an international bank as the counterparty. The
purpose of the swap agreements is to assist in the risk management of our crush margin and is achieved by swapping
the floating price of the board margin for a fixed price during the period the swap is in place.

The changes in fair value of derivative contracts of this nature may be volatile and accordingly our results of
operations may not necessarily be indicative of future segment results. In addition, the actual cash liability or asset of
our swap agreements will not be known until actual settlements become due.

The swap agreements are derivative instruments recorded at fair value but do not qualify for hedge accounting
treatment. As a result, we record a gain or loss on the movement in the fair value of the derivative instrument in cost
of canola oil and meal sold in our results of operations at each reporting period.

In addition, readily marketable inventory at June 30, 2013 is carried at net realizable value on our balance sheet based
on quoted market prices in active markets. Changes in the value of our readily marketable inventory are recognized in
cost of canola oil and meal sold each period. However, we aim to minimize the effects of changing prices in our
inventory primarily through the use of traded futures contracts.

During the first half of 2013, the fair values of our swap agreements, forward and futures contracts decreased from a
net asset position of $1.8 million at December 31, 2012 to a net asset position of $1.1 million at June 30, 2013. As
such, during the first half of 2013 we recorded a non-cash loss of $710,000 to cost of goods sold in our results of
operations. In addition, during the first half of 2013 we had cash settlements of $3.1 million on our futures contracts
which were also recorded to cost of goods sold in our results of operations.

During the first half of 2012, the fair value of the liabilities under our swap agreements decreased from $2.5 million at
December 31, 2011 to a net asset position of $1.8 million at June 30, 2012. As such, during the first half of 2012 we
recorded a total non-cash gain of $4.3 million in cost of goods sold and plant costs and overhead in segment expenses.
In the second quarter of 2012, the movement in fair value of the swap agreements and futures contracts resulted in a
non-cash gain of $2.4 million in cost of goods sold.
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ENTERPRISE SOFTWARE
Three Months
Ended

Six Months
Ended

Thousands of dollars June 30, June 30,
2013 2013

Revenue:
Software and services revenue $5,597 $9,247
Total revenue 5,597 9,247

Costs and expenses:
Cost of software and services sold (632 ) (1,933 )
Interest expense (116 ) (192 )
Depreciation (31 ) (45 )
Operating expenses (6,377 ) (9,786 )
Segment total expenses (7,156 ) (11,956 )
Loss before income taxes $(1,559 ) $(2,709 )

This segment comprises the results of operations of Spigit.

As of December 31, 2012, the Company owned 27% of the voting stock in Spigit.  Accordingly, during 2012, the
Company recorded its investment in Spigit as an unconsolidated affiliate using the equity method of accounting. The
losses reported by Spigit prior to December 31, 2011 reduced the carrying value of the Company’s investment in Spigit
to zero at December 31, 2012, and therefore no equity in loss of unconsolidated affiliate was recorded in 2012.

On January 31, 2013, we invested $5 million to acquire Series F participating preferred securities from the company
that increased our voting ownership by 40% such that we owned approximately 67% of the voting interest of the
company (the “Series F transaction”). As a result of the Series F transaction, we gained effective control of Spigit and,
with effect from January 31, 2013, we have consolidated Spigit’s financial results in PICO’s condensed consolidated
financial statements. In future reporting periods we will report Spigit’s entire results of operations (before
noncontrolling interests) in the enterprise software segment disclosures.

Under the terms and conditions of the Series F transaction, we were obligated to fund an additional $5 million if
certain terms and conditions were met by Spigit. As of June 30, 2013, we had funded $1.8 million of this additional $5
million and subsequent to June 30, 2013 we funded the remaining balance of the $5 million. With the completion of
the entire $10 million Series F funding, we own approximately 73% of the voting interest in Spigit. In addition, the
Series F transaction caused all prior Series of Preferred Stock outstanding to be canceled and converted to common
stock in Spigit in a ratio of one common share for every five preferred shares.

In August, 2013, Spigit signed a definitive merger agreement with another private enterprise software company.
Under the terms of the merger agreement, Spigit shareholders will receive 30% of the ownership of the merged
company on a fully diluted basis and, as such, we will own approximately 22.6% of the merged company on a fully
diluted basis.  The closing of the merger is subject to various contingencies including obtaining Spigit shareholder
approval and the successful completion of additional financing.

Segment Revenue and Gross Margin

Segment results of operations for the six months ended June 30, 2013 discussed below only represent Spigit’s revenues
and expenses from the effective date of our acquisition, January 31, 2013 to June 30, 2013.
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Revenue consists primarily of software license agreements (both new customers and customer renewals) and recurring
and one-time service fees and was $5.6 million in the second quarter of 2013 and $9.2 million in the first half of 2013.
In the first half of 2013, Spigit entered into contracts with a total annual contract value (“ACV”) of $11.1 million which
will be amortized to revenue over a 12 month period. Approximately 97% of Spigit’s total contract value bookings in
the first half of 2013 is represented by ACV.
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Cost of software and services sold was $632,000 in the second quarter of 2013 and $1.9 million in the first half of
2013. Cost of software and services sold primarily consists of costs related to hosting of the Company’s application
suite and expenses related to its hosting facility, plus the cost of providing consulting services to our customers.

Segment Expenses

Operating expenses were $6.4 million for the second quarter of 2013 and $9.8 million for the first half of 2013. The
majority of these costs are for salaries and benefits related to sales, marketing, and product management.

CORPORATE
Three Months Ended Six Months Ended

Thousands of dollars June 30, June 30,
2013 2012 Change 2013 2012 Change

Revenue:
Deferred compensation revenue $150 $196 $(46 ) $398 $973 $(575 )
Other revenue 1,707 752 955 2,928 354 2,574
Total revenue 1,857 948 909 3,326 1,327 1,999

Costs and expenses:
Interest expense (129 ) (128 ) (1 ) (309 ) (267 ) (42 )
Stock-based compensation expense (950 ) (920 ) (30 ) (1,896 ) (1,980 ) 84
Deferred compensation recovery
(expense) (249 ) 127 (376 ) (867 ) (1,453 ) 586

Foreign exchange gain (loss) 116 (1,136 ) 1,252 (738 ) (248 ) (490 )
Other (2,858 ) (2,739 ) (119 ) (5,571 ) (5,127 ) (444 )
Segment total expenses (4,070 ) (4,796 ) 726 (9,381 ) (9,075 ) (306 )
Loss before income taxes $(2,213 ) $(3,848 ) $1,635 $(6,055 ) $(7,748 ) $1,693

The corporate segment consists of cash, fixed-income securities, equity securities (including the portfolio of Swiss
equity securities held by PICO European), and other parent company assets and liabilities which are not contained in
other segments, including the assets and liabilities of the deferred compensation trusts held for the benefit of certain
officers and non-employee directors. Revenue consists of interest earned on cash balances and securities and realized
gains or losses on the sale or impairment of securities and can vary considerably from year to year.

The expenses recorded in this segment primarily consist of parent company costs which are not allocated to our other
segments, for example, salaries and benefits, directors’ fees, shareholder costs, rent for our head office, stock-based
compensation expense, and deferred compensation expense.  In any one year, corporate segment expenses can
increase or decrease due to one or more individually significant expense or benefit items which occur irregularly (for
example, the recording of stock-based compensation expense), or which fluctuate from period to period (for example,
foreign currency gain or loss).  Consequently, corporate segment expenses are not typically comparable from year to
year.

Deferred Compensation Revenue and Expense

The participants in the deferred compensation plan bear the risk of the investment return on the deferred compensation
assets, similar to a defined contribution plan such as a 401(k) plan. The investment income and realized gains or losses
from the deferred compensation assets are recorded as revenue in the period that they are earned, and a corresponding
and offsetting cost or benefit is recorded as deferred compensation expense or recovery.  The change in net unrealized
appreciation or depreciation in the deferred compensation assets is charged to compensation expense. Once the
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deferred compensation has been distributed, over the lifetime of the assets, the revenue and deferred compensation
expense equal and there is no net effect on segment results.
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Segment Revenue

The corporate segment recorded revenue of $1.9 million in the second quarter of 2013, compared to $948,000 in the
second quarter of 2012. The $909,000 increase in segment revenue is principally due to an increase of $741,000 in
realized gains on equity securities in the second quarter of 2013 as compared to the second quarter of 2012.

The corporate segment recorded revenue of $3.3 million in the first half of 2013, compared to $1.3 million in the first
half of 2012. The $2 million increase in segment revenue is principally due to an increase of $1.9 million in realized
gains on equity securities in the first half of 2013 as compared to the first half of 2012.

Segment Expenses

Second quarter year-over-year segment expenses decreased by $726,000 with $4.1 million recorded in the second
quarter of 2013 as compared to $4.8 million recorded for the second quarter of 2012. This decrease in total segment
costs was primarily due to a combination of an increased gain in foreign exchange of $1.3 million which was partially
offset by an increase in deferred compensation expense of $376,000.

First half year-over-year segment expenses increased by $306,000 with $9.4 million recorded in the first half of 2013
as compared to $9.1 million recorded for the first half of 2012. The increase in total segment costs was primarily due
to a combination of an increase in the foreign exchange loss of $490,000 and an increase in other costs of $444,000
which was partially offset by a decrease in the deferred compensation expense of $586,000.

Stock-Based Compensation Expense

Stock-based compensation expense is calculated based on the closing price of PICO common stock on the date the
awards were granted and is recognized over the vesting period of the awards. As of June 30, 2013, there was $5
million of unrecognized stock-based compensation expense, which we expect to record ratably until the last award
vests.

The stock-based compensation expense consists of two stock-based awards in the form of Restricted Stock Units
(“RSU”) granted to certain officers and non-employee directors (in thousands):

Three Months Ended Six Months Ended
June 30, 2013 June 30, 2012 June 30, 2013 June 30, 2012

RSU $950 $896 $1,896 $1,920
RSA 24 60

$950 $920 $1,896 $1,980

Foreign Exchange Gain or Loss

The foreign exchange gain or loss recorded in this segment primarily results from the effect of fluctuation in the
exchange rate between the Swiss Franc and the U.S. dollar on the amount of an inter-company loan to PICO
European, which is denominated in Swiss Francs.

Segment expenses were decreased by an $116,000 foreign exchange gain in the second quarter of 2013, compared to a
$1.1 million foreign exchange loss in the second quarter of 2012. A foreign exchange loss of $738,000 was recorded
in the first half of 2013, compared to a loss of $248,000 in the first half of 2012.
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LIQUIDITY AND CAPITAL RESOURCES—SIX MONTHS ENDED JUNE 30, 2013 AND 2012 

Cash Flow

Our assets primarily consist of real estate and water assets, property, plant and equipment, cash and cash equivalents,
and investments in publicly-traded securities.  Our liquid funds are generally held in money market funds. Our
investments consist primarily of common stock in publicly traded small-capitalization companies in the U.S. and
selected foreign markets and corporate bonds in various industries.

Our cash and cash equivalents and available-for-sale investments held in each segment at June 30, 2013 were as
follows:
• Our water resource and water storage operations holds cash of $21.9 million;
• our real estate operations segment holds cash of $1.8 million;

• our agribusiness operations segment holds cash of $1.2 million;

• our enterprise software segment holds cash of $328,000; and

•

our corporate segment holds cash of $42.2 million, and marketable debt and equity securities with a market value of
$7 million and $41.2 million, respectively. Included in those totals is $8.4 million in cash, $9 million in equities and
$3.9 million in debt securities that are held in deferred compensation rabbi trusts accounts, which will be used to
pay the related and offsetting deferred compensation liabilities.

Our primary sources of funds include existing cash, cash flow from our real estate and agribusiness operations, the
sale of water and water resource assets, and the proceeds of loans or debt or equity offerings.  We are not subject to
any debt covenants which limit our ability to obtain additional financing through debt or equity offerings.

Our cash flows fluctuate depending on the capital requirements of our operating subsidiaries. The cash flow profile of
our principal operating subsidiaries is:

Water Resource and Water Storage Operations

A substantial portion of revenue in this segment has come from the one-time sale of real estate and water assets. The
assets are typically long-term water resource development projects to support growth for particular communities in the
southwestern U.S. The timing and value of sales and cash flows depend on a number of factors which are difficult to
project, and cannot be directly compared from one period to another. Our project expenses are generally discretionary
in nature.

Real Estate Operations

We are a homebuilder and developer in Northern California and select markets in the Puget Sound area of Washington
State. We finance additional acquisitions, development and construction costs from our existing cash, proceeds of the
sale of existing lots and homes, and/or through external financing. On July 17, 2013, UCP Inc., our wholly-owned
subsidiary, sold 7,750,000 shares of its Class A common stock at $15 per share in an initial public offering. Net
proceeds to UCP, Inc. were $108.1 million before direct offering costs. The proceeds will fund UCP’s operations for
the foreseeable future.

Agribusiness Operations

We recorded $44.9 million in sales of canola oil and meal and $45.1 million in cost of sales of such products for the
second quarter of 2013 and $84.5 million in sales and $85.7 million in cost of sales for first half of 2013. Generally,
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during periods when commodity prices are rising, we require increased use of cash to support working capital to
acquire inventories and fund daily settlement requirements on exchange traded futures that we use to minimize price
risk related to our inventories. There is tight supply of canola seed due to weather related crop impacts and
consequently, market prices for seed have been at historically high levels. This environment has increased our
working capital requirements. We have financed operations with cash received from sales of canola products, and cash
from our revolving credit facility. PICO also invested an additional $6.5 million, with a 10% interest rate, of preferred
capital during the second quarter of 2013 for a total of $15 million in the first half of 2013. If our canola business
continues to report losses, it is possible we could breach one or more of our debt covenants which would require us to
obtain a waiver from our lenders, or it could require us to provide additional capital into the business.
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At June 30, 2013, Northstar had borrowed a total of $92.3 million under a $116.5 million credit agreement which
consisted of:

• $86.5 million borrowed under non-recourse senior secured multi-draw loans to finance the construction of the plant.
Interest is payable quarterly, and the principal will be repaid over five years, with quarterly payments of $1.5 million
which commenced on March 31, 2013 and a final payment of $62.6 million on August 14, 2017. In accordance with
the terms of the credit agreement, a plant performance test conducted in the second quarter of 2012 was successful,
and the $89.5 million construction loan was converted into a term loan during the third quarter of 2012; and

•$5.8 million borrowed of a $27 million non-recourse senior secured revolving credit facility to provide working
capital on completion of construction. During 2012, we amended the credit agreement to increase the revolving credit
facility from $10.5 million to $27 million. The revolving credit facility will be available until August 14, 2017.

The credit agreement contains the following significant financial covenants and the Company was in compliance with
each covenant at June 30, 2013.

1) Debt to Adjusted Capitalization Ratio: Northstar will not permit its debt to adjusted capitalization ratio as of the last
day of any quarter to be more than 0.60 to 1.00. At June 30, 2013, Northstar’s ratio was approximately 0.59.

2) Debt Service Coverage Ratio: Northstar will not permit its debt service coverage ratio to be less than 1.75 to 1.00 as
of the last day of any quarter. At June 30, 2013, Northstar’s ratio was approximately 2.51.

3) Minimum Net Worth of Borrower: Northstar will not permit its net worth on any date to be less than $60 million.
At June 30, 2013, Northstar’s net worth was approximately $63.2 million.

The working capital loan includes certain restrictions as follows:

1) The proceeds of the working capital loan cannot be used to finance the payment of any construction expenses,
payment of any dividends or distributions, finance inventory located in Canada having a cost basis in excess of $1
million, or to finance inventory located in any province in Canada other than Manitoba.

2) Northstar cannot declare or pay any dividends or distributions (in cash, property or obligations) provided, however,
that so long as no event of default has occurred and is continuing, Northstar is in compliance with all financial
covenants, and after giving effect to such distribution, Northstar’s liquidity is not less than $3 million.

3) The restricted cash balance of $5 million is primarily a debt service reserve and the remaining amount can only be
used to pay swap liabilities, debt payments or margin calls.

Enterprise Software

Our enterprise software segment consists of the results of operations of Spigit. Spigit generates cash from sales of its
enterprise innovation software. The revenue consists primarily of software license agreements (both new customers
and customer renewals) and recurring, and one-time service fees. For the second quarter and first half ended June 30,
2013, the segment reported a net loss of $1.6 million and $2.7 million respectively. We expect losses in this segment
to continue in the foreseeable future. The company has outstanding bank debt of $8 million that was due to be repaid
on June 30, 2013. Spigit did not repay the loan on the due date. At June 30, 2013, Spigit had not produced audited
financial statements and during the period had a cash balance less than the minimum requirement. Spigit is in
discussions with the bank to obtain an agreement that would extend the due date of the loan to August 31, 2013.
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Under the proposed terms of the agreement, the bank would not waive any existing breaches of the loan covenants,
but would not call the loan during the extension period. There are no assurances that the extension agreement will be
signed, that the bank will not call the loan, that we will be able to extend, refinance or repay the loan.

Corporate

Our corporate segment generates investment returns and cash flow with a portfolio of small-capitalization value stocks
publicly traded in Switzerland and in the U.S. The Swiss portfolio is partially financed with loans denominated in
Swiss Franc to provide a natural hedge against fluctuation in the U.S. dollar-Swiss Franc exchange rate. Cash flow
from the sale of the securities in the Swiss portfolio will be used to repay the Swiss debt as it becomes due.
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Group Cash and Securities

At June 30, 2013, we had unrestricted and available cash of $48.7 million, and available-for-sale debt and equity
securities of $16.6 million, which could be used for general corporate purposes, or used to finance new or existing
projects in any of our segment.

We estimate that we have sufficient cash and available-for-sale securities to cover our cash needs for at least the next
12 months. In the long-term, we estimate that existing cash resources and cash from operations will provide us with
adequate funding for future operations. However, if additional funding is needed, we could defer significant
expenditures, sell assets, and raise cash from debt or equity offerings.

Cash Flow

Our cash flows from operating, investing, and financing activities of continuing operations for the six months ended
June 30, 2013 and 2012 were as follows (in thousands):

2013 2012
Cash Provided By (Used In) Continuing Operations
Operating activities $(35,598 ) $(42,233 )
Investing activities 5,225 (25,324 )
Financing activities (2,767 ) 28,192
Effect of exchange rates on cash 465 166
Decrease in cash and cash equivalents $(32,675 ) $(39,199 )

Cash Flows From Operating Activities

Our operating activities from continuing operations used $35.6 million in cash during the first six months of
2013.  The principal operating cash outflow were $80.3 million in purchases of canola seed and $47.8 million used to
acquire and develop real estate and residential lots and housing. Other operating cash outflows include $43.2 million
in overhead and various project expenses and payments of accounts payable of $4.5 million.  Our positive cash
inflows were $39.5 million in sales of residential real estate and lots, $80.2 million from sales of canola oil and meal,
and $23.7 million from the sale of water assets in Arizona and our farm properties in Idaho.

Our operating activities from continuing operations used $42.2 million in cash in the first six months of 2012. The
principal operating cash outflow was $19.5 million (net of non-recourse debt financing of $360,000) used by UCP to
acquire and develop residential housing lots. In addition, Northstar used cash of $13.5 million to purchase canola seed
inventory. Other operating cash outflows included group overhead expenses and project expenses.  The principal
operating cash inflows were lot and home sales by UCP of $5 million and canola oil and meal sales by Northstar of
$2.8 million. The operating activities of discontinued operations used cash of $3.2 million.

Cash Flows From Investing Activities

Our investing activities from continuing operations provided $5.2 million of cash in the first half of 2013.  The
primary positive sources of cash were $13.9 million from the sale of debt and equity securities, and we also received
$1.5 million of cash from the release of restricted deposits used for our derivatives trading. We used $9.4 million in
cash to invest in additional debt and equity securities.
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Our investing activities from continuing operations used $25.3 million of cash in the first half of 2012. Proceeds from
the sale of our investments provided cash of $8.6 million, and we purchased $6.3 million of new equities. We received
proceeds from the maturity and call of debt securities was $831,000. We also spent $25.5 million on plant and
equipment, for construction of our canola processing plant.
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Cash Flows From Financing Activities

Financing activities from our continuing operations used $2.8 million of cash during the first half of 2013. We
received cash of $28.5 million from our debt arrangements, including $18.5 million drawn on our working capital line
of credit in our agribusiness operations that was used to purchase canola seed and to fund operating expenses, and $10
million in debt used to fund the acquisition and development of our real estate projects. We repaid $31.3 million of
our debt, including $3 million of principal paid on our senior secured construction loan facility, $18.1 million on our
working capital line of credit, and $10.6 million repaid when certain real estate properties were sold.

Financing activities from our continuing operations provided $28.2 million of cash in the first half of 2012. Cash of
$31 million was borrowed from the Northstar debt facility to pay for construction costs. In addition, we borrowed $1
million and repaid $2.8 million under various arrangements used to finance development costs for our real estate
projects in UCP.

Our debt consists primarily of the $92.3 million Northstar non-recourse senior secured construction loan facility,
$33.3 million in mortgage notes on properties owned in UCP, substantially all of which are non-recourse, our Swiss
bank borrowings of $16.4 million, and Spigit’s $8 million line of credit. Although we cannot accurately predict the
effect of inflation on our operations, we do not believe that inflation has had a material impact on our net revenues or
results of operations, or is likely to in the foreseeable future.

Universal Shelf Registration Statement

We have in effect a universal shelf registration statement for the offering and sale of up to $400 million of common
stock, preferred stock, debt securities, purchase contracts, and warrants, or any combination thereof, in one or more
offerings. At the time of any such offering, we will establish the terms, including the pricing, and describe how the
proceeds from the sale of any such securities will be used.

While we have no current plans for the offer or sale of any securities, the universal shelf registration statement
provides us with flexibility and control over the timing and size of any potential financing in response to both market
and strategic opportunities.

Off-Balance Sheet Arrangements

As of June 30, 2013, we had no off-balance sheet arrangements that have, or are reasonably likely to have, a material
current or future effect on our consolidated financial condition, revenues or expenses, results of operations, liquidity,
capital expenditure, or capital resources.

Item 3.  Quantitative and Qualitative Disclosure about Market Risk

Our balance sheet includes a significant amount of assets and liabilities whose fair value is subject to market
risk.  Market risk is the risk of loss arising from adverse changes in market interest rates or prices.  We currently have
interest rate risk as it relates to debt securities, equity price risk as it relates to marketable equity securities, and
foreign currency risk as it relates to investments denominated in foreign currencies.  The estimated fair value of the
Company's debt is based on cash flow models discounted at the then-current interest rates and an estimate of the
then-current spread above those rates at which the Company could borrow, which are level 3 inputs in the fair value
hierarchy.  
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At June 30, 2013, we had $7 million of debt securities, $1.6 million of which were denominated in foreign currencies,
(primarily New Zealand dollars), and $39.5 million of marketable equity securities, $21.6 million of which were
denominated in foreign currencies, primarily Swiss Francs, that were subject to market risk.

Our debt securities principally consist of bonds with short and medium terms to maturity. From time to time, we buy
investment-grade bonds with short and medium term maturities to earn a higher return on liquid funds than is
available from money market funds. We manage the interest risk by matching the maturity of the securities to
budgeted cash requirements. The deferred compensation accounts hold both investment-grade and below
investment-grade bonds. In the deferred compensation accounts, we manage interest rate risk by matching the
maturities of the bonds to the participant’s pre-selected payout schedule.
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We use two models to report the sensitivity of our assets and liabilities subject to the above risks.  For debt securities,
we use duration modeling to calculate changes in fair value.  The model calculates the price of a fixed maturity
assuming a theoretical 100 basis point, or a 1% increase in interest rates and compares that to the current price of the
security.  At June 30, 2013, the model calculated a loss in fair value of $57,000.  For our marketable equity securities,
we use a hypothetical 20% decrease in fair value to analyze the sensitivity.  For equity securities denominated in
foreign currencies, we use a hypothetical 20% decrease in the local currency of that investment.  The hypothetical
20% decrease in fair value of our marketable equity securities would produce a loss in fair value of $6.2 million that
would reduce the unrealized appreciation in shareholders’ equity.  The hypothetical 20% decrease in the local currency
of our foreign currency-denominated investments would produce a loss of $1 million that would impact the foreign
currency translation in shareholders’ equity.

Actual results may differ from the hypothetical results assumed in this disclosure due to possible actions we may take
to mitigate adverse changes in fair value, and because the fair value of securities may be affected by both factors
related to the individual securities (e.g. credit concerns about a bond issuer) and general market conditions.

Item 4:  Controls and Procedures

Evaluation of Disclosure 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) and 15(d)- 15(e) promulgated under the Securities Exchange Act of 1934, as amended
(the “Exchange Act”).  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
on Form 10-Q.  

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control over financial reporting (as defined in Rule 13a-15(f) under the
Exchange Act) during the quarter ended June 30, 2013, that have materially affected, or are reasonably likely to
materially affect, the Company’s internal control over financial reporting.

Part II: Other Information

Item 1:  Legal Proceedings

See Note 6 in Notes to Condensed Consolidated Financial Statements for a discussion of material updates to
previously reported legal proceedings, which information is incorporated by reference into this Item 1.

Item 1A:  Risk Factors

As noted in Company's Quarterly Report on Form 10-Q for period ending March 31, 2013, in the first half of 2013,
we completed a financing in our 69% owned affiliate company, Spigit, Inc. (“Spigit”) which resulted in Spigit becoming
a subsidiary of the Company. Accordingly, Spigit's financial statements have been consolidated in our consolidated
financial statements with effect from January 31, 2013. Spigit's operations and financial results are subject to various
risks and uncertainties, including those described below, which could adversely affect our business, results of
operations, cash flows, financial condition, and the trading price of our common stock.
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The following sets forth material changes to the Company's risk factors as described in Part I, Item 1A (Risk Factors)
of the Company's Annual Report on Form 10-K for the fiscal year ended December 31, 2012. These risk factors were
included in the Company's Quarterly Report on Form 10-Q for the period ending March 31, 2013, and there have been
no material changes to such risk factors.
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Risks Related to Spigit's Operations, Our Investment in Spigit and Spigit's Internal Controls over Financial Reporting

We may be required to provide additional capital, or locate other sources of equity and / or debt financing, to fund
Spigit's operations and maintain its operations as a going concern, and this capital may not be available on acceptable
terms, if at all.

Spigit requires significant capital to fund its business and operate as a going concern. Accordingly, we may have to
provide further capital from our existing resources to Spigit and/or source equity or debt financings to secure the
additional funding that Spigit requires to operate as a going concern. If Spigit raises additional funds through further
issuances of equity or convertible debt securities we could suffer significant dilution to our existing investment, and
any new equity securities that Spigit issues could have rights, preferences and privileges superior to our current
holdings in Spigit.

In addition, Spigit currently has a debt facility totaling approximately $8 million which is due and payable in full on
June 30, 2013. Without any refinancing of this debt from either the existing debt holder or other parties we may be
required to pay off this loan to avoid any default on the loan by Spigit and any possible liquidation proceedings being
taken against Spigit by the debt holder. If any such proceedings are undertaken by Spigit's debt holder this would
likely lead to Spigit ceasing to operate as a going concern. This debt has many restrictive covenants, and any other
debt financing secured by Spigit in the future could involve similar restrictive covenants, relating to Spigit's financial
and operational matters, which may make it more difficult for Spigit to obtain additional capital and to pursue all
planned business opportunities. In addition, Spigit may not be able to obtain additional financing on terms favorable to
us, if at all. If we are unable or unwilling to provide further financing to Spigit, or obtain other funds for Spigit on
terms satisfactory to us, Spigit's ability to continue to operate as a going concern could be severely affected. All of the
above factors could adversely affect our business, operating results, financial condition and liquidity.

Spigit's future growth is, in large part, dependent upon the widespread adoption of enterprise innovation software.

Enterprise innovation software remains at an early stage of technological and market development and the extent to
which enterprise innovation software will become widely adopted remains uncertain. It is difficult to predict Spigit's
customer adoption rates, the customer demand for Spigit's platform, the future growth rate and size of this market or
the entry of competitive products. Any expansion of the enterprise innovation software market depends on a number
of factors, including the cost, performance and perceived value and benefits associated with enterprise innovation
software. If enterprise innovation software does not achieve widespread adoption, or there is a reduction in demand
for enterprise innovation software caused by a lack of customer acceptance, technological challenges, weakening
economic conditions, competing technologies and products, decreases in corporate spending or otherwise, it could
result in lower billings, reduced renewal rates and decreased revenues and Spigit's business could be adversely
affected.

In addition, the market for enterprise innovation software is relatively new, highly competitive and rapidly evolving
with new competitors entering the market. Spigit expects the competitive landscape to continue to intensify in the
future as a result of regularly evolving customer needs and frequent introductions of new products and services. Spigit
currently competes with large enterprise software vendors, stand-alone enterprise software application providers, and
smaller software application vendors. Our primary competition currently comes from large well-established enterprise
software vendors many of which are significantly larger than we are, have greater name recognition, larger customer
bases, much longer operating histories, significantly greater financial, technical, sales, marketing and other resources,
and are able to provide comprehensive business solutions that are broader in scope than Spigit offers. These
well-established vendors may have preexisting relationships with Spigit's existing and potential customers and to the
extent Spigit's enterprise software is not viewed as being superior in features, function and integration or priced
competitively to existing solutions, Spigit will face difficulties in gaining new customers and adoption of its enterprise
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software platform.

Spigit cannot accurately predict its new subscription or subscription renewal rates and the impact these rates may have
on its future revenue and operating results.

In order to improve its operating results and to continue to grow its business, Spigit will need to gain new customers
and its existing customers will need to renew their subscriptions when their existing contract term expires. Spigit's
existing customers have no contractual obligation to renew their subscriptions after the initial subscription period and
Spigit cannot accurately predict renewal rates. Spigit's customers' renewal rates may decline or fluctuate as a result of
a number of factors, including, but not limited to, their satisfaction with Spigit's enterprise platform and our customer
support, the level of adoption of Spigit's platform within the enterprise, the pricing of Spigit's, or competing, software
or professional services, the effects of global economic conditions, and reductions in spending levels or changes in
customers' requirements for enterprise innovation software tools.
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If Spigit's customers renew their subscriptions, they may renew for fewer users, for shorter contract lengths or on
other terms that are less economically beneficial than the original subscription terms. We cannot assure you that
Spigit's customers will renew their subscriptions, and if their customers do not renew their agreements or renew on
less favorable terms, Spigit's revenue may grow more slowly than expected or decline and our condensed consolidated
results of operations and our investment in Spigit may be adversely impacted. To the extent Spigit is successful in
increasing its customer base, Spigit could incur increased operating losses, which would adversely affect our
consolidated results of operations, because costs associated with generating customer agreements and performing
services are generally incurred up front, while revenue is recognized ratably over the term of the agreement.

Because Spigit generally recognizes revenue from subscriptions for its enterprise platform ratably over the term of the
agreement, near term changes in sales may not be reflected immediately in our operating results.

We generally recognize revenue from Spigit's customers ratably over the term of their agreements, which range from
one to five years. As a result, most of the revenue we will start to report in each quarter relating to Spigit's business
operations are derived from the recognition of deferred revenue relating to subscription agreements that Spigit entered
into during previous quarters or years. Consequently, a decline in Spigit's new or renewed subscriptions in any one
quarter is not likely to be reflected immediately in our consolidated revenue or results of operations for that quarter.
Such declines could adversely affect Spigit's revenue in future periods and the effect of significant downturns in sales
and market acceptance of Spigit's enterprise software, and potential changes in Spigit's rate of renewals, may not be
fully reflected in our results of operations until future periods.

Spigit has a limited operating history, which makes it difficult to predict its future operating results.

Spigit has a limited operating history and has incurred cumulative losses since its inception. Its ability to forecast its
future operating results is limited and subject to a number of uncertainties, including its ability to plan for and model
future growth. Although Spigit has experienced growth in its revenue in recent periods, such growth is not necessarily
indicative of Spigit's future growth or operating results. We cannot assure you that Spigit will achieve profitability in
the future or that, if Spigit does become profitable, Spigit will be able to sustain profitability.

Failure to adequately invest in the expansion and retention of Spigit's direct sales force will impede its growth and we
may not be able to fund the required investment.

Spigit will need to continue to expand its sales and marketing infrastructure to grow its customer base and its business.
Spigit plans to continue to expand its direct sales force, both domestically and internationally. Identifying and
recruiting qualified personnel and training them in the use of Spigit's platform will require significant time and
expense. Spigit's business may be adversely impacted if its efforts to expand and train its direct sales force do not
generate a corresponding significant increase in billings and revenues. In addition, to implement the planned
expansion of the sales and marketing infrastructure will require significant capital. We may be unwilling or unable to
source the capital required in the future to implement this planned expansion and, as a result, Spigit's business, growth
and results of operation may be adversely impacted.

We are obligated to design and maintain proper and effective internal controls over financial reporting, including the
financial statements of Spigit. We may not complete our analysis of Spigit's internal controls over financial reporting
in a timely manner, or these internal controls may not be determined to be effective.

We are required to furnish a report by management on, among other things, the effectiveness of our internal control
over financial reporting as of each December 31. We are required to include in the scope of this report all of the
internal controls over financial reporting for all our subsidiary companies, including Spigit. This assessment will need
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to include disclosure of any material weaknesses identified by our management in our internal control over financial
reporting, as well as a statement that our auditors have issued an attestation report on our management's assessment of
our internal controls.

The effort required to compile the system and processing documentation necessary to perform the evaluation needed
to provide these reports is a costly and onerous process. As such, we may not be able to complete our evaluation,
testing and any required remediation of Spigit's internal controls over financial reporting in a timely fashion. During
the evaluation and testing process, if we identify one or more material weaknesses, that we are unable to remediate, in
Spigit's internal control over financial reporting, we may be unable to assert that our overall internal controls are
effective. If we are unable to assert that our internal control over financial reporting is effective, or if our auditors are
unable to attest to management's report on the effectiveness of our internal controls, we could lose investor confidence
in the accuracy and completeness of our financial reports, which would cause the price of our common stock to
decline.
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Item 2:  Unregistered Sales of Equity Securities and Use of Proceeds

None.
Item 3:  Defaults Upon Senior Securities

None.

Item 4:  Mine Safety Disclosures

Not applicable.

Item 5:  Other Information

None.

Item 6.  Exhibits

Exhibit
Number Description

3(i) Amended and Restated Articles of Incorporation of PICO (1)

3(ii) Amended and Restated By-laws of PICO (2)

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)

101.INS XBRL Instance Document
101.SCH XBRL Taxonomy Extension Schema Document
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF XBRL Taxonomy Extension Definition Linkbase Document
101.LAB XBRL Taxonomy Extension Label Linkbase Document
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

(1) Incorporated by reference to the Quarterly Report on Form 10-Q filed with the Securities and Exchange
Commission on November 7, 2007.

(2) Incorporated by reference to the Current Report on Form 8-K filed with the Securities and Exchange Commission
on May 19, 2009.
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PICO HOLDINGS, INC. AND SUBSIDIARIES

SIGNATURE

Pursuant to the requirements of the United States 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.

Date: August 8, 2013 By: /s/ Maxim C. W. Webb
Maxim C. W. Webb
Executive Vice President, Chief Financial Officer & Treasurer
(Principal Financial Officer and Authorized Signatory)
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