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PART I

Note About “Forward-Looking Statements”

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

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

ITEM 1. BUSINESS
Introduction

PICO Holdings, Inc. (PICO and its subsidiaries are collectively referred to as “PICO” and “the Company,” and by words
such as “we,” and “our”) is a diversified holding company. 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. Our goal is to manage our operations to achieve a superior
return on net assets over the long term, as opposed to short-term earnings.

Our business is separated into four major operating segments:
• Water Resource and Water Storage Operations;
• Real Estate Operations;
• Business Acquisitions & Financing Operations; and
• Insurance Operations in “Run Off”.

Currently our major consolidated subsidiaries are:
•Vidler Water Company, Inc. (“Vidler”), a business that we started more than 10 years ago, acquires and develops water
resources and water storage operations in the southwestern United States, with assets in Nevada, Arizona, Idaho,
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California and Colorado;
•Nevada Land and Resource Company, LLC (“Nevada Land”), an operation that we built since we acquired the
company more than 10 years ago, which currently owns approximately 460,000 acres of former railroad land in
Nevada, and certain mineral rights and water rights related to the property;

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

•Citation Insurance Company (“Citation”), which is "running off” its property & casualty and workers’ compensation loss
reserves; and

•Global Equity AG, which holds our interest in Jungfraubahn Holding AG (“Jungfraubahn”). Jungfraubahn is a Swiss
public company that operates railway and related tourism and transport activities in the Swiss Alps.  Jungfraubahn’s
shares trade on the SWX Swiss Exchange.

The address of our main office is 875 Prospect Street, Suite 301, La Jolla, California 92037, and our telephone number
is (858) 456-6022.

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

2
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History

PICO was incorporated in 1981 and began operations in 1982. The company was known as Citation Insurance Group
until a reverse merger with Physicians Insurance Company of Ohio on November 20, 1996. After the reverse merger,
the former shareholders of Physicians owned approximately 80% of Citation Insurance Group, the Board of Directors
and management of Physicians replaced their Citation counterparts, and Citation Insurance Group changed its name to
PICO Holdings, Inc. You should be aware that some data on Bloomberg and other information services pre-dating the
reverse merger relates to the old Citation Insurance Group only, and does not reflect the performance of Physicians
prior to the merger.

Operating Segments and Major Subsidiary Companies

The following is a description of our operating segments and major subsidiaries. Unless otherwise indicated, we own
100% of each subsidiary.  The following discussion of our segments should be read in conjunction with the
Consolidated Financial Statements and Notes thereto included elsewhere in the Annual Report on Form 10-K.

Water Resource and Water Storage Operations

Our Water Resource and Water Storage Operations are conducted through Vidler Water Company and its subsidiaries.

Vidler is a private company in the water resource development business in the southwestern United States. We
develop new sources of water for municipal and industrial use, either from existing supplies of water, such as water
used for agricultural purposes, or from acquiring unappropriated (that is, previously unused) water. We also develop
water storage infrastructure to facilitate the efficient allocation of available water supplies. Vidler is not a water utility,
and does not intend to enter into regulated utility activities.

The inefficient allocation of available water between agricultural users and municipal or industrial users, or the lack of
available known water supply in a particular location, or inadequate infrastructure to fully utilize existing and new
water supplies, provide opportunities for Vidler because:

• the majority of water rights are currently owned or controlled by agricultural users, and in many locations there are
insufficient water rights owned or controlled by municipal and industrial users to meet present and future demand;

•certain areas of the Southwest experiencing rapid growth have insufficient known supplies of water to support future
growth. Vidler identifies and develops new water supplies for communities with no other known water resources to
support future community growth. In certain cases, to supply water from the water resources identified by Vidler, it
may require regulatory approval to import the water from its source to where development is occurring, or require
permitting of the infrastructure required to convey the water; and

• infrastructure to recharge water will be required to store supplies during times of surplus to enable transfers from
stored supplies in years where there is either no surplus or no other water sources are available (e.g., in drought
conditions).

We entered the water resource development business with our acquisition of Vidler Water and Tunnel Company in
1995. At the time, Vidler owned a limited quantity of water rights and related assets in Colorado. Since then, Vidler,
which was renamed to Vidler Water Company, has acquired or developed:

•additional water rights and related assets, predominantly in Nevada and Arizona, the two leading states in population
growth and new home construction. A water right is the legal right to divert water and put it to beneficial use. Water
rights are assets which can be bought and sold. The value of a water right depends on a number of factors, which
may include location, the seniority of the right, whether or not the right is transferable, or if the water can be
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exported. We seek to acquire water rights at prices consistent with their current use, typically agricultural, with the
expectation of an increase in value if the water right can be converted through the development process to a higher
use, such as municipal and industrial use. Typically, our water resources are the most competitive source of water
(i.e., the most economical and practical source of water supply) to support new growth in municipalities and new
industry; and

•a water storage facility in Arizona and an interest in Semitropic, a water storage facility in California. At December
31, 2007, Vidler had “net recharge credits” (that is, an acre-foot of water) of more than 139,000 acre-feet of water in
storage on its own account at the Vidler Arizona Recharge Facility. An acre-foot is a unit commonly used to measure
the volume of water, being the volume of water required to cover one acre to a depth of one foot, and is equivalent to
approximately 325,850 gallons. As a rule of thumb, one acre-foot of water would sustain two families of four
persons each for one year.

  We have also entered into “teaming” and joint development arrangements with third parties who have water assets but
lack the capital or expertise to commercially develop these assets. The first of these arrangements was a water delivery
teaming agreement with Lincoln County Water District (“Lincoln/Vidler”), which is developing water resources in
Lincoln County, Nevada. We have also recently entered into a joint development agreement with Carson City and
Lyon County, Nevada to develop and provide water resources in Lyon County. We continue to explore additional
teaming and joint development opportunities throughout the Southwest.

Vidler is engaged in the following activities:

•development of water resources for end-users in the Southwest, namely water utilities, municipalities, developers, or
industrial users. Typically, we identify and develop the source of water from a new water supply, or a change in the
use of an existing water supply from agricultural to municipal and industrial; and

•construction and development of water storage facilities for the purchase and recharge of water for resale in future
periods, and distribution infrastructure to more efficiently use existing and new supplies of water.

Vidler generates revenues by:

•selling or leasing its developed water resources to real estate developers or industrial users who must secure an
assured supply of water in order to receive permits for their projects; and

•storing water at its water storage facilities in Arizona and California from currently available surplus supplies, and
then selling the stored water in future years to developers or municipalities that have either exhausted their existing
water supplies, or in instances where our water represents the most economical source of water for their
developments or communities.

3
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The following table details the water rights and water storage assets owned by Vidler or its subsidiaries at December
31, 2007. Please note that this is intended as a summary, and that some numbers are rounded.  "Item 7, Management's
Discussion and Analysis of Financial Condition and Results of Operations" of this Form 10-K contains more detail
about these assets, recent developments affecting them, and the current outlook.

Name of asset & approximate
location

Brief Description Present commercial use

WATER RESOURCES

Arizona :

Harquahala   Valley ground water
basin
La Paz County
75 miles northwest of metropolitan
Phoenix

3,840 acre-feet of transferable
groundwater.
3,206 acres of land

Leased to farmers

Nevada :

Fish Springs Ranch, LLC (51%
interest)
Washoe County, 40 miles north of
Reno

13,000 acre-feet of permitted water
rights, 8,000 of which are currently
transferable to the Reno/Sparks
area
8,600 acres of ranch land

Vidler has constructed a total of 35
miles of pipeline to deliver an
initial 8,000 acre-feet of water
annually from Fish Springs Ranch
to the North Valleys of Reno,
Nevada

Lincoln County water delivery
teaming agreement

Applications* for more than
100,000 acre-feet of water rights
through an agreement with
Lincoln County. It is currently
anticipated that up to 40,000
acre-feet of the applications will be
permitted, and the water put to use
on projects approved in Lincoln  
County / northern Clark County,
Nevada

*The numbers indicated for water
rights applications are the
maximum amount which we have
filed for. In some cases, we
anticipate that the actual permits
received will be for smaller 
quantities

Agreement to sell 7,240 acre-feet
of water as, and when, supplies are
permitted from existing
applications in Tule Desert
Groundwater Basin, in Lincoln
County, Nevada

Agreement to sell water to a
developer as, and when, supplies
are permitted from applications in
Kane Springs Basin in Lincoln
County, Nevada

Sandy Valley
Near the Nevada/California state
line near the Interstate 15 corridor

415 acre-feet of permitted water
rights

Agreement to sell at least 415
acre-feet of water pending
resolution of a protest of the
permitting of the water rights
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Application for 1,000 acre-feet of
water rights

Muddy River water rights
In the Moapa Valley,
approximately 35 miles east of Las
Vegas near the Interstate 15
corridor

267 acre-feet of water rights

Carson River
Carson City, Lyon County and
Douglas County, Nevada

75 acre - feet of municipal use
water rights and 1,994 acre - feet
of Carson River agricultural use
water rights.
Options over 1,652 acre - feet of
Carson River agricultural use water
rights

Development and Improvement
agreements with Carson City and
Lyon County to provide water
resources for planned future
growth in Lyon County and to
connect the water systems of both
municipalities

43 acres of ranch land
Other states :

Colorado water rights 179.5 acre-feet of water rights 66.1 acre-feet leased.
113.4 acre-feet are available for
sale or lease

−−−−−−−−−−−−−Idaho
Near Boise, Idaho

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

Vidler is currently farming the
properties

WATER STORAGE

Arizona :
Vidler Arizona Recharge Facility
Harquahala Valley, Arizona

An underground water storage
facility with permitted recharge
capacity exceeding 1 million
acre-feet and annual recharge
capability of 35,000 acre-feet

Vidler is currently buying water
and storing it on its own account.
At December 31, 2007, Vidler had
net recharge credits of
approximately 139,000 acre-feet of
water in storage at the Arizona
Recharge Facility. In addition,
Vidler has ordered approximately
25,000 acre-feet of water for
recharge in 2008.

California :
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