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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
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Exchange Act of 1934 during the preceding 12 mofwhdor such shorter period that the Company veagiired to file such reports), and
has been subject to such filing requirements fermhst 90 days.

YES NoO

Indicate by check mark whether the registrant hisnitted electronically and posted on its corpol&feb site, if any, every Interacti
Data File required to be submitted and posted untsio rule 405 of RegulationsT5(8232.405 of this chapter) during the precedi@gribnth:
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YES O NoO




Indicate by check mark whether the registrant isrge accelerated filer, an accelerated filer, a-amecelerated filer, or a smal
reporting company. See definitions of “large aecatied filer,” “accelerated filer” and ‘smaller ming company” in Rule 12B- of the
Exchange Act.

Large accelerated filer O Accelerated filer
Non-accelerated filer O (Do not check if a smaller reporting company)Serakeporting compania

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the BExgfe Act).
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ITEM 1. Financial Statements

CURRENT ASSETS
Cash and cash equivalel
Marketable securitie
Held to maturity- treasurie:
Available for sale securitie
Accounts receivabl
Trade
Reimbursable project cos
Income taxe:
Restricted investmen
Other current asse

Total current asse

INVESTMENT

PROPERTIES AND EQUIPMENT

PART I. FINANCIAL INFORMATION

U.S. ENERGY CORP.
CONDENSED BALANCE SHEETS
ASSETS
(Amounts in thousand:

Oil & gas properties under full cost method,

Undeveloped mining clainr
Commercial real estate, r

Property, plant and equipment, net
Net properties and equipme

OTHER ASSETS
Total asset

The accompanying notes are an integral part oetstegement:

-4-

September 3

December 31

2009 2008
(Unaudited)
$ 11,67 $ 8,43¢
27,22« 51,15:
1,17( 57¢€
40¢ 60C
2 442
35¢ 5,89¢
-- 4,92¢
57(C 73¢€
41,39¢ 72,76
3,821 3,45k
13,72 7,90¢€
22,967 23,95(
23,43: 23,99¢
9,374 9,63¢
69,49° 65,49:
1,161 91€
$ 115,88: $ 142,63:




LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:
Accounts payabl
Accrued compensatic
Short term construction de
Current portion of lon-term deb!
Other current liabilitie:

Total current liabilities
LONG-TERM DEBT, net of current portio
DEFERRED TAX LIABILITY
ASSET RETIREMENT OBLIGATIONS
OTHER ACCRUED LIABILITIES

SHAREHOLDERS' EQUITY
Common stock, $.01 par value; unlimited sh
authorized; 21,289,058 and 21,935;:
shares issued, respectivi
Additional paic-in capital
Accumulated surplu
Unrealized gain on marketable securities
Total shareholders' equi
Total liabilities and shareholders' equity

The accompanying notes are an integral part oetstgement:

U.S. ENERGY CORP.
CONDENSED BALANCE SHEETS

(Amounts in thousand:
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September 3

December 31

2009 2008
(Unaudited)
$ 24t $ 89¢
58t 682
-- 16,81
20C 87t
24¢€ 71F
1,27« 19,98
80C 1,00(
7,86¢ 8,94t
15¢ 144
717 72¢
213 21¢
93,79( 93,95:
10,68 17,66:
38( -
105,07( 111,83
$ 115,88: $ 142,63:




OPERATING REVENUES
Real estat
Oil & gas
Management fees and ott

OPERATING COSTS AND EXPENSE:!
Real estat
Oil and gas
Impairment of oil and gas properti
Water treatment plai
Mineral holding cost:
General and administrative

OPERATING LOSS

OTHER INCOME & (EXPENSES)
Gain on sales of asse
Equity loss
Interest incom
Interest expense

LOSS BEFORE PROVISIOI
FOR INCOME TAXES AND
DISCONTINUED OPERATIONS

INCOME TAXES:
Current benefit from (provision fo
Deferred benefit from (provision for)

LOSS FROM CONTINUING
OPERATIONS

DISCONTINUED OPERATIONS
Loss from discontinued operatio
Gain on sale of discontinue

operations (net of taxes)

NET (LOSS) INCOME

U.S. ENERGY CORP.
CONDENSED STATEMENTS OF OPERATIONS
(Unaudited)

(Amounts in thousands, except per share

Three months ended Septenr

Nine months ended Septeml

30, 30,

2009 2008 2009 2008
$ 68 $ 497 $ 2,165 $ 99t
592 67 1,917 -
5 5 14 52
1,287 56¢ 4,091 1,047
507 311 1,517 712
44€ - 1,93¢ -
40F - 1,46¢ -
37¢ 32¢ 1,39¢ 724
- 882 - 1,55¢
1,83¢ 1,697 5,67¢ 5,96¢
3,57¢ 3,21 11,99« 8,06:
(2,29]) (2,649) (7,909) (7,916)
(46) 12 (41) (17)
(339) - (505) -
88 324 264 1,17¢
(20) (146€) (78) (254)
(317) 19C (360) 904
(2,606) (2,45¢) (8,269) (7,012)
©) 1,881 21C 4,00:
867 (816) 1,077 (1,569)
864 1,06- 1,287 2,440
(1,744) (1,39€) (6,976) (4,572)
- (211) - (502)
- 5,40¢ - 5,40¢
— 5,19; — 4,90¢
$ (1,749 $ 3,801 $ (6,976 $ 334

The accompanying notes are an integral part okte@tement:
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U.S. ENERGY CORP.
CONDENSED STATEMENTS OF OPERATIONS
(Unaudited)

(Amounts in thousands, except per share

Three months ended Septenr  Nine months ended September

30, 30,
2009 2008 2009 2008

PER SHARE DATA
Basic and diluted los

from continuing operation $ (0.09 $ (0.0¢) $ 039 $ (0.19)
Basic and diluted gai

from discontinued operatiot -- 0.22 -- 0.2C

Basic and diluted (loss) gain per share $ (0.09 $ 0.1¢ $ (0.39) $ 0.01
BASIC AND DILUTED WEIGHTED

AVERAGE SHARES OUTSTANDING 21,288,84 23,505,34 21,416,86 23,629,49
Diluted loss

from continuing operation $ (0.09 % (0.0¢) $ 039 % (0.19)
Diluted earning

from discontinued operatiol -- 0.22 -- 0.2C

Diluted (loss) earnings per share $ (0.09) $ 0.1¢ $ (0.39) $ 0.01
DILUTED WEIGHTED AVERAGE

SHARES OUTSTANDING 21,288,84 23,505,34 21,416,86 23,629,49

The accompanying notes are an integral part oetstgement:
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U.S. ENERGY CORP.
CONDENSED STATEMENTS OF CASH FLOWS
(Unaudited)

(Amounts in thousand:

For the nine months ended

September 3(
2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES
Net (loss) incom $ (6,97¢) $ 334
Gain on the sale of SGMI sto - (5,407
Loss from discontinued operations -- 501
Loss from continuing operatiol (6,97¢) (4,572)
Reconcile net loss to net cash used in opera
Depreciation, depletion & amortizatic 2,91¢ 68¢
Accretion of discount on treasury investm (160) (992)
Impairment of oil and gas properti 1,46¢ --
Equity loss from Standard Ste: 50t --
Income tax receivabl 5,54: (3,399
Deferred income taxe (1,077) 1,562
Loss on sale of asse 41 17
Noncash compensati 1,28: 2,13t
Noncash service 5C 24
Net changes in assets and liabilit (747) 187
NET CASH PROVIDED BY
(USED IN) OPERATING ACTIVITIES 2,85¢ (4,34¢)
CASH FLOWS FROM INVESTING ACTIVITIES
Net investment in treasury investme $ 24,08t $ (67,569
Investment in Standard Ste: (877) --
Acquisition & development of real estze (92) (11,009
Acquisition of oil & gas propertie (9,07¢) (4,539
Acquisition & development of mining properti (10 (51¢)
Minining property option paymel 1,00¢ --
Acquisition of property and equipme (249 (56)
Proceeds from sale of property and equipn 5 1,097
Net change in restricted investments 4,68 1,70/
NET CASH PROVIDED BY
(USED IN) INVESTING ACTIVITIES 19,47( (80,877)

The accompanying notes are an integral part oetstegement:

-8-




CONDENSED STATEMENTS OF CASH FLOWS
(Unaudited)
(Amounts in thousand:

For the nine months ended

September 3(
2009 2008
CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of common sto $ - 9 1,52¢
Tax benefit from the exercise of stock optit -- 171
Proceeds from sh¢-term construction del -- 10,94¢
Repayments of del (17,689 (57)
Stock buyback progra (1,399 (2,832
NET CASH (USED IN) PROVIDED BY
FINANCING ACTIVITIES (19,08 9,75¢
Net cash used in operati
activities of discontinued operatio -- (76)
Net cash provided by investil
activities of discontinued operatio -- 4,40z
Net cash used in financir
activities of discontinued operatio -- -
NET INCREASE (DECREASE) It
CASH AND CASH EQUIVALENTS 3,23 (71,14
CASH AND CASH EQUIVALENTS
AT BEGINNING OF PERIOD 8,43¢ 72,29:
CASH AND CASH EQUIVALENTS
AT END OF PERIOD $ 11,67, $ 1,14
SUPPLEMENTAL DISCLOSURES
Income tax received $ (5,759 $ (945)
Interest paic $ 34 3 48
NON-CASH INVESTING AND FINANCING ACTIVITIES:
Unrealized gain/(loss) $ 14 $ (459)

The accompanying notes are an integral part oetsttement:

-0-




U.S. ENERGY CORP.

Notes to Condensed Financial Statements (Unaudited)

1) Basis of Presentation

The accompanying unaudited condensed financiarstatts for the periods ended September 30, 200%epdmber 30, 2008 have b
prepared by U.S. Energy Corp. (“USE” or the “Comyarin accordance with U.S. generally accepted accogrgrinciples. The Condens
Balance Sheet at December 31, 2008 was derived &uodited financial statements. In the opinion loé Company, the accompany
condensed financial statements contain all adjustsngonsisting of only normal recurring adjustnsg¢mecessary to present fairly the finar
position of the Company for the reported perio@grtain information and footnote disclosures nofynaicluded in financial statemel
prepared in accordance with accounting principlesegally accepted in the United States of Ameriaaehbeen condensed or omitted.
unaudited condensed financial statements shoutddskin conjunction with the Company's Decembe2BD8 Annual Report on Form 10-K.

Subsequent events known to the Compsnyfincipal executive officer or principal finantiafficer prior to the first issuance of 1
financial statements are evaluated for incorponaiticthe financial statements and notes therettes# financial statements were first issue
November 6, 2009 at the time of filing this Fornm-Q with the SEC.

2)  Summary of Significant Accounting Policies

For detailed descriptions of the Company’s sigaificaccounting policies, please see FornK1f@r the year ended December 31, 2
(Note B pages 72 to 79).

We follow accounting standards set by the Finan&@dounting Standards Board, commonly referredstdhe “FASB.” The FASB se!
generally accepted accounting principles (GAAP} tha follow to ensure we consistently report omaficial condition, results of operatic
and cash flows. References to GAAP issued by th8B-/k these footnotes are to tRASB Accounting Standards CodificatiChsometime
referred to as the Codification or ASC. The FASHEafized the Codification effective for periods emglion or after September 15, 2009. F
FASB standards like FASB Statement No. 12&afnings per Share,are no longer being issued by the FASB. For furtliscussion of tt
Codification see “FASB Codification Discussion” Mianagemens Discussion and Analysis of Financial Conditionl &esults of Operatio
(commonly referred to as MD&A) elsewhere in thipog.

Use of Estimates

The preparation of financial statements in conftymwith GAAP requires management to make estimated assumptions. The
estimates and assumptions affect the reported amofiassets and liabilities and disclosure of iogr@nt assets and liabilities at the date o
condensed financial statements, and the reportediats of revenues and expenses during the repgréirigd. Actual results could differ frc
those estimates. Significant estimates includemd gas reserves used for depletion and impairowriderations and the cost of future ¢
retirement obligations. Due to inherent uncertamtincluding the future prices of oil and natuyak, these estimates could change in the
term and such changes could be material.

-1C-




U.S. ENERGY CORP.

Notes to Condensed Financial Statements (Unaudited)
(Continued)

Oil and Gas Properties

The Company follows the full cost method in accougfor its oil and gas properties. Under the fidst method, all costs associated
the acquisition, exploration and development ofayitl gas properties are capitalized and accumulatedcountrywide cost center. Tt
includes any internal costs that are directly sxlato development and exploration activities, baesd not include any costs relatec
production, general corporate overhead or simitdiviies. Proceeds received from disposals aeglited against accumulated cost ex
when the sale represents a significant disposaésdrves, in which case a gain or loss is recodgniZéne sum of net capitalized costs
estimated future development and dismantlemensdosteach cost center is depleted on the equivaleit-of-production method, based
proved oil and gas reserves. Excluded from amasutifect to depletion are costs associated witialoated properties.

Under the full cost method, net capitalized costslianited to the lower of unamortized cost redubgdhe related net deferred tax liabi
and asset retirement obligations or the cost ceseting. The cost center ceiling is defined as sum of (i) estimated future net revel
discounted at 10% per annum, from proved resehased on unescalated yesnd prices and costs, adjusted for contract prawssifinancie
derivatives that hedge the Companpil and gas revenue and asset retirement oldiggtiii) the cost of properties not being amodijzanc
(i) the lower of cost or market value of unprovptboperties included in the cost being amortizeds|(iv) income tax effects relatec
differences between the book and tax basis of #iteral gas and crude oil properties. If the netkbemue reduced by the related net defe
income tax liability and asset retirement obligatieexceeds the cost center ceiling limitation, a-cash impairment charge is required in
period in which the impairment occurs.

Revenue Recognition

The Company records natural gas and oil revenueruhe sales method of accounting. Under the satthod, the Company recogni
revenues based on the amount of natural gas @olnllto purchasers, which may differ from the amsuo which the Company is entit
based on its interest in the properties. Natuaallgalancing obligations as of September 30, 2@8® wot significant.

Revenues from real estate operations are repont@dgooss revenue basis and are recorded at thdtarservice is provided.

Management fees are recorded when the serviceoisded. Management fees are for operating andseedng services performed
mineral properties in which the Company participatéth joint venture or industry partners.

-11-




U.S. ENERGY CORP. & SUBSIDIARIES

Notes to Condensed Financial Statements (Unaudited)
(Continued)

Recent Accounting Pronouncements

On December 31, 2008, the SEC adopted major rensdio its rules governing oil and gas company t@pprequirements. These n
rules will permit the use of new technologies ttedmine proved reserves and allow companies tdadisdheir probable and possible rese
to investors. The current rules limit disclosureaidly proved reserves. The new rules require comegato report the independence
qualification of the person primarily responsibée the preparation or audit of its reserve estisiaséad to file reports when a third part
relied upon to prepare or audit its reserve esémarhe new rules also require that the net prassdoe of oil and gas reserves reported
used in the full cost ceiling test calculation tesdéd upon an average price for the prionmighith period. The new oil and gas repot
requirements are effective for annual reports onrmt0K for fiscal years ending on or after December 3009, with early adoption r
permitted. The Company is in the process of agsgthe impact of these new requirements on itsfiia position, results of operations
financial disclosures.

As of September 30, 2009, there have been no remsounting pronouncements currently relevant éoGoempany in addition to thc
discussed on pages 78 to 79 of our Annual Repofaym 10K for the year ended December 31, 2008. The Cognpantinues to revie
current outstanding statements from the Financtaofinting Standards Board (“FASBEhd does not believe that any of those statemeiti
have a material effect on the financial statemehtee Company when adopted.

3) Properties and Equipment

Land, buildings, improvements, machinery and eqeipirare carried at cost. Depreciation of buildjniggprovements, machinery ¢
equipment is provided principally by the straigintel method over estimated useful lives ranging f®ta 45 years.

-12-




U.S. ENERGY CORP. & SUBSIDIARIES

Notes to Condensed Financial Statements (Unaudited)
(Continued)

Components of Property and Equipment as of Septe8the2009 are as follows:

Components of Properties & Equipm
(Amounts in thousand:

Septembe Decembel

30, 31,
2009 2008
Oil & Gas propertie:
Unevaluatec $ 3,231 $ 2,96¢
Well in progres: 8,08 --
Evaluated 4,58 5,32(
15,90( 8,28¢
Less accumulated depreciati
depletion and amortizatic (2,177) (382)
Net book valug $ 13,727 $ 7,90¢
Mining properties $ 22967 $ 23,95(
Commercial real esta $ 2459¢ $ 24,46
Less accumulated depreciati
depletion and mortization (1,166 (46€)
Net book value $ 23,43: $ 23,99¢
Building, land and equipme $ 14,13 14,39¢
Less accumulated depreciati
depletion and amortizatic (4,757) (4,760)

Net book value
Totals

9,37¢ $ 9,63¢
69,497 $ 65,49¢

@A

Mineral Properties

The Company capitalizes all costs incidental to #eguisition of mineral properties. Mineral expgitton costs are expensed
incurred. When exploration work indicates that aeral property can be economically developed assalt of establishing proved ¢
probable reserves, costs for the development ofrtimeral property as well as capital purchases aapital construction are capitalized
amortized using units of production over the estedarecoverable proved and probable reserves. Goetsexpenses related to gen
corporate overhead are expensed as incurred. pitatiaed costs are charged to operations if then@gany subsequently determines tha
property is not economical due to permanent deesegsmarket prices of commodities, excessive ptidn costs or depletion of the mine
resource.

Mineral properties at September 30, 2009 and Deeerdb, 2008 reflect capitalized costs associatel thie Company Mount Emmor
molybdenum property near Crested Butte, Coloraldme Company has entered into an agreement with phomCreek Metals Company U
(“TCM") to develop this property. TCM may earn up to a 7ib¥erest in the project for the investment of $4@0lion. The Compar
received the first of six anticipated annual paytaén the amount of $1.0 million in January 200%his payment was applied as a reductic
the Company’s investment in the Mount Emmons prgper

-13-




U.S. ENERGY CORP.

Notes to Condensed Financial Statements (Unaudited)
(Continued)

Oil and Gas Exploration Activities

The Company participates in oil and gas projecta asneperating working interest owner and has activeagents with several oil a
gas exploration and production companies. Our imgrinterest varies by project, but typically raadeom approximately 5% to 65%. Th
projects may result in numerous wells being dritbeer the next three to five years.

On August 24, 2009, the Company and Brigham Oil &G..P. (“Brigham”) a Delaware limited partnerskipolly-owned by Brighat
Exploration Company (a Delaware corporation), eedeinto a Drilling Participation Agreement (the ‘PB "). The DPA provides for tt
Company and Brigham to jointly explore for oil inet Bakken and Three Forks formations, in up tedift 1,280 acre spacing units (19,
gross acres) in a portion of BrighasrRough Rider prospect in Williams and McKenzie @as, North Dakota. The terms of the DPA cal
the drilling of up to 15 initial Bakken wells in Heparate 1,280 acre spacing units. Under thestefitihe DPA, the Company has committe
drilling six initial wells (and earning subsequevwirking interests in six 1,280 acre spacing urats) will have the option to commit to drilli
four additional wells (and earning subsequent waykinterests in four additional 1,280 acre spacings) after receiving notification of t
initial production (IP) rates from four of the firsix initial wells drilled. If the Company eledis drill the four additional wells, it will thenawve
an option to participate and earn working inter@stive additional wells and 1,280 acre spacingaiafter receiving notification of the 1P
the fifth and sixth initial wells drilled in therfit six well program. Upon the drilling and contja of the first or initial well in each 1,280 &
spacing unit, the Company will earn 36% of Brigharatiginal working interest in the remaining acredgr drilling locations) in each 1,2
acre unit. If the Company participates in thelidigl of the initial wells in all fifteen 1,280 acipacing units, it will earn working interest:
19,200 gross acres in the Rough Rider project area.

The Company has agreed to participate for 65% afham’s original working interest in each initial wellilded in the first six we
program. Upon receiving a pooled payout of altredf costs and expenses incurred to drill and camphe six initial wells in the six initi
1,280 acre spacing units, the Company will assiekiB85% of its 65% of Brighams’original working interest in the first well in &a1,28(
acre spacing unit to Brigham. Following that, @@empany will own 42.25% of Brigham'original working interest in the initial well isact
1,280 acre spacing unit. If the Company electpadicipate in the second group of four wells apdcing units, it will also be entitled tc
pooled payout similar to the first six well prograrf the Company elects to participate in thedhgroup of five wells and spacing units, it
be entitled to an initial well by initial well pepacing unit payout before a 27.7% back in assiginoeBrigham.

At September 30, 2009, two wells were in progresh net costs to date of $6,858,000. The drillafgvells three through six in the fi
group of six initial wells is anticipated to be cpleted in the fourth quarter of 2009. The drilliobeach well typically takes 30 days while
completion typically takes 228 days. Brigham will operate all of the well§.the Company elects to participate in all 15 alitivells an
earns subsequent working interests in each 1,2&)spacing unit, the Company will have earned tlets to drill up to 30 total wells in t
Bakken formation and an additional 30 wells in fferee Forks formation, for a total of 60 wells, &dn the current spacing in Nc¢
Dakota. If the spacing is ultimately increasedht@e wells per 1,280 acre spacing unit, the p@tentimber of drilling locations could incre:i
to 90.
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U.S. ENERGY CORP.

Notes to Condensed Financial Statements (Unaudited)
(Continued)

The Companys expenditures are anticipated to approximate $d#@llbn for the first six initial well program. f working interest owne
other than Brigham and the Company do not partieipathe wells, that amount could increase. &gbcond groups of four and five wells
the Company could elect to participate in respetfivBrigham will have the option to participatesatange of 1%0% in those wells. Prior
USE'’s election to participate in the well groups, BEghmust notify the Company of its participationqeertage. If Brigham participates 1
in those well groups, the Company can participate86% of Brighans original working interest. If Brigham particieat50% in those wi
groups, the Company can participate for 50% of fBaig’'s original working interest. Each participation amt for both Brigham and t
Company will be subject to dilution or expansiorséd on other working interest ownepgrticipation in the initial wells and/or subseqt
wells in each 1,280 acre spacing unit.

During January and February of 2009, the Compailledira well in northeastern Wyoming with a nonkdied company. The drillir
resulted in a dry hole at an approximate cost 613400 to the Company.

In January 2009, the Company paid TLPC Holdingsl, lan affiliate of Texas Land & Petroleum CompabyC (“TL&P”), a privatt
Texas company, a $45,000 prospect fee and signadraement for an oil well drilling program in TexaBecause drilling had not commen
timely, the Company withdrew from the project ingust 2009 and received a full refund of the prosfes

In May and June of 2009, the Company drilled twdlsvi@ eastern Texas with a nonaffiliated compa@ne well has been determine:
be productive and the other a dry hole with netctsthe Company of $403,000 and $98,000, respgti The productive well, the Stodd
#1, commenced production and sales in Septembé&r. 200

In July 2009, the Company drilled a productive wiie SL 19863 #1, in southeast Louisiana with maffdiated company incurring r
costs to the Company of $827,000. Production filmsywell commenced in late August 2009.

The Company is also actively pursuing the potertfabcquiring additional exploration, developmemtpsoduction stage oil and ¢
properties or companies. To further this effdie Company has engaged an investment banker &1 esénding, evaluating and if necessi
financing the potential acquisition of such assets.

Approximately $17.3 million has been expended uralkepil and gas agreements the Company has entetedhrough September <
2009. Full cost pool capitalized costs are amedtipver the life of production of proven properti€apitalized costs at September 30, :
and December 31, 2008 which were not included éamortized cost pool were $11.3 million and $3i0ian, respectively. These co
consist of wells in progress, seismic costs thatoming analyzed for potential drilling locatiorssveell as land costs and are related to unpi
properties. No capitalized costs related to ungdoproperties are included in the amortization msseptember 30, 2009 and Decembe
2008. It is anticipated that these costs will bdeal to the full cost amortization pool in the nexd years as properties are evaluated, drills
abandoned.




U.S. ENERGY CORP.

Notes to Condensed Financial Statements (Unaudited)
(Continued)

Ceiling Test Analysis The Company performs a quarterly ceiling test faeheof its oil and gas cost centers, which in 2@0&re was on
one. The ceiling test incorporates assumptionardigg pricing and discount rates at quarter erttieauer which management has no influe
in the determination of present value. In arrivatgthe ceiling test for the quarter ended SepterBbe 2009, the Company used $70.4€
barrel for oil and $3.24 per Mcf for natural gasctompute the future cash flows of the Comparproducing property. The discount factor t
was 10%.

Primarily due to the drilling of one dry hole inetlthird quarter with net costs to the Company & 800 and low market price for natt
gas at September 30, 2009, capitalized costs fanui gas properties at September 30, 2009 excebdeckiling test limit. The Compa
therefore recorded a $405,000 nzash write down of its oil and gas properties duitime quarter ended September 30, 2009. In thee
ended March 31, 2009, the Company recorded a $illibmmon-cash ceiling test write down of its oil and gaspaies primarily due to lo
market price for natural gas at March 31, 2009e Tdtal impairment recorded through the nine momthded September 30, 2009 is !¢
million.

Wells in Progress Wells in progress represent the costs associatddwélls that have not reached total depth or bmmmpleted as
period end. They are classified as wells in preg@nd withheld from the depletion calculation &mel ceiling test. The costs for these w
are then transferred to evaluated property whenwtblés reach total depth and are cased and the testome subject to depletion and
ceiling test calculation in future periods.

Long-Lived Assets

The Company evaluates its lotiged assets, which consist of commercial real testéor impairment when events or change
circumstances indicate that the related carryinguarh may not be recoverable. Impairment calculatiare based on market appraisal
rental rates decrease or costs increase to lehaisdsult in estimated future cash flows, on agiseounted basis, that are less than the cai
amount of the related asset, an asset impairmeohisidered to exist. Changes in significant aggioms underlying future cash flow estimi
may have a material effect on the Company's firermmsition and results of operations. At Septem@fe 2009 and December 31, 2008
impairment existed on the Company’s lodihgd assets as the appraised value at Septemhe20B® and December 31, 2008 exce:
construction and carrying value and rental ratesaieed strong and costs within projected limits.

4)  Asset Retirement Obligations

The Company accounts for its asset retirement atitigs under FASB ASC 410-20ASset Retirement Obligatioris.The Company
records the fair value of the reclamation liability its inactive mining and oil and gas properéis®f the date that the liability is incurred. The
Company reviews the liability each quarter and hetees if a change in estimate is required and atsoetes the discounted liability on a
quarterly basis for the future liability. Finaltdeminations are made during the fourth quartexaah year. The Company deducts any actual
funds expended for reclamation during the quartevhich it occurs.
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U.S. ENERGY CORP.

Notes to Condensed Financial Statements (Unaudited)
(Continued)

The following is a reconciliation of the total lidity for asset retirement obligations:
Asset Retirement Obligatiot
(Amounts in thousand:

Septembe December

30, 31,

2009 2008
Beginning asset retirement obligati $ 144 % 132
Accretion of estimated AR! 9 9
Liabilities incurred - 25
Liabilities settled -- (23)
Ending asset retirement obligation $ 15 $ 144

5)  Other Comprehensive Income (Loss)

Unrealized gains and losses on investments aredadifrom net income but are reported as compréreeimcome on the Condensed
Balance Sheets under Shareholders’ Equity. Thewolg table reconciles net loss to comprehensigs:|

(Amounts in thousand:

For the three montf For the nine month
ending September 3 ending September 3
2009 2008 2009 2008
Net loss $ (1,749 $ 3801 $ (6,976 $ 334
Comprehensive gain/(loss) from t
unrealized gain/(loss) on marketable secur 371 (110 594 (28%)
Deferred income taxe
on marketable securiti¢ (134 39 (214 84
Comprehensive (loss)/ga $ (150) $ 3,73C $ (6,59 $ 138

6) Long-term debt

On January 16, 2009, the Company paid $16.8 mittiozions National Bank to retire the constructioan for its multifamily housing
project in Gillette, Wyoming. The housing projéca 216 unit apartment complex on 10.15 acrescastla total of $24.5 million to construct.
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U.S. ENERGY CORP.

Notes to Condensed Financial Statements (Unaudited)
(Continued)

At September 30, 2009, long term debt consistsebt delated to the purchaselahd which bears an interest rate of 6% per annlihe
debt is due in five equal payments of $200,000s plecrued interest, beginning on January 2, 20boigih January 2, 2014:

(Amounts in thousand:

Septembe December

30, 31,
2009 2008
Short-term Debt
Construction not- collateralized by
property, interest at 2.71 $ - $ 16,818
Long-term Debt
Real estate no- collateralized by
property, interest at 6 $ 1,000 $ 1,87¢
Less current portio (200) (87E)
Totals $ 80C $ 1,00(

7)  Shareholders’ Equity
Common Stock

During the three and nine months ended Septemhe&0®®, the Company issued 20,000 and 60,000 shrasgrectively, of common stc
to officers of the Company pursuant to the 200IclstGompensation Plan. The Company recorded $40g200%$112,000 in compensat
expense as a result of the issuance of these sthanieg the three and nine months ended Septenthe0®9, respectively. The Company .
purchased 706,071 shares of its common stock dduhegiine months ended September 30, 2009 to fitésB8.0 million stock buyba
plan. From inception, the Company purchased d tft&,094,200 shares for $8.0 million or an averad $2.59 per share under the s
buyback plan.

The following table details the changes in commoelsduring the nine months ended September 3®:200
(Amounts in thousands, except for share amot

Additional

Common Stocl Paic-In

Shares Amount Capital
Balance December 31, 20 21,935,12 $ 21¢ $ 93,95
2001 stock compensation pl 60,00( 1 111
Expense of employee options vest - -- 1,06¢
Expense of director options vesti - -- 42
Expense of company warrants iss - -- 8
Common stock buyback program (706,07)) (7) (1,397)
Balance September 30, 2009 21,289,05 $ 213 $  93,78¢
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U.S. ENERGY CORP.

Notes to Condensed Financial Statements (Unaudited)
(Continued)

Stock Option Plans

The Board of Directors adopted, and the sharehslaeproved, the U.S. Energy Corp. 2001 IncentieelSOption Plan (the "2001 1SOI
for the benefit of USE's employees. The 2001 IS@$erves for issuance shares of the Compangmmon stock equal to 25% of
Company’s shares of common stock issued and odistaat any time. The 2001 ISOP has a term ofedrs;

During the three and nine months ended Septembger2@09, the Company recognized $360,000 and $X069,respectively,
compensation expense related to employee optidhs. Company computes the fair values of its optigrented using the BlacRehole
pricing model.

Warrants to Others
From time to time the Company issues stock purchageants to noremployees for services. During the three and nionaths ende
September 30, 2009, the Company recorded $15,00%M,000, respectively, in expense for warrardadd to third parties. The Comp.

will recognize an additional $121,000 in expenserdfie life of the outstanding warrants.

The following table represents the activity in eoyde stock options and na@mployee stock purchase warrants for the nine n3
ended September 30, 2009:

September 30, 20(
Employee Stock Optior Stock Purchase Watrral

Weighted Weighted
Average Average
Exercise Exercise
Options Price Warrants Price
Outstanding balance at December 31, 2 3,717,09! $ 3.6 1,036,388 $ 3.4%
Grantec - $ - - 3 -
Forfeited - 3 = - 3 =
Expired (4,000 $ 2.4¢ (383,93) $ 4.2¢
Exercised - $ - - 3 =
Outstanding at September 30, 2( 3,713,09: $ 3.64 652,45 $ 2.9t
Exercisable at September 30, 2009 261643 $ 3.4% 565,78¢ $ 3.01
Weighted Average Remaining Contractual L- Years 5.8: 3.7¢
Aggregate intrinsic value of options / warrantsstamding $2,401,000 $ 622,00(
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U.S. ENERGY CORP.

Notes to Condensed Financial Statements (Unaudited)
(Continued)

8) Income Taxes

The Company completed book and tax basis studiesglthe nine months ended September 30, 2009 &ubwkred a previous
unrecorded difference between its tax basis anbloitd basis in fixed assets. A noash adjustment of the associated deferred taityadnd
deferred income tax expense in the amount of $lillilomwas made during the nine months ended Sepéen30, 2009 to reflect tt
difference. In addition, due to an increased presen certain states such as Louisiana, the Coyng@tiermined that an increase to its effet
tax rate from 35% to 36% was necessary. This as@eesulted in a noncash charge to deferred intaxrexpense and deferred tax liabilit
$300,000.

9) Segment Information

As of September 30, 2009, the Company had threartege segments: Oil and Gas, Real Estate Opastand Maintenance of Mine
Properties.

Costs paid by the Company during the three and miaoeths ended September 30, 2009 for holding mirgraperties were primari
related to the water treatment plant at the Moumtr®ns molybdenum property. The costs for the waatment plant during the th
months ended March 31, 2008 were paid by the Cowipahen partner on the property. The costs of theemtreatment plant during the th
months ended September 30, 2008 and the nine mentlesl September 30, 2009 were paid for by the @agnp
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U.S. ENERGY CORP.

Notes to Condensed Financial Statements (Unaudited)

Revenues
Real estat:
Oil & gas
Other

Total revenues

Operating expense
Real estat
Oil and gas
Impairment of oil & gas propertie
Mineral propertie:

Total operating expense

Interest expens

Real estati

Oil & gas

Mineral properties
Total interest expense:

Operating gain/(loss
Real estat
Oil & gas
Mineral properties
Operating (loss)

Other revenues and expenses:

(Loss) before discontinue
operations and income tax

Depreciation expens
Real estat
Oil & gas
Mineral propertie:
Corporate
Total depreciation expense

Assets by segme
Real estat
Oil & Gas propertie:
Mineral propertie:
Corporate assets
Total assets

(Continued)

A summary of results of operations and total adsgtsegment follows:

(Unaudited)
(Amounts in thousand:

For the three montt
ended September 3

For the nine month
ended September 3

2009 2008 2009 2008

$ 68€ $ 564 $ 2,165 $ 99t
592 - 1,917 -

5 5 14 52

1,287 56¢ 4,091 1,04

507 311 1,517 712

44€ - 1,93¢ -

40E - 1,46¢ -

37¢ 1,20¢ 1,39¢ 2,28:

1,731 1,51¢ 6,31¢ 2,992

- 132 19 20€

15 - 45 -

15 132 64 20€

$ 17¢ $ 121 $ 62¢ 77
(25€) - (1,497) -
(38¢) (1,209) (1,429) (2,230
(46€) (1,087) (2,297) (2,159
(2,140 (1,376) (5,971) (4,85¢)

$ (2,608 $ (2,459 $ (8,269 $ (7,019

$ 26z $ 184 % 78z $ 332
47¢ -- 1,79t -
13 9 41 27
98 88 29¢ 32¢
$ 84¢ $ 281 $ 2,91¢ $ 68¢
As of
Septembe Decembel
30, 31,
2009 2008
$ 2366 $ 30,98(
14,07° 8,52:
22,99! 24,927
55,15: 78,20

$

115,88 $§ 142,63:
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Notes to Condensed Financial Statements (Unaudited)
(Continued)

10)  Subsequent Event

On October 20, 2009, the Company filed a For® @iiversal shelf registration statement with tlee8ities and Exchange Commiss
(“SEC"), for the offer and sale of up to $100 million of @smmon stock. Under the registration statemeoin ftime to time the Company n
offer to sell shares of its common stock.

On October 16, 2009, the Company announced thatBthe Olson 9-16 #1H flowed at an initial Béur production test rate
approximately 1,805 barrels of oil and 1.84 MMCF raftural gas per day or 2,112 BOE/D. USHiitial working interest in this well
approximately 61% (~48% net revenue interest).

On November 2, 2009, the Company announced thaB@ie Farms 16-21 #1H well, flowed at an initial Bdur production test rate
approximately 1,553 barrels of oil and 1.34 MMCFnatural gas per day or 1,776 BOE/D. The well cated in the northwest portion of
Rough Rider acreage, and is located approximatglyniles northwest of the Brad Olsen well. USE'siahiworking interest in this well
approximately 45% (~35.55 net revenue interest).

On October 30, 2009, the administrative law judgguéd an order rejecting the Petitioners requesfiading that the Company did 1
need to provide financial assurances as a condifitime NPDES permit for the water treatment pktrthe Mount Emmons Property.
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ITEM 2. Management's Discussion and Analysis ofiRancial Condition and Results of Operations

The following is Management's Discussion and Analg$ significant factors that have affected tharany's liquidity, capital resourc
and results of operations during the quarter and months ended September 30, 2009 and 2008. ollbeihg also updates information a
our financial condition provided in our 2008 AnniRéport on Form 10-K. Statements in the followdigcussion maybe forwatldeking ant
involve risk and uncertainty. The following dissim should also be read in conjunction with oundensed financial statements and r
thereto.

General Overview

The Company is involved in the exploration for atel/elopment of oil and gas, minerals and geotheenalgy as well as real es
development. The Company’s primary objective ia short to miderm is to develop and acquire oil and gas produpioperties as well
develop its geothermal properties. The leagn goal of the Company is to participate in teeelopment of the Mount Emmons molybdet
property in Colorado. In addition to the Companygil and gas properties, the Company owns oneifamaity housing complex as well
various other real estate properties which proeih flows to fund operations. Through these lasses, it is the Compasyprimary goal t
improve shareholder value by developing long-tegourring revenues, cash flows and net income.

FASB Codification Discussion

We follow accounting standards set by the Finangdounting Standards Board, commonly referredstdh& “FASB.”"The FASB se!
generally accepted accounting principles (GAAP} tha follow to ensure we consistently report omaficial condition, results of operatic
and cash flows. Over the years, the FASB and atbeignated GAARetting bodies, have issued standards in the f6rRA&B Statement
Interpretations, FASB Staff Positions, EITF consmes, AICPA Statements of Position, etc. One stanithat applies to our business is F/
Statement No. 128, Earnings per Share.That standard, originally issued in 1997, has hie&grpreted and amended many times ove
years.

The FASB recognized the complexity of its standsetting process and embarked on a revised prone2804 that culminated in t
release on July 1, 2009, of tRASB Accounting Standards Codificatidhsometimes referred to as the Codification or AS€ifile Compan
this means instead of following the earnings parshules in FASB Statement No. 128, we will folltive guidance in Topic 260,Earnings
per Shar”. The Caodification does not change how the Compargowas for its transactions or the nature of reladésclosures mac
However, when referring to guidance issued by tASB, the Company refers to topics in the ASC rathen FASB Statement No. 128,
The above change was made effective by the FASBddods ending on or after September 15, 2009h¥e updated references to GAAI
this Quarterly Report on Form 10-Q to reflect thidgnce in the Codification.
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Liquidity and Capital Resources

At September 30, 2009, the Company had $11.7 milllocash and cash equivalents and $27.2 milliofreasury Bills with longer thi
90-day maturities from date of purchase for a totab88.9 million or $1.83 per outstanding common shdts working capital (current ass
minus current liabilities) was $40.1 million. Asdussed below in Capital Resources and CapitaliREgents, the Company projects tha
capital resources at September 30, 2009 will bécserit to fund its operations and capital projetisough the balance of 2009. To fi
projected oil and gas exploration beyond the endadéndar 2009, the Company will need to obtainitemichl capital. The Company
currently considering its alternatives, includirades of additional shares of its capital stock.dikidnally, the Company is pursuing financing
its real estate property in Gillette, Wyoming aedewing its line of credit with a commercial barikhe line of credit in the amount of $
million expired on October 1, 2009 and was fullyadable at that time. The Company is negotiatirithp whe bank for its renewal.

The principal recurring trend which affects the Qamy is variable prices for commodities producifiiem our mineral propertie
although the extent and grade of discovered miserah mitigate or aggravate the impact of pricengai As commodities experience lo
values in the market place, it is typically lesp@xsive to acquire properties and hold them umiileg raise to levels which either allow
properties to be sold or placed into productiootigh joint venture partners, or by the Companyitfoown account. Availability of explorati
drilling equipment and crews fluctuates with therked prices for oil and natural gas. When priceslaw there is less exploration activity i
the cost of drilling is typically reduced.

Cash flows during the nine months ended Septembef32009:

« Operations provided $2.9 million, Investing Actie& provided $19.4 million and Financing Activitiesnsumed $19.1 million f
a net increase in cash of $3.2 millit
« For adiscussion on cash consumed in Operatioas@lefer to Results of Operations below.

Investing Activities

« Cash provided by investing activities was generagecharily through the redemption of U.S. Governm&neasury Bills
$24.1 million and restricted cash investments haddcollateral for a construction loan, $4.7 millidar a total of $28.
million.

« Additional cash was provided by investing actistes a result of the Compasy'eceipt of the first of six anticipated anr
payments of $1.0 million from Thompson Creek Meta®A (‘TCM”) as an option payment on the Mount Emmons prop

« Investing activities consumed cash through the detigm of the development of its multifamily hougicomplex in Gillette
Wyoming, $91,000, the acquisition and developmédnbiband gas properties, $9.1 million, investmé@ntStandard Stea
Trust, $877,000 and the purchase of property angatent, $249,00(

Financing Activities

« The Company retired $17.7 million in debt during thine months ended September 30, 2009. This cietsisted of $16
million for the construction of the Comparymultifamily housing complex in Gillette, Wyomirand $875,000 for the joi
purchase with TCM of a parcel of property in Cottwz

« The Company purchased 706,071 shares of its conste@k pursuant to its stock buyback plan which ocomsd $1.4 millio
during the nine months ended September 30, 2
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Following is a discussion regarding the Companyapi@l Resources and Capital Requirements duriagotitance of 2009. For longer-

range projections of the Company’s capital resaiez®l requirements, please refer to the Company'aidl Report on Form 1R-for the yea
ended December 31, 2008.

Capital Resources

Sources of capital during the balance of 2009 apeeted to consist of (1) the sale of oil and gaglpction from the Company’existing
and anticipated oil and gas operations, (2) resaptash for the rental of real estate proper{@scash on hand, (4) lortgrm financing of th
Companys multifamily housing complex, and (5) a line oédit in the amount of $5.0 million that expired Gwctober 1, 2009 and is be
negotiated for renewal, which may be extendedaddition, we are also considering financing altéues that may include the issuanct
capital stock of the Company.

Oil and Gas Production

At September 30, 2009 the Company had two produeiels and one additional successful well that miid begin production until tl
fourth quarter of 2009. The Company receives oerage $212,000 per month from these producing weills average operating cost
$19,000 per month, before non cash depletion expeios average cash flows of $193,000 per montmfi@l and gas production. T
Company anticipates that cash flows from oil and gperations will increase through the balance Gff92as the wells being drilled w
Brigham begin to produce. Decreases in the pfficgl and natural gas however could decrease thesghly cash flow amounts.

Primarily due the drilling of one dry hole in thieird quarter with net costs to the Company of $08,and low market price for gas
September 30, 2009, capitalized costs for oil aeslgroperties at September 30, 2009 exceeded ity dest limit. The Company thereft
recorded a $405,000 naash write down of its oil and gas properties dyitime quarter ended September 30, 2009. In theeguended Marc
31, 2009, the Company recorded a $1.1 million oash ceiling test write down of its oil and gaspanies primarily due to low market pr
for natural gas at March 31, 2009. The total impant recorded in 2009 through September 30, 2063.5 million.

The ultimate amount of cash that will be derivedirfrthe production of oil and gas will be determirmdthe price of oil and gas, !
amount of production and production costs. Thénalte life of producing wells will likewise be impi@d by market prices and cost:
production. The Company plans on continuing indth@nd gas exploration business and may alsoiacquisting oil and gas properties.

Real Estats

The Company’s multfamily complex in Gillette, Wyoming is complete arthd an occupancy rate of 82% at Septembe
2009. Revenues are approximately $220,000 per hmand net cash flow from this property is approxeha$160,000 per month. As
September 30, 2009 there is continuing evidendethieaoverall housing rental market in Gillette lsaftened. Lower overall commodity pri
for coal and natural gas (the primary industrieGitiette, Wyoming) and the resulting reductionsworkforces are placing pressure on
rental housing market. The Company will continoiéaicus on tenant retention and control of overtmzads in an effort to minimize the imp
of any downturn. The Company has initiated thecpss to secure lortgrm financing for the property. The property ¢c®24.5 million and he
been appraised in excess of that amount.




Cash on Hand

The Company invests its working capital in interdesaring accounts and the majority of its cashlsarm shortterm U.S. Governme
Treasuries. Although the Company could benefinflugher interest bearing investments, it hasatshdnvested in U.S. Treasuries to pres
the principal in the current turbulent financialnkets and to avoid becoming an inadvertent investroempany.

Capital Requirements

The direct capital requirements of the Companyrduthe balance of 2009 are the funding of the agreknt of the Company’interest i
its oil and gas properties, the potential acquisitbf additional oil and gas properties or compsinfending of our geothermal investment
Remington Village operations, costs associated withwater treatment plant at the Mount Emmons bd#yum project and general
administrative costs.

Mount Emmons Molybdenum Prope

Under the terms of its agreement with TCM, the Camypis responsible for all costs associated witbrafing the water treatment plan
the Mount Emmons molybdenum property. Operatingstcoduring the balance of 2009 are projected to dmproximatel
$423,000. Additionally, the Company projects fbuguarter capital improvement expenditures of $33,8t the water treatment plant wt
are expected to improve its efficiency. The Conypalso participates on a 5050 basis with TCM to fund holding costs associatéth a
parcel of jointly purchased real estate in Colorada other nominal project related maintenance sewlrity costs at the mine site.
Companys portion of those costs during the balance of 280projected to be $15,000. Actual future cosisld be different from tho:
estimates made above.

Oil and Gas Development

Brigham Exploration CompanyBEXP")

At September 30, 2009, the Company had fundedriimgl of two wells with BEXP with net costs to ESof $6,858,000. Pursuant to
Drilling Participation Agreement, the Company hasnmitted to fund 65% of BEXRB'initial working interest in four additional welthuring
the fourth quarter of 2009 with expected net césthe Company of $11.7 million. If the Compangat to participate in wells with BE:
beyond the initial six well program, an additiobab wells could be drilled in the fourth quartemging the total estimated capital requiren
for the fourth quarter to approximately $16.6 roifi

The Companys portion of operating costs and expenses for thedls is projected to be approximately $150,000tf@ fourth quarter
20009.

PetroQuest Energy, In¢:RQ’)

The Companys portion of operating costs and expenses forritslycing well are projected to be $57,000 during tdmaining thre
months of 2009.
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The Company has elected to participate in theinlyilbf one Gulf Coast well with Petroquest in tlerth quarter of 2009, The Comp:
will participate as an approximate 4.24% workinterest owner with projected net costs to the Compudr$220,000. While successful G
Coast wells can provide favorable returns on inmesit, we will continue to assess the viability aftgipating in additional wells with PQ.
we should elect not to participate in any undrilfgdspects proposed by PQ where we have paid dseland seismic costs, we will attemj
farm out or sell our interest.

YUMA Exploration and Production Company IntYUMA ")

The Company has budgeted $1.0 million in drillirgsts in the fourth quarter of 2009 for wells wittUMA. The actual expenditure
these funds is contingent upon the generationaiflgidrilling prospects by seismic evaluation dreldvailability and cost of drill rigs. No fii
commitment has been made to drill any wells asegt@mber 30, 2009; however leasing activity is etgutto commence with projected
costs to the Company of $42,000 in the fourth aurart

Houston Energy, L.PHouston Energi)

As of September 30, 2009, the Company has no conmenitto drill any additional wells on other prosizewith Houston Energy. Wh
successful Gulf Coast wells can provide favorakleims on investment, we will continue to assessvihbility of participating in addition
wells with Houston Energy on a project by projeasis.

Wildes Exploration Agreement\(Vildes’)

The Company has contracted to pay Wildes an ar$i@0,000 consulting and management fee for theppads with PQ and an additio
$50,000 annually for properties with Yuma. Additidly, Wildes has a badk- interest in wells drilled with PQ, Yuma and Haon
Energy. Each back interest is governed by different contractsibutot effectuated until such time as the Compaas/recovered its cost p
varying amounts. No back-in interests will beccoeffective during the remainder of 2009 for Wildes.

Other Oil and Gas Exploration or Acquisition Oppmities

The Company will continue to seek additional oppoities to either explore for or acquire existingamd gas production.
Real Estate

The cash operating costs of the multifamily housgmgnplex in Gillette, Wyoming are estimated to HEO$000 for the balance
2009. There are no additional budgeted capitatedjpures for real estate operations during 2009.

Geothermal Energy Projects
The Company has a 25% ownership interest in a geotd company. Budgeted cash expenditures to miaithe Compang 25%
ownership will require the expenditure of an esteda$3.1 million during the balance of 2009 if #ie contemplated drilling and prope

acquisition projects are achieved. In the eveat the Company elects to either partially fund or participate in cash calls its only penalt
dilution of ownership.
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Reclamation Cosil

At September 30, 2009, there were no reclamatiofegts on the Company’mineral or oil and gas properties that would nexjthe
expenditure of cash reserves during the balan2@@$.

Results of Operations

Three Months Ended September 30, 2009 compared t6@3

Operations for the quarter ended September 30, gifited in a loss of $2.6 million. The net losfer taxes was $1.7 million, or $0
per share, as compared to net income of $3.8 mjllar $0.16 per share, during the quarter endede8dger 30, 2008. Net income
September 30, 2008 included a gain of $5.2 millien$0.22 per share, from discontinued operati@asted to the sale of a portion of
Company’s investment in Sutter Gold Mining Inc. ({t&r”). The losses from continuing operations at Septer@be009 and 2008 includ
$1.7 million and $865,000 in non cash items, reSpely, consisting of depreciation, amortizatioreptetion, impairment on oil and ¢
properties, non cash compensation and non cashgudyior services rendered. Depreciation, amortimabnd depletion expense incree
$567,000 during the quarter ended September 3 206r the prior year due primarily to the compmetiof the Companyg’ multifamily
housing complex, in the amount of $78,000, the réizadion of full cost oil and gas capitalized co#t the amount of $475,000 and $14,
from equipment.

The Company recognized $1.3 million in revenuedrduthe quarter ended September 30, 2009 as cothpareevenues of $569,0
during the same quarter of the prior year. Refdtesevenues increased by $189,000 as a restiieafompletion of the multifamily housi
complex in Gillette, Wyoming and oil and gas revesiincreased $526,000 as a result of productian &po oil and gas well completed in
fourth quarter of 2008. Real estate operationsltex$ in a net gain before taxes of $179,000. &ifl gas operations resulted in a los
$258,000 during the quarter ended September 3®. 20his loss is primarily as a result of an impant of $405,000 taken during the quarter.
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The following table summarizes production volumeggrage sales prices and operating revenues fohtde months ended Septembe
2009 and 2008:

2009 Period Compare
to 2008 Periol

Three Months Ende %
September 3( Increase  Increase
2009 2008 (Decrease (Decrease

Production volume

Oil and condensate (Bbl 3,351 - 3,351 10C%

Natural gas (Mcf 120,31 - 120,31« 10C%

Natural gas liquids (Bbls 3,504 - 3,504 10C(%
Average sales price

Oil and condensate (per Bl $ 42671 $ - $ 4260 10C%

Natural gas (per Mci 2.91 - 2.91 10C(%

Natural gas liquids (per Bb 28.5¢ - 28.5¢ 10C%
Operating revenues (in thousan

Oil and condensat $ 143 ¢ - $ 143 10C%

Natural gas 35C - 35C 10C(%

Natural gas liquids 10C - 10C 10C%
Total operating revent 593 - 593 10C%

Lease operating expen 29 - 29 10C%

Impairment (405) - (405) 10C%
Gain before DD&A 217 - 217 10C%

DD&A (475) - (47%) 10C%
Gain (Loss) $ (259 - 9 (259) 10(%

When the Company entered into its agreement withTiCagreed to pay all costs associated with thgewtreatment plant at the Mount
Emmons molybdenum property and thereby recorde®,$80 in costs and expenses for that facility duthe quarter ended September 30,
2009.

General and administrative expenses increased 41,800 during the quarter ended September 30, @80@®mpared to the prior
year. This increase relates primarily to the ety the oil and gas business which has requidelitianal professional consultir
services. Future growth into this business segméhlikely require additional professional emplegs and consultants.

Other income and expense§he Company recorded an equity loss from itsstment in a geothermal partnership in the amount of
$339,000 during the quarter ended September 3® &@h no similar losses reported during the pyiear. The geothermal industry is a
capital intensive business which will result in oivgy equity losses until such time as propertiessatd or the Company sells its
investment. Interest income decreased from $324000ing the quarter ended September 30, 2008 8,820 to interest income of $88,000
at September 30, 2009. The decrease is a redolivef amounts of cash invested in interest bedrisyjuments and lower interest paid on
those investments.
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The Company therefore recorded a net loss befges taf $2.6 million during the quarter ended Sefen30, 2009 as compared to a net
loss before taxes of $2.5 million during the quaeteded September 30, 2008. The reduction inareirgys after taxes of $3.8 million recorc
at September 30, 2008 to a net after tax loss af §illion during the quarter ended September B092s as a result of the gain recorded
during 2008 from the sale of the Company’s inteirest gold mining company, Sutter.

Nine Months Ended September 30, 2009 compared to@®

Operations for the nine months ended Septembe2@M resulted in a loss of $7.0 million, or $0.28 phare, as compared to net inc
of $334,000, or $0.01 per share, during the ninathmended September 30, 2008. Net income fonittemonths ended September 30, :
included a gain of $5.4 million, or $0.20 per shfxoen discontinued operations related to the sk portion of the Compang’investment i
Sutter. The losses from continuing operationgternine months ended September 30, 2009 and 2eR&led $5.7 million and $2.8 million
non-cash items, respectively, consisting of deptémi, amortization, depletion, impairments takem @l and gas properties, naast
compensation and nargsh payment for services rendered. Depreciatiomrtization and depletion expense increased $2ldmduring the
nine months ended September 30, 2009 over the ye&r due primarily to the completion of the Compammultifamily housing complex,
the amount of $451,000, and the amortization dfdakt oil and gas capitalized costs in the amaiirl.8 million. Noneash compensati
decreased $852,000 during the nine months ende@rBber 30, 2009 from those recorded during the gzemied of 2008 as a result of loy
expenses related to the amortization of stock aptand lower market prices for the Company’s comstook related to equity compensation.

The Company recognized $4.1 million in revenuesnduthe nine months ended September 30, 2009 aparenh to revenues of $.
million during the same period of the prior ye&eal estate revenues increased by $1.2 millionrasudt of the completion of the multifanm
housing complex in Gillette, Wyoming. Oil and gasenues increased $1.9 million as a result of il from an oil and gas well comple
in the fourth quarter of 2008. Real estate openatresulted in a net gain before taxes of $629,@i0and gas operations resulted in a lo:
$1.5 million which includes $1.8 million in nazash depletion and amortization expense and aniimeat of $1.5 million. The impairme
was recorded as a result of depressed prices forah@as and dry hole expenses which had beetatiapd.
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The following table summarizes production volumegerage sales prices and operating revenues farirtlekemonths ended September
2009 and 2008:

2009 Period Compare
to 2008 Perio(

Nine Months Ende %
September 3( Increase  Increase
2009 2008 (Decrease (Decrease

Production volume

Oil and condensate (Bbl 10,45 - 10,45 10C%

Natural gas (Mcf 351,19: - 351,19: 10C(%

Natural gas liquids (Bbls 4,507 - 4,507 10C%
Average sales price

Oil and condensate (per Bl $ 45.1¢ $ - $ 45.1¢ 10(%

Natural gas (per Mci 3.6¢ - 3.6¢ 10C%

Natural gas liquids (per Bb 31.9¢ - 31.9t 10C%
Operating revenues (in thousan

Oil and condensal $ 472 $ - 9 472 10C%

Natural gas 1,29¢ - 1,29¢ 10C%

Natural Gas Liquid: 144 - 144 10C%
Total operating revent 1,912 - 1,912 10C(%

Lease operating expen (141 - (247) 10C%

Impairment (1,46¢) - (1,46¢) 10C%
Gain before DD&A 303 - 303 10C%

DD&A (1,795 - (1,795 100%
Gain (Loss) $ (1,499 $ - $ (1,49) 10C%

When the Company entered into its agreement withTiCagreed to pay all costs associated with thgewtreatment plant at the Mount
Emmons molybdenum property and thereby recorde#iiéillion in costs and expenses for that facilityidg the nine months ended
September 30, 2009. Costs associated with the watgment plant during the three months endeccMad, 2008 were paid by the
Company’s then partner prior to its exit from thejpct on September 30, 2008.

General and administrative expenses decreased92y(D during the nine months ended Septemberd8® &s compared to the same
period in the prior year. This reduction is duedst saving efforts.

Other income and expense§he Company recorded an equity loss from itsstment in a geothermal partnership in the amount of
$505,000 during the nine months ended Septemb&08®, with no similar losses reported during tHempyear. Equity losses from the
Company’s investment in geothermal will continudillsuch time as properties are sold or the Comysaallg its investment. Interest income
decreased from $1.2 million during the nine momhded September 30, 2008 to $264,000 at Septer@b2039. The decrease is a result of
lower amounts of cash invested in interest bedrisjuments and lower interest paid on those inuests.

-31-




The Company therefore recorded a net loss befges taf $8.3 million during the nine months endedt&mber 30, 2009 as compared to a
net loss before taxes of $7.0 million during theeninonths ended September 30, 2008. The incredke net loss between the two periods is
primarily due to the impairment taken on the ol @as assets and the reduction of interest inc@me=d during the periods. Offsets to these
increases are the gain from real estate operagiotiseductions of general and administrative castsexpenses.

Critical Accounting Policies

For detailed descriptions of Company'’s significaotounting policies, please see pages 53 to GteaCompanys Annual Report on For
10K for the year ended December 31, 2008.

Mineral Properties The Company capitalizes all costs incidental to dbquisition of mineral properties. Mineral expition costs al
expensed as incurred. When exploration work indthat a mineral property cha economically developed as a result of establishrove:
and probable reserves, costs for the developmeihieahineral property as well as capital purchasescapital construction are capitalized
amortized using units of production over the estedarecoverable proved and probable reserves. Goetsexpenses related to gen
corporate overhead are expensed as incurred. pitatized costs are charged to operations if then@any subsequently determines tha
property is not economical due to permanent deeseasmarket prices of commodities, excessive tidn costs or depletion of the mine
resource.

Mineral properties at September 30, 2009 and Deeer®b, 2008 reflect capitalized costs associateél thie Companyg Mount Emmor
molybdenum property near Crested Butte, Coloratite Company has entered into an agreement with T&lfevelop this property. TC
may earn up to a 75% interest in the project fer ithvestment of $400 million. The Company receitied first of six anticipated anni
payments in the amount of $1.0 million in Janua@®2 This payment was applied as a reduction @fGbmpanys investment in the Mou
Emmons property.

Molybdenum prices declined from a ten year highrage price of $34.13 per pound in July 2008 tonayear low average price of $10
per pound in December 2008 and continued to deduming the first quarter of 2009. During the thiquarter of 2009 spot prices
molybdenum increased to a high of $17.50 per poomsugust, 2009 and were $14.00 per pound at Sdpe30, 2009. The historic mod
prepared by third parties indicate that pricesniatybdenum could decrease even lower than $10.6Qrenproperty would still be economi
given the carried investment amount of $23.0 milliat September 30, 2009 and $23.9 million at Deeen®i, 2008, respectively. |
impairment was therefore taken during either pedndhe Mount Emmons molybdenum property.

QOil and Gas PropertiesThe Company follows the full cost method in accaumfor its oil and gas properties. Under the fudbt methoc
all costs associated with the acquisition, exploraaind development of oil and gas properties apitalized and accumulated in a countriglie
cost center. This includes any internal costs #hatdirectly related to development and explora#iotivities, but does not include any c
related to production, general corporate overheasimilar activities. Proceeds received from digdesare credited against accumulated
except when the sale represents a significant dapaf reserves, in which case a gain or losscggmrized. The sum of net capitalized costs
estimated future development and dismantlemensdosteach cost center is depleted on the equivaleit-of-production method, based
proved oil and gas reserves. Excluded from amasutifect to depletion are costs associated with alnated properties.
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Under the full cost method, net capitalized cosgslianited to the lower of unamortized cost redubgdhe related net deferred tax liabi
and asset retirement obligations or the cost cerging. The cost center ceiling is defined as shen of (i) estimated future net rever
discounted at 10% per annum, from proved resehased on unescalated yesd prices and costs, adjusted for contract pranssifinancie
derivatives that hedge the Compangil and gas revenue and asset retirement oldiggt{ii) the cost of properties not being amodijzgi) the
lower of cost or market value of unproved properiiecluded in the cost being amortized less (i¢pime tax effects related to differen
between the book and tax basis of the natural gdscaude oil properties. If the net book value itlby the related net deferred income
liability and asset retirement obligations excethds cost center ceiling limitation, a neash impairment charge is required in the peric
which the impairment occurs.

Full cost pool capitalized costs are amortized dkerlife of production of proven properties. Qalized costs at September 30, 2009
December 31, 2008 which were not included in theréized cost pool were $11.3 million and $3.0 ruoiflj respectively. These costs consi
wells in progress, seismic costs that are beindyaed for potential drilling locations as well asntl costs and are related to unpro\
properties. No capitalized costs related to ungdoproperties are included in the amortization kEsseptember 30, 2009 and Decembe
2008. It is anticipated that these costs will bdeal to the full cost amortization pool in the nexd years as properties are evaluated, drills
abandoned.

Primarily due to the drilling of one dry hole inetlthird quarter with net costs to the Company & 800 and low market price for natt
gas at September 30, 2009, capitalized costs fanoi gas properties at September 30, 2009 exceldeckiling test limit. The Compa
therefore recorded a $405,000 nzash write down of its oil and gas properties duyitime quarter ended September 30, 2009. In thee
ended March 31, 2009, the Company recorded a $illibmmon-cash ceiling test write down of its oil and gaspaies primarily due to lo
market price for natural gas at March 31, 200%e Total impairment recorded during the nine morghded September 30, 2009 is
million. Given the volatility of oil and gas priseit is probable that our estimate of discountgtdre net cash flows from proved oil and
reserves will change in the near term. If oil otunal gas prices decline substantially, even fdy @ short period of time, or if we he
downward revisions to ourestimated proved reserves, it is possible thattiaddil write-downs of oil and gas properties could occur ir
future.

Long-Lived Assets

The Company evaluates its lotiged assets, which consist of commercial real testéor impairment when events or change
circumstances indicate that the related carryinguarh may not be recoverable. Impairment calculatiare based on market appraisal
rental rates decrease or costs increase to lehaisdsult in estimated future cash flows, on agiscounted basis, that are less than the cai
amount of the related asset, an asset impairmeohisidered to exist. Changes in significant aggioms underlying future cash flow estimi
may have a material effect on the Company's firemusition and results of operations. At Septendfie 2009 and December 31, 2008
impairment existed on the Company’s ldihgd assets as the appraised value at Septemhe20B® and December 31, 2008 exce:
construction and carrying value and rental rategaieed strong and costs within projected limits.

Asset Retirement ObligationsThe Company accounts for its asset retirement atitigs under ASC 4120 (formerly SFAS No. 143,
Accounting for Asset Retirement Obligati('). The Company records the fair value of theaewtion liability on its inactive mining propert
as of the date that the liability is incurred. T®empany reviews the liability each quarter ancedaines if a change in estimate is require
well as accretes the liability on a quarterly bdsis the future liability. Final determinationseamade during the fourth quarter of €
year. The Company deducts any actual funds exgefodeeclamation during the quarter in which itors.
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Future Operations

Management intends to continue seeking opportsnjresented by the recent and future projected ehamkces for oil and natural g
minerals and geothermal assets. We intend to exagiw oil and gas properties and pursue new bssiopportunities in the mineral ¢
geothermal business. Long term, we intend to lepared to pay our share of the holding and devedoproosts associated with the Mc
Emmons property.

Effects of Changes in Prices

Mineral operations are significantly affected byasges in commodity prices. As prices for a paldicumineral increase, values
prospects for that mineral typically also increaseaking acquisitions of such properties more cosilyd sales potentially mc
valuable. Conversely, a price decline could enbamuisitions of properties containing that mihevat could make sales of such prope
more difficult. Operational impacts of changesrimeral commodity prices are common in the minind ail and gas industries.

At September 30, 2009, the Company is receivingmaes from its oil and gas business. The Compamyenues, cash flows, future
of growth, results of operations, financial cordlitiand ability to finance projected acquisitionoilfand gas producing assets are depel
upon prevailing prices of oil and gas.

The Companys multifamily housing revenues could be affectedatieely if there was a sustained down turn inpghiee of coal, natur
gas and oil which could affect the demand for hogisn the Gillette, Wyoming area.

Forward Looking Statements

This Form 10-Q contains “forward-looking statemé&ntsthin the meaning of Section 27A of the Securithes of 1933, as amended (
“Securities Act”), and Section 21E of the SecusitiExchange Act of 1934, as amended (the “Exchang®).AAll statements other th,
statements of historical facts included in and ipooated by reference into this Form 10-Q are fodalaoking statements. These forward-
looking statements are subject to certain riske)yds and uncertainties that could cause actudlkseasudiffer materially from those project
Among those risks, trends and uncertainties arability to find oil and natural gas reserves thiat economically recoverable, the volatility
oil and natural gas prices, declines in the vabfesur properties that have resulted in and mafénfuture result in additional ceiling test w
downs, our ability to replace reserves and sugiesduction, our estimate of the sufficiency of existing capital sources, our ability to re
additional capital to fund cash requirements far participation in oil and gas properties and fatufe acquisitions, the uncertainties invol
in estimating quantities of proved oil and natugals reserves, in prospect development and propedyisitions or dispositions and
projecting future rates of production or futureene®s, the timing of development expenditures arilting of wells, hurricanes and ott
natural disasters and the operating hazards attetwléhe oil and gas and minerals business. Itiqudatr, careful consideration should be gi
to cautionary statements made in the Company’s Rashors included in its Annual Report of Form 1@ud quarterly reports on Form {D-
filed with the SEC. The Company undertakes no ditypdate or revise these forward-looking statement
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When used in this Form 10-Q, the words, “expedyiticipate,” “intend,” “plan,” “believe,” “seek,”&stimate”and similar expressions i
intended to identify forward-looking statementghatigh not all forwardeoking statements contain these identifying worBlscause the
forwarddooking statements involve risks and uncertaintesual results could differ materially from thosgpressed or implied by the
forward-looking statements for a number of impartezasons, including those discussed under “ManagésDiscussion and Analysis
Financial Condition and Results of Operations” atewhere in this Form 10-Q.

Off-Balance Sheet Arrangements

None.

Contractual Obligations

We had two divisions of contractual obligationsSafptember 30, 2009: Debt to third parties of $1ildam with interest at 6% per annt
and asset retirement obligations of $153,000. dét# will be paid over a period of five years ahe &sset retirement obligations will be ret
during the next 34 years. The following table skdie scheduled debt payment and expendituresiftgdied asset retirement obligations:

Contractual Obligation
September 30, 20(
(Amounts in thousand:

Payments due by peric

Less One to Three tc  More than

than one Three Five Five

Total Year Years Years Years
Long-term debt obligation $ 1,00C $ 20C $ 60C $ 20C $ =
Other lon-term liabilities 152 -- -- 26 127
Totals $ 1,15 $ 20C $ 60C $ 226 $ 127

ITEM 3. Quantitative and Qualitative DisclosuresAbout Market Risk

The Company experiences market risks primarilyhire¢ areas: commodity prices, drilling costs artdrest rates. Our mineral rela
revenues are derived from the sale of our natuaalamd crude oil production. In the future, thenpany may seek to reduce its exposu
commodity price volatility by hedging a portion mfoduction through commodity derivative instrumerég September 30, 2009, the Comp
had not put any hedges in place for its existiragpction.

Availability of drilling rigs and experienced crewias a direct correlation to the market price iband natural gas. At September 30, Z
drilling costs have decreased due to lower markieeg for natural gas. As the price for oil andunal gas increase, drilling costs will a
likely increase due to increased exploration afgtivi




Lower overall commodity prices for coal and natugak (the primary industries in Gillette, Wyomirgy)d the resulting reductions
workforces are placing pressure on the rental imgusiarket and our real estate revenues. Althohglttirrent occupancy rate is still high
of September 30, 2009 there is evidence that tleeativhousing rental market in Gillette, Wyomingsheoftened. No assurance can be ¢
that the current occupancy rates will not fall dodower commodity prices or a surplus of housed thay become available due to default
existing mortgages.

Revenues earned and cash received from investplliswash are dependent on the interest rateopdillS. Treasury Bills, which rates
turn may be affected by the general economy andaddrfor credit.

ITEM 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As of September 30, 2009, the Compangianagement, including its Chief Executive Offeaed Chief Financial Officer, completed
evaluation of the effectiveness of the Companyscldisure controls and procedures (as defined irrRliBa-15(e) and 15ib(e) of th
Securities and Exchange Act of 1934, as amended “ERRchange Act”)).Based on that evaluation the Chief Executive Offiaed Chie
Financial Officer concluded:

i. That the Company disclosure controls and procedures are designeddure (a) that information required to be dsetbby th
Company in the reports it files or submits undex BExchange Act is recorded, processed, summarizédeported, within tt
time periods specified in the SECtules and forms, and (b) that such informatiomdsumulated and communicated to
Companys management, including the Chief Executive Offiaed Chief Financial Officer, as appropriate, towaltimely
decisions regarding required disclosure;

ii. Thatthe Compar’s disclosure controls and procedures are effec

Changes in Internal Control over Financial Repogdin There has been no change in our internal cowel financial reporting th

occurred during the quarter ended September 309 2@t has materially affected, or is reasonaliglyi to materially affect, our interr
control over financial reporting.
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PART Il. OTHER INFORMATION

ITEM 1. Legal Proceedings

Water Treatment Facility — Permit Renewal Protest

The Company received a NPDES Permit renewal for &mmons from the Colorado Department of Publialtheand Environment
Water Quality Division (“Water Quality Division”)feective September 1, 2008. The NPDES Permit isafdive (5) year period (2008 -
2013). On August 28, 2008, the Town of CrestedtdBuBoard of County Commissioners for the CountyGafnnison and High Coun
Citizens’ Alliance (“Petitioners”)filed a Request for Adjudicatory Hearing before téater Quality Division to challenge the NPC
Permit. The Petitioners seek revisions to the Retfmt would require the Company to maintain appié operating contract and prov
additional financial security for long term opeaatiof the plant. During the permit approval pra;ethe Division rejected similar peri
revisions proposed by the Petitioners as not bedggired or authorized by Colorado law. The hegafiill be held in early 2009 before
Administrative Law Judge in the Office of Administive Courts (“OAC”).The Company will participate in the hearing as atereste
party. The Company expects to work cooperativath the Water Quality Division in defending the NES Permit.

A hearing was held on October 2, 2009 in Denvetpfaoo concerning a protest of the Colorado Watealfy Division decision not 1
require financial assurances in the issuance tdCrapany of a renewal NPDES permit for the wateattment plant at the Mount Emm:
property. On October 30, 2009, the administraléwe judge issued an order rejecting the Petitiomegsiest and finding that the Company
not need to provide financial assurances as a tondif the NPDES permit for the water treatmeratnplat the Mount Emmons Property.

Appeal of Approval of Notice of Intent to Conductéspecting for the Mount Emmons Proper

On March 8, 2008, High Country Citizens’ AlliancéiCCA") filed a request for hearing before the Coloradod &eclamation Boa
(“Board”) of the approval of a Notice of Intent @onduct Prospecting Notice for the Mount Emmonsytmdénum property (“NOI”)which
was approved by the Division of Reclamation, Minamyd Safety of the Colorado Department of Natueddrrces (‘DRMS”pn January .
2008. The NOI as approved provided for continugglaration of the molybdenum deposit to update,rionp and verify, in accordance w
current industry standards and legal requiremenitseralization data that was collected by Amaxhia late 1970’s.

On March 28, 2008, the Company and the ColoradorAgly Genera$ Office filed independent Motions to Dismiss alfegamong othe
matters that: (i) HCCA had no standing to appealNIi®I; (ii) the NOI is not an appealable decisioer Colorado law; (iii) HCCAS appeal i
not timely; and (iv) the appeal is based on infdforaobtained in violation of Colorado law.

On May 14, 2008, the Board denied HCGARequest for Hearing and also denied their Redaest Declaratory Order. Citing Colore
law, the Board determined that HCCA did not haemging or the right to appeal DRMS’s approval & NOI under Colorado law.

On August 28, 2008, HCCA appealed the Board’s dmtisn Denver District Court. Plaintiff: High Country Citizers Alliance v
Defendants: Colorado Mined Land Reclamation Bo&dlorado Division of Reclamation Mining and Safatd U.S. Energy CorgCase No
08CV6156 (District Court, 2d Jud. Dist., City andudty of Denver). The Board has filed an answehwie Court. The DRMS and 1
Company (in conjunction with TCM) have both fildtetresponsive pleadings in addition to motionsismiss the HCCA complaint.
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No hearing date has yet been scheduled in thei®i€ourt of Colorado concerning the Colorado Dimisof Reclamation, Mining, al
Safety’s issuance of a Notice of Intent to Condrttspecting to the Company for the Mount Emmongénty.

For information on other legal proceedings in whilsere have been no new developments since Sept&dp2009, see Item 1, Part I
the Company’s Annual Report on Form 10-K filed oarbh 13, 2009 and the Company’s Quarterly Repofftanm 106 filed on August ¢
2009. For detailed information on the proceedidigslosed above, see the Company’s Annual RepoRoom 10K filed on March 13, 20C
(Item 1 of Part 1, pages 28 to 30) under the waptWater Treatment Facility — Permit Renewal Rett and Appeal of Approval of Notice 1
Intent to Conduct Prospecting for the Mount EmmBraperty.”

ITEM 1A. Risk Factors

Except as set forth below, there have been no mhtdranges to the risk factors discussed in Rdttedm 1A. Risk Factors’ages 13 |
20) in the Company’s Annual Report on Form 10-K tlee year ended December 31, 2008 and the For@ filed on May 8, 2009, whic
could materially affect the Comparsybusiness, financial condition or future resulslditional risks and uncertainties not currentholvn tc
the Company or that it currently deems to be imniatalso may materially adversely affect its besis, financial condition and/or opera
results.

Successful exploitation of the Williston Basin isilsject to risks related to horizontal drilling andompletion techniques.

Operations in the Williston Basin involve utilizirbe latest drilling and completion techniques ¢émgrate the highest possible cumule
recoveries and therefore generate the highestlgessiturns. Risks that are encountered whildimyilinclude, but are not limited to, land
the well bore in the desired drilling zone, stayinghe zone while drilling horizontally throughettshale formation, running casing the el
length of the well bore and being able to run t@wid other equipment consistently through the bote well bore.

Completion risks include, but are not limited tejrig able to fracture stimulate the planned nundbfestages, being able to run tools
entire length of the well bore during completioremdions, and successfully cleaning out the wetklafter completion of the final fractt
stimulation stage. Ultimately, the success of tHagest drilling and completion techniques can dmyevaluated over time as more wells
drilled and production profiles are establishedravsufficiently long time period.

Operating in less developed basins such as theigtilh Basin has risks that include, but are not litad to, securing access to takeav
capacity and securing access to equipment and seryproviders on a timely and cost effective basis.

Access to adequate gathering systems or pipelkeateay capacity can be limited in less developeginsa In order to secure takea
capacity, our operators may be forced to enterantangements that are not as favorable to opsratather areas. In addition, the availab
of drilling rigs and other services may be morelleimging. If we are unable to execute on our ithgllprogram because of takeaway capaci
access to equipment, we potentially could be fadthl lease expirations and the value of our undepedi acreage could decline.
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We may not be able to drill wells on a substanfilrtion of our Williston Basin acreage.

We may not be able to participate in all or evesubstantial portion of the many locations we edmough the Drilling Participatic
Agreement with Brigham. Our participation will daml on drilling and completion results, commoditjces, the availability and cost
capital relative to ongoing revenues from completetls, and other factors.

Lower oil and natural gas prices may cause us teaged ceiling limitation write-downs, which would drice stockholders’ equity.

We use the full cost method of accounting to actéamour oil and natural gas investments. Accogtlf, we capitalize the cost to acqu
explore for and develop these properties. Undircst accounting rules, the net capitalized afsbil and gas properties may not exce
“ceiling limit” that is based upon the present value of estimatedef net revenues from proved reserves, discowatté8%, plus the lower
the cost or fair market value of unproved propertif net capitalized costs exceed the ceilingt)ime must charge the amount of the exce
earnings (called a “ceiling limitation write-down”)The risk of a ceiling test writdewn increases when oil and gas prices are depresskwe
have substantial downward revisions in estimatedgn reserves.

Under the full cost method, all costs associateth wie acquisition, exploration and developmenbibfand gas properties are capital
and accumulated in a countwide cost center. This includes any internal cdbtt are directly related to development and expior
activities, but does not include any costs reléegroduction, general corporate overhead or simaitdivities. Proceeds received from dispc
are credited against accumulated cost, except vhersale represents a significant disposal of veserin which case a gain or los:
recognized. The sum of net capitalized costs atithated future development and dismantlement dostsach cost center is depleted or
equivalent unit-oferoduction method, based on proved oil and gagvese Excluded from amounts subject to depleti@csts associat
with unevaluated properties.

Under the full cost method, net capitalized cosgslianited to the lower of unamortized cost redubgdhe related net deferred tax liabi
and asset retirement obligations or the cost cerging. The cost center ceiling is defined as $hien of (i) estimated future net rever
discounted at 10% per annum, from proved resehased on unescalated yesnd prices and costs, adjusted for contract prawssifinancie
derivatives that hedge the Compangil and gas revenue and asset retirement oldiggt{ii) the cost of properties not being amodijzgi) the
lower of cost or market value of unproved properiiecluded in the cost being amortized less (igpme tax effects related to differen
between the book and tax basis of the natural gdscaude oil properties. If the net book value tliby the related net deferred income
liability and asset retirement obligations excetids cost center ceiling limitation, a neash impairment charge is required in the peric
which the impairment occurs.

Full cost pool capitalized costs are amortized dherlife of production of proven properties. Qafized costs at September 30, 2009
December 31, 2008, which were not included in tnerized cost pool, were $11.3 million and $3.0lioml, respectively. These costs cor
of wells in progress, seismic costs being analyfeegotential drilling locations, as well as landsts, all related to unproved properties.
capitalized costs related to unproved propertiesiacluded in the amortization base at September2609 and December 31, 2008. |
anticipated that these costs will be added touledst amortization pool in the next two yeargasperties are evaluated, drilled or abandc
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We perform a quarterly ceiling test for each of oiirand gas cost centers (at September 30, 20@%e tvas one such cost center).
ceiling test incorporates assumptions regardingirggi and discount rates at quarter end and ovectwkie have no influence in 1
determination of present value. In arriving at tedling test for the quarter ended September 8092we used $70.46 per barrel for oil
$3.24 per Mcf for natural gas to compute the futtash flows of the producing property at that datke discount factor used was 10%.

Primarily due the drilling of one dry hole in thieird quarter with net costs of $98,000 and low rearice for gas at September
2009, capitalized costs for oil and gas properieSeptember 30, 2009 exceeded the ceiling tedt lids a result, we recorded a $450,
non-cash write down of oil and gas properties dytire quarter. This write-down was in additioritte $1.1 million noreash ceiling test wri
down a March 31, 2009 (due to low market pricesgfas at March 31, 2009). The total writewn in 2009 through the third quarter was !
million. We may be required to recognize additiopi@-tax non-cash impairment charges (wdtavns) in future reporting periods if mar
prices for oil or natural gas continue to decline.

The Williston Basin oil price differential could hae adverse impacts.

Due to takeaway constraints, oil prices in the Mfitin Basin generally have been from $8.00 to ¥1&6s than prices for other areas ir
United States. However, drilling and completiostsdfor the wells we drill in the Williston Basimeacomparable to other areas where the
no price differential. As a result, while a sigcéfnt prolonged downturn in oil prices on a natiobasis could result in a ceiling limitati
write-down of the oil and gas properties we holtsale the Williston Basin, the writdewns could be more substantial for the propeiti¢he
Williston Basin due to the oil price differentiaBuch a price downturn also could reduce cash ffom the Williston Basin properties, &
adversely impact our ability to participate fulty the many wells we will have available if we eaareage in all 15 units under the Drilling
Participation Agreement.

The results of our drilling program in the Willisto Basin are subject to more uncertainties than ding in more established formatior
in other areas.

Brigham has only recently begun drilling wells iretBakken and Three Forks formations in the WilisBasin, with horizontal wells a
completion techniques that have proven to be ssbdeis other shale formations. Brigham’s expeciems well as the industsydrilling anc
production history in the formation generally aimited. The ultimate success of these drilling @odhpletion strategies and technique
these formations will be better evaluated over timenore wells are drilled and longer term produrcprofiles are established.

In addition, based on reported decline rates irsgh®ormations, estimated average monthly rates roflyztion may decline |
approximately 70% during the first twelve monthspobduction. Actual decline rates may be signiftbadifferent than expected. Due to
limited production data for the Bakken and ThreekBdormations, drilling and production results amere uncertain than encountered in c
formations and areas with histories. Good redutts wells we drill with Brigham may not be replied in additional wells, even in the s¢
drilling unit.
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ITEM 2. Unregistered Sales of Equity Securitiesrad Use of Proceeds

During the nine months ended September 30, 20@9Ctimpany issued a total of 60,000 shares of msnoan stock. The shares w
issued as restricted securities in reliance oretteanption available to the Company under Secti@) d{ the Securities Act of 1933. Th
shares were issued as new issuances pursuant26Qhestock compensation plan.

During the nine months ended September 30, 20@9Ctimpany purchased and cancelled 706,071 shasscommon stock under
Stock Buyback Plan which is now completed. Théofeing table sets forth the activity during the @imonths ended September 30, -
pursuant to the Stock Buyback Plan:

Total
Number o
Shares Maximum
Purchased Dollar Value
Total as Part of of Shares the
Number  Average Publically may be
Of Shares Price Paid Announce:r  purchased

Purchase per Share Plan under Plar
December 31, 200 2,388,12! $ 2.7¢ 2,388,12' $1,398,226.6
January 1 to 31, 20( 242,700 $ 1.9¢ 2,630,82' $ 917,105.1
February 1 to 28, 20C 148,100 $ 1.8¢ 2,778,92' $ 638,294.8
March 1 to 31, 200 138,50( $ 1.7¢ 2,917,42' $ 390,332.7
April 1 to 30, 200¢ 141,400 $ 2.2C 3,058,82' $ 78,788.6
May 1 to 31, 200! 35,37. % 2.2 3,094,200 $ =

ITEM 3. Defaults Upon Senior Securities

Not Applicable

ITEM 4. Submission of Matter to a Vote of Securiy Holders

None

ITEM 5. Other Information

Not Applicable
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ITEM 6. Exhibits

(@)

Exhibits
3.1
3.2
10.1
10.2
10.3
10.4
10.5
31.1
31.2
321

32.2

Restated Articles of Incorporation as Amended (ipocated by reference from exhibit 4.1 to the Cony's Forn
S-3 filed October 21, 200¢

Bylaws, as amended through April 17, 2009 (incoapedt by reference from exhibit 3.2 to the Comy's Form K
filed April 21, 2009)

Drilling Participation Agreement with Brigham Expétion Company dated August 24, 2009 (incorpordig
reference from exhibit 10.1 to the Report on Fo-K filed August 28, 2009

Employment Agreement by and between Keith G. Lassahthe Company dated as of April 20, 2009 (incafe(
by reference form exhibit 10.1 to the Comp’s Report on Form-K filed April 21, 2009)

Employment Agreement by and between Mark J. Lassehthe Company dated as of April 20, 2009 (incrafsa
by reference form exhibit 10.2 to the Comp’s Report on Form-K filed April 21, 2009)

Employment Agreement by and between R. Scott Lariane the Company dated as of April 20, 2009 (ipocate!
by reference form exhibit 10.3 to the Comp’s Report on Form-K filed April 21, 2009)

Employment Agreement by and between Steven R. Ymauwgy and the Company dated as of April 20,
(incorporated by reference form exhibit 10.4 to @@npan’s Report on Form-K filed April 21, 2009)
Certification of Chief Executive Officer PursuantRule 13-15(e) / Rule 15-15(e)

Certification of Chief Financial Officer PursuantRule 13-14(a) / Rule 15(e)/15-15(e)

Certification of Chief Executive Officer Pursuamt 18 U.S.C. Section 1350, as adopted by Section d30ie
Sarbane-Oxley Act of 200z

Certification of Chief Financial Officer Pursuard 18 U.S.C. Section 1350, as adopted by Section ciOhe
Sarbane-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causiedréport to be signed on its bel
by the undersigned thereunto duly authorized.

U.S. ENERGY CORF
(Registrant’

Date: November 6, 20C By: /s/Keith G. Larsel

KEITH G. LARSEN,
Chairman and CE(

Date: November 6, 20( By: /s/ Robert Scott Lorime
ROBERT SCOTT LORIMEF
Principal Financial Officer an
Chief Accounting Office
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Exhibit 31.1

CERTIFICATION

I, Keith G. Larsen, certify that:

1. | have reviewed this quarterly report on Forn-Q of U.S. Energy Corp

2. Based on my knowledge, this report does not cordgainuntrue statement of a material fact or omistade a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, nigadisg with respect to the per
covered by this transition repo

3. Based on my knowledge, the financial statementd, @her financial information included in this repcdfairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant's other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as de

in Exchange Act Rules 13a-15(e) and 15d-15(e))iateitnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15+15(f) for the registrant and hav

a. Designed such disclosure controls and proceduresaosed such disclosure controls and procedurdse tdesigned under ¢

supervision, to ensure that material informatidatiieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgyithe period in which this report is being prepa

Designed such internal control over financial réjpgr or caused such internal control over finahmgorting to be designed un
our supervision, to provide reasonable assurangardig the reliability of financial reporting artde preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip

Evaluated the effectiveness of the registrant'slassire controls and procedures and presentedsimeport our conclusions about
effectiveness of the disclosure controls and proces) as of the end of the period covered by #psnt based on such evaluation, .

Disclosed in this report any change in the regigtsanternal control over financial reporting tluaicurred during the registrant's nr
recent fiscal quarter (the registrant's fourthdlsguarter in the case of an annual report) thatrhaterially affected, or is reasone
likely to materially affect, the registrant's imeit control over financial reporting; al

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluatiamterhal control over financial reportir
to the registrant's auditors and the audit committiethe registrant's board of directors (or pesgmerforming the equivalent function

a.

All significant deficiencies and material weaknesge the design or operation of internal controkiofinancial reporting which a
reasonably likely to adversely affect the regidteaability to record, process, summarize and itefieincial information; an

Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant's interi
control over financial reporting

DATED this 6thday of November, 2009.

/sl Keith G. Larsel

Keith G. Larser
Chief Executive Office




Exhibit 31.2

CERTIFICATION

I, Robert Scott Lorimer, certify that:
1. | have reviewed this quarterly report on Forn-Q of U.S. Energy Corp

2. Based on my knowledge, this report does not cordgainuntrue statement of a material fact or omistade a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, nigadisg with respect to the per
covered by this transition repo

3. Based on my knowledge, the financial statementd, @her financial information included in this repcdfairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4. The registrant's other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as de
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateitnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15+15(f) for the registrant and hav

a. Designed such disclosure controls and procedunegaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatiolatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgrithe period in which this report is being prepa

b. Designed such internal control over financial réipg; or caused such internal control over finahmporting to be designed uni
our supervision, to provide reasonable assurangardeng the reliability of financial reporting arttie preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip!

c. Evaluated the effectiveness of the registrant'slalisire controls and procedures and presentedsimehort our conclusions about
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psit based on such evaluation, :

d. Disclosed in this report any change in the regigtsainternal control over financial reporting tieeticurred during the registrant's v
recent fiscal quarter (the registrant's fourthdlsguarter in the case of an annual report) thatrhaterially affected, or is reason:
likely to materially affect, the registrant's imet control over financial reporting; ai

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluatiamterhal control over financial reportir
to the registrant's auditors and the audit committiethe registrant's board of directors (or pesgmerforming the equivalent function

a. All significant deficiencies and material weaknesse the design or operation of internal controkofinancial reporting which a
reasonably likely to adversely affect the regidtsability to record, process, summarize and refieancial information; an

b. Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant's inten
control over financial reporting

DATED this 6thday of November, 2009.

/s/ Robert Scott Lorime

Robert Scott Lorime
Chief Financial Office




Exhibit 32.1

Certification of CEO Pursuant to
18 U.S.C. Section 1350,
As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report of U.S. EpyeCorp. (the "Company") on Form IDfor the period ended September 30, :
as filed with the Securities and Exchange Commissin the date hereof (the "Report”), Keith G. Largzhief Executive Officer of tt
Company, hereby certifies, pursuant to 18 U.S.Cti&e 1350, as adopted pursuant to Section 908@Sarbane®xley Act of 2002, to tt
best of his knowledge, that:

(1) The Report fully complies with theyuérements of section 13(a) or 15(d) of the SemsiExchange Act of 1934; and
(2) The information contained in the Regairly presents, in all material respects, thacial condition and result of operations of
Company.

/sl Keith G. Larsel
Keith G. Larsen
Chief Executive Office
November 6, 200

This certification accompanies this Report pursuan§ection 906 of the Sarban@sley Act of 2002 and shall not be deemed filedtlg
Company for purposes of Section 18 of the Secarkechange Act of 1934, as amended.

A signed original of this written statement reqdit®gy Section 906 has been provided to U.S. Enep.Gand will be retained by U.S. Ene
Corp. and furnished to the Securities and Exch&@wamission or its staff upon request.



Exhibit 32.2

Certification of CFO Pursuant to
18 U.S.C. Section 1350,
As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report of U.S. EjyeCorp. (the "Company™) on Form IDfor the period ended September 30, :
as filed with the Securities and Exchange Commissio the date hereof (the "Report”), Robert Scotirher, Chief Financial Officer of tl
Company, hereby certifies, pursuant to 18 U.S.CtiG&e 1350, as adopted pursuant to Section 906eSarbane®xley Act of 2002, to tF
best of his knowledge, that:

@ The Report fully complies with thejterements of section 13(a) or 15(d) of the Sem#iExchange Act of 1934; and
(2) The information contained in the Regairly presents, in all material respects, thmacial condition and result of operations of
Company.

/s/ Robert Scott Lorime
Robert Scott Lorimel
Chief Financial Office
November 6, 200

This certification accompanies this Report pursuangection 906 of the Sarban®@sley Act of 2002 and shall not be deemed filedtlg
Company for purposes of Section 18 of the Secsriechange Act of 1934, as amended.

A signed original of this written statement reqditey Section 906 has been providedt&. Energy Corp. and will be retained by U.S. By
Corp. and furnished to the Securities and Exch&@wamission or its staff upon request.



