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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS
The information discussed in this Annual Report includes “forward-looking statements” within the meaning of Section
27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. All statements other than
statements of historical facts are forward-looking statements.

Examples of forward-looking statements in this Annual Report include:

¢ planned capital expenditures for oil and gas exploration;
e cash expected to be available for continued work programs;
e recovered volumes and values of oil and gas approximating third-party estimates of oil and gas reserves;
¢ anticipated increases in oil and gas production;

e drilling and completion activities in the Williston Basin in North Dakota and the Eagle Ford shale in Texas and

other areas;
¢ timing for drilling of additional wells;

e expected spacing and the number of wells to be drilled with our industry partners including Brigham Exploration
Company (“Brigham”), Zavanna, LLC (‘Zavanna”), and Murex Petroleum Corporation (“Murex”), in the Bakken/Three
Forks formations, Crimson Exploration Operating, Inc. (“Crimson”), in the Eagle Ford shale, and Houston Energy,
L.P. (“Houston Energy”), Southern Resources Company (‘“‘Southern Resources”), PetroQuest Energy, LLC (‘“PetroQuest”)
and Cirque Resources LP (“Cirque”) in other areas;

e when “Pooled Payout” or similar thresholds will be reached for the purposes of our agreements with Brigham and
Zavanna;

e expected working and net revenue interests, and costs of wells, relating to the drilling programs with our partners;

e actual decline rates for producing wells in the Bakken/Three Forks and Eagle Ford formations;

e submission of a plan of operations to the U.S. Forest Service and approval of such plan in connection with the Mt.
Emmons molybdenum project (“Mt. Emmons Project”) and the expected length of time to permit and develop the Mt.
Emmons Project;

e expected time to receive a return on investment from the geothermal prospects;
e future cash flows and borrowings;
e pursuit of potential acquisition opportunities;

¢ anticipated business activities in the Gillette, Wyoming area and their impact on our multi-family housing complex;

¢ our expected financial position;
e other plans and objectives for future operations.

9 ¢ 99 ¢

These forward-looking statements are identified by their use of terms and phrases such as “may,” “expect,” “estimate,”
“project,” “plan,” “believe,” “intend,” “achievable,” “anticipate,” “will,” “continue,” “potential,” “should,” “could,” “up to,” ar
and phrases. Though we believe that the expectations reflected in these statements are reasonable, they involve
certain assumptions, risks and uncertainties. Results could differ materially from those anticipated in these statements
as a result of numerous factors, including, among others:

99 ¢ LT3

For oil and gas:

e our ability to obtain sufficient cash flow from operations, borrowing and/or other sources to fully develop our
undeveloped acreage positions;
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e volatility in oil and natural gas prices, including potentially depressed natural gas prices and/or declines in oil
prices, which would have a negative impact on operating cash flow and could require ceiling test write-downs on
our oil and gas assets, and which could adversely impact the borrowing base available under our credit facility with
BNP Paribas;

e the possibility that the oil and gas industry may be subject to new adverse regulatory or legislative actions
(including changes to existing tax rules and regulations and changes in environmental regulation);

¢ the general risks of exploration and development activities, including the failure to find oil and natural gas in
sufficient commercial quantities to provide a reasonable expectation of a return on investment;

e future oil and natural gas production rates, and/or the ultimate recoverability of reserves, falling below estimates;
¢ the ability to replace oil and natural gas reserves as they deplete from production;
e environmental risks;
e availability of pipeline capacity and other means of transporting crude oil and natural gas production;

e competition in leasing new acreage and for drilling programs with operating companies, resulting in less favorable
terms or fewer opportunities being available;

e higher drilling and completion costs related to competition for drilling and completion services and shortages of
labor and materials;

e unanticipated weather events resulting in possible delays of drilling and completions and the interruption of
anticipated production streams of hydrocarbons, which could impact expenses and revenues, respectively; and

¢ unanticipated downhole mechanical problems, which could result in higher than expected drilling and completion
expenses and/or the loss of the wellbore or a portion thereof.

For the molybdenum property:
e the ability to obtain permits required to initiate mining and processing operations;
e completion of a feasibility study based on a comprehensive mine plan, which indicates that the property warrants
construction and operation of mine and processing facilities, taking into account projected capital expenditures and

operating costs in the context of molybdenum price trends;

e the ability to fund the capital expenditures required to build the mine and its infrastructure, and the related
processing facilities, after all permits and a favorable feasibility study have been received;

e the ability to find a suitable joint venture partner or raise sufficient capital for the project;

10
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e continued compliance with current environmental regulations and the possibility of new legislation or
environmental regulations adverse to the mining industry;

® molybdenum prices and operating costs staying within the parameters established by the feasibility study;

¢ successfully managing the substantial operating risks attendant to a large scale mining and processing operations;
and

e compliance and operating costs associated with the wastewater treatment plant.
For real estate:

¢ insufficient demand for apartments in our multi-family apartment project in Gillette, Wyoming (“Remington
Village Apartments”) which could impact our ability to sell the property; and

e inability of the Company to receive the anticipated sales price for Remington Village Apartments.

Finally, our future results will depend upon various other risks and uncertainties, including, but not limited to, those
detailed in the section entitled “Risk Factors” in this Annual Report. All forward-looking statements attributable to us or
persons acting on our behalf are expressly qualified in their entirety by the cautionary statements made above and
elsewhere in this Annual Report. Other than as required under securities laws, we do not assume a duty to update
these forward-looking statements, whether as a result of new information, subsequent events or circumstances,
changes in expectations, or otherwise.

PART 1
Item 1 — Business
Overview

U.S. Energy Corp. (“U.S. Energy”, “USE”, “Company”, “we” or “us”), is a Wyoming corporation organized in 1966. We are
independent energy company focused on the acquisition and development of oil and gas producing properties in the
continental United States and other mineral properties. Our oil and gas business is currently focused in the Rocky
Mountain region (specifically the Williston Basin of North Dakota and Montana), Louisiana, and Texas. However,

we do not intend to limit our focus to these geographic areas. We continue to focus on increasing production,
reserves, revenues and cash flow from operations while managing our level of debt.

We currently explore for and produce oil and gas through a non-operator business model. However, in the future we
may expand our activities to include operations. As a non-operator, we rely on our operating partners to propose,
permit, drill, complete and produce the oil and gas wells. Before a well is drilled, the operator provides all oil and gas
interest owners in the designated well the opportunity to participate in the drilling and completion costs and revenues
of the well on a pro-rata basis. Our operating partners also produce, transport, market and account for all oil and gas
production.

We are also involved in: (i) the exploration for and development of minerals (molybdenum) through our ownership of
the Mt. Emmons Project located in west central Colorado, which is a long-term development mining project, (ii)

12



Edgar Filing: US ENERGY CORP - Form 10-K

geothermal resources through Standard Steam Trust LLC (“SST”) and

13



Edgar Filing: US ENERGY CORP - Form 10-K

Table of Contents

(iii) Remington Village Apartments, a multi-family housing project serving the residential market in Gillette,
Wyoming, which is generating positive cash flow and is held as a property held for sale at December 31, 2011. We do
not intend to make more investments in the real estate housing sector.

Industry Segments/Principal Products

At December 31, 2011, we have two operating segments: Oil and Gas and Maintenance of Mineral Properties
(including molybdenum and geothermal).

Office Location and Website
Our principal executive office is located at 877 North 8th West, Riverton, Wyoming 82501, telephone 307-856-9271.

Our website is www.usnrg.com. We make available on this website, through a direct link to the Securities and
Exchange Commission’s website at http://www.sec.gov, free of charge, our annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, proxy statements and Forms 3, 4 and 5 relating to stock
ownership of our directors and executive officers. You may also find information related to our corporate governance,
board committees and code of ethics on our website. Our website and the information contained on or connected to
our website are not incorporated by reference herein and our web address is included only as an inactive textual
reference.

Business
Oil and Gas

We participate in oil and gas projects primarily as a non-operating working interest owner through exploration and
development agreements with various oil and gas exploration and production companies. Our working interest varies
by project. These projects may result in numerous wells being drilled over the next three to five years. We are also
actively pursuing potential acquisitions of exploration, development or production-stage oil and gas properties or
companies.

At December 31, 2011 we had:

e Estimated proved reserves of 3,195,361 BOE (86% oil and 14% natural gas), with a standardized measure value of
$63.2 million and a PV10 of $72.5 million, representing increases of 63%, 42%, and 39% over our reserves,
standardized measure and PV 10, respectively, as of December 31, 2010.

e Gross and net leases of 122,815 and 34,871 acres, respectively. At March 1, 2012, our leases covered 122,815
gross and 29,921 net acres.

¢ Forty-one gross (12.79 net) producing wells (42 gross and 13.06 net at March 1, 2012).
e 1,212 BOE/D average for 2011.

PV10 (defined in “Glossary of Oil and Gas Terms”) is widely used in the oil and gas industry and is considered by
institutional investors and professional analysts when comparing companies. However, PV10 data is not an
alternative to the standardized measure of discounted future net cash flows, which is calculated under GAAP and
includes the effects of income taxes. The following table reconciles PV10 to the standardized measure of discounted
future net cash flows as of the dates indicated, which are presented in Note F to the our consolidated financial

14
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(In thousands)
At December 31,
2011 2010 2009
Standardized measure
of discounted net cash
flows $ 62,191 $ 44,653 $ 19,984
Future income tax
expense (discounted) 10,346 7,420 5,776
PV-10 $ 72,537 $ 52,073 $ 25,760

Activities with Operating Partners in Oil and Gas

The Company holds a geographically and geologically diverse portfolio of oil-weighted prospects in varying stages of
exploration and development. Prospect stages range from prospect origination, including geologic and geophysical
mapping, leasing, exploration drilling and development. The Company engages in the prospect stages either for its
own account or with prospective partners to enlarge the oil and gas lease ownership base.

Each of the operators of our principal prospects has a substantial technical staff. We believe that these arrangements
allow us to deliver value to shareholders without having to build the full staff of geologists, engineers and land
personnel required to work on diverse projects involving horizontal drilling in North Dakota (Brigham, Zavanna and
Murex) and South Texas (Crimson), and conventional exploration in Gulf Coast prospects (Houston Energy,
PetroQuest and Southern Resources). However, consistent with industry practice with smaller independent oil and gas
companies, we also utilize specialized consultants with local expertise as needed.

The Company currently has oil and gas projects with operating partners in the following areas:
Williston Basin, North Dakota

With Brigham Exploration Company. On August 24, 2009, we entered into a Drilling Participation Agreement (the
“DPA”) with a wholly-owned subsidiary of Brigham to jointly explore for oil and gas in up to 19,200 gross acres in a
portion of Brigham’s Rough Rider prospect in Williams and McKenzie Counties, North Dakota. Under the DPA, we
earned working interests, out of Brigham’s interests, in fifteen 1,280-acre spacing units in Brigham’s Rough Rider
project area by participating in the drilling of one initial well on each unit of acreage. Accordingly, we have earned
the rights to drill up to 30 gross wells in the Bakken formation and an additional 30 gross wells in the Three Forks
formation, for a total of 60 gross wells, based on current spacing rules in North Dakota. If the spacing is ultimately
increased to four wells per 1,280 acre spacing unit, the potential number of drilling locations could increase to 120
gross wells.

The leases in the units are a combination of fee and state leases. In some areas, the rights may be depth limited to the

Bakken and the upper part of the Three Fork formations under the terms of the leases obtained by Brigham from third

parties, while other leases may have rights to all depths. Working interests earned vary according to Brigham’s initial
working interest, after-payout provisions and the provisions governing each stage of the program.

Our earn-in rights were staged in three groups of units and were earned upon paying our share of all drilling and
completion costs, or plugging and abandonment costs (if applicable), for all the initial wells (one for each unit) in each

16
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Group; and five in the Third Group. For information on the wells drilled through the date this Annual Report was
filed, see “Item 2 — Properties — Oil and Natural Gas”
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below. At the date this Annual Report was filed, we have drilled and completed all 15 wells in the initial phase of the
DPA and have completed 5 additional gross infill wells.

Brigham is the operator for all the units covered by the DPA, and is compensated for services pursuant to an industry
standard operating agreement, except that the customary non-consent provisions have been revised as to the drilling of
subsequent wells (see below).

First Group: We earned 65% of Brigham’s initial working interest in six initial wells drilled in the 1,280 acre units;
our working interest ranges from 61.46% to 29.58% (48.55% to 23.80% net revenue interest (“NRI”)), for an average
49.54% working interest.

When we have received production revenues (less property and production taxes) from all six of the initial wells in
this First Group equal to our costs on a pooled basis (“Pooled Payout™), our working interest will be reduced to 42.25%
of Brigham’s initial working interest in the initial wells, and the NRI will decrease to a range of 31.56% to 15.47%, for
an average 25.45% NRI. At December 31, 2011, we estimate that the Pooled Payout for the First Group of wells will
occur in the first quarter of 2013.

We earned 36% of Brigham’s initial working interest in all of the acreage in the applicable unit. Brigham will have no
back in rights on any subsequent drilling locations in these units (or in any of the units we earned in the Second and

Third Groups). All working interest ownership in each initial well, and all of the subsequent wells, will be subject to

proportionate reduction for third party leasehold rights. At December 31, 2011, three subsequent wells had been

drilled in the First Group.

Second Group: In 2010, we participated in the drilling and completion of the four wells in the Second
Group. Brigham provided us notice that it would be taking 50% of the working interest available to it, and we elected
to take the remaining 50% of the working interest available to Brigham. The four wells were all producing in 2011;
our working interests range from 48.03% to 21.02% (NRIs range from 37.80% to 16.29%).

We have earned working interest rights in all the acreage in these four units. For future wells drilled in these units, we
will hold 36% of Brigham’s initial working interest (without back in rights), subject to proportionate reduction for third
party leasehold rights. After Pooled Payout on the Second Group’s four wells, we will assign to Brigham 35% of our
working interest in the initial wells in each spacing unit, and the NRI will decrease to a range of 24.26% to
10.61%. We anticipate that Pooled Payout for the Second Group will be reached in third quarter of 2012.

Third Group: On January 11, 2010, Brigham provided us notice that it would be taking 50% of the working interest
available to it. In accordance with the DPA, we elected to take the remaining 50% of the working interest available to
Brigham. All five wells in this group were drilled and producing at December 31, 2010, one was producing, one was
being drilled, one was being completed, and two were awaiting completion work. Working (and net revenue) interests
range from 41.76% (32.96% NRI) to 20.01% (15.81% NRI).

We have earned 36% of Brigham’s initial working interest in all the acreage in the units in this Third Group (which
will not be subject to back in rights), proportionately reduced for third party leasehold rights. After payout on a per
initial well basis (“Unpooled Payout”), we will assign 27.7% of our working interest in each initial well to Brigham,
resulting in NRIs of 23.83% to 11.49%). We expect Unpooled Payout to be reached on these initial wells between
mid-2014 and late 2019.

18
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Effective December 15, 2011, the Company sold an undivided 75% of its undeveloped acres in the Rough Rider
prospect to Brigham for $13.7 million. Under the terms of the agreement, the Company retained the remaining 25%
of its interest in the undeveloped acreage and its original working interest in its 20 developed wells in the Rough Rider
prospect. After the sale, our working interest in the undeveloped acreage in the Rough Rider Prospect ranges from
3.41% t0 9.90%. In addition, Brigham also agreed to commence drilling operations for at least three gross wells in the
Rough Rider acreage in each of 2012 and 2013. Drilling plans beyond 2013 are not known at this time.

Non-Participation in Subsequent Wells. Under the form of operating agreement which governs operations for each of
the 15 units, after the applicable initial well was drilled, we have the right to elect not to participate in the drilling or
completion in subsequent wells proposed to be drilled in a unit. If the Company or Brigham should make an election
not to participate, the non-participating party will assign all its rights in the proposed well to the participating entity
for no consideration. However, our working interest rights in all acreage remaining in the unit would not be affected
by the assignment.

With Zavanna, LLC. In December 2010, we signed two agreements with Zavanna (a private oil and gas company
based in Denver, Colorado), and other parties. The Company paid $10,987,000 in cash to acquire 35% of Zavanna’s
working interests in oil and gas leases covering approximately 6,050 net acres in McKenzie County, North
Dakota. The total net acres subject to the agreement has increased to 6,500 as a result of subsequent acquisitions from
third parties.

The acquired acreage is in two prospects — the Yellowstone Prospect and the SE HR Prospect. We expect this program
will result in 27 gross 1,280 acre spacing units with the potential for 108 gross Bakken and 108 gross Three Forks
wells, based on an assumed four wells per formation in each spacing unit.

Our interests in all the acreage in both prospects is subject to reduction by a 30% reversionary working interest under
each prospect upon expiration of the “Project Payout Period” or “Project Payout,” as those terms are defined in the
agreements, whichever occurs first. Project Payout will occur when we have received proceeds from the sale of
production (or from the sale of all or part of the acreage to third parties) equal to 130% of: the $10,987,000 paid on
execution of the agreements, plus all drilling and completion costs (including dry hole costs) and surface gathering
facilities for all wells drilled on the acreage (and on any additional acreage acquired in the two Areas of Mutual
Interest contemplated by the agreements). This acreage is referred to collectively as the “Project Payout Properties.”

However, if Project Payout does not occur within the Project Payout Period, the reduction due to operation of the
reversionary working interest will take effect on all acreage other than the Project Payout Properties (i.e., that acreage
on which wells not have commenced drilling, including all infill locations in drilling units where the Project Payout
Properties are located). The Project Payout Period for the Yellowstone Project is from the spud date of the initial well
drilled in the prospect to July 15, 2014 and the Project Payout Period for the SE HR Prospect is from the spud date of
the initial well drilled in the prospect to March 31, 2014. After expiration of the Project Payout Period, all costs and
expenses related to the Project Payout Properties will continue to be included in the Project Payout calculation until
Project Payout occurs.

On January 24, 2012 (but effective as of December 1, 2011), the Company sold an undivided 75% of its undeveloped
acreage in the SE HR Prospect and the Yellowstone Prospect to GeoResources, Inc. (56.25%) and Yuma Exploration
and Production Company, Inc. (18.75%) for a total of $16.7 million. Under the terms of the agreement, the Company
retained the remaining 25% of its interest in the undeveloped acreage and its original working interest in its 10
developed wells in the SE HR and Yellowstone prospects (including the two wells drilled with Murex Petroleum

20



Corporation discussed

-11-

Edgar Filing: US ENERGY CORP - Form 10-K

21



Edgar Filing: US ENERGY CORP - Form 10-K

Table of Contents

below). Our working interest in the remaining locations will be approximately 8.75% and net revenue interests in new
wells after the sale are expected to be in the range of 6.7375% to 7.0%, proportionately reduced depending on
Zavanna’s actual working interest percentages.

At the date of this Annual Report, we have drilled nine gross wells with Zavanna. Four of these wells have been
completed and are producing and five more wells have been drilled to depth and are awaiting completion. We have an
average working interest of 27.1% and an average net revenue interest of 20.9% in these nine wells. The current
drilling schedule anticipates that one additional well will be drilled per month through June 2012.

With Murex Petroleum Corporation. The Company also participated in drilling two wells operated by Murex
Petroleum Corporation (‘Murex”) in the Yellowstone acreage block. During 2011, two gross wells were drilled and
completed and put into production. The Amy Michelle 16-23 #1H well was drilled and completed with 15 fracture
stimulation stages using a sliding sleeve. We have an approximate 8.9% WI and 6.9% NRI in this well. Additionally,
the David Roger 18-19H well has been drilled and completed with 38 fracture stimulation stages. We have any
approximate 3.21% WI and 2.47% NRI in this well.

For further information on the wells drilled in North Dakota through the date of this Annual Report, see “Item 2 —
Properties — Oil and Natural Gas” below.

Texas and Louisiana

With Crimson Exploration Inc. On February 22, 2011 we entered into a participation agreement with Crimson
Exploration Inc. (“Crimson”) to acquire a 30% working interest in an oil prospect and associated leases located in
Zavala County, Texas (the “Leona River prospect”). Under the terms of the agreement, the Company has earned a 30%
working interest (22.5% net revenue interest) in approximately 4,675 gross contiguous acres (1,402.5 net mineral
acres) through a combination of a cash payment and commitment well carry. All future drilling and leasing will be on

a heads up basis with no carry by the Company. The prospect is an Eagle Ford shale oil window target in Zavala
County, Texas. Crimson is the operator of the prospect. The KM Ranch #1H well was drilled to a total depth of
approximately 12,500 feet (~6,000 ft. vertical, ~6,500 ft. horizontal) by Crimson at the Leona River prospect. It was
completed in the second quarter of 2011 and had an announced initial gross production rate of 418 BOE/D from 11
fracture stimulation stages. The KM Ranch #2H well in the Leona River prospect was also recently drilled to depth
and it is anticipated that completion operations will commence in March 2012.

In June 2011, the Company entered into a second participation agreement with Crimson to acquire an interest in an
Eagle Ford oil prospect and associated leases located in Zavala and Dimmit Counties, Texas (the “Booth Tortuga
prospect”). Under the terms of this second agreement with Crimson, we have acquired 30% of Crimson’s working
interest (an approximate 22.5% net revenue interest) in approximately 7,186 gross acres (2,156 net). All of the leases
are currently held by production and produce approximately 115 gross BOE/D (20 net BOE/D) from the Austin Chalk
formation. We estimate that under current spacing there is a potential for up to 44 gross (13.5 net) Eagle Ford drilling
locations on the acreage. All drilling and leasing on this prospect will be on a heads up basis. Crimson also operates
this prospect. The initial well at the Booth Tortuga prospect, the Beeler #1H well, has been completed with 20
fracture stimulation stages and initial well flow back operations have commenced. The operator plans to evaluate
initial well results over the course of the coming weeks.

-12-
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Currently, our total acreage in the Leona River prospect and the Booth Tortuga prospect is approximately 11,861
gross acres (3,558.5 net). Based upon assumed 120 acre spacing units, there is the potential for up to 98 gross and
29.6 net Eagle Ford drilling locations. Looking forward, the Company continues to seek additional leasing
opportunities in the Eagle Ford oil window jointly with Crimson.

With Houston Energy L.P. The Company has an interest in two producing wells with Houston Energy; we have a
7.65% WI (6.23% NRI) in one well and a 25% WI (17.63% NRI) in the other. During December 2011 our average
aggregate daily production from the two wells was 11 BOE/D.

With PetroQuest Energy, Inc. The Company has an interest in three natural gas and oil producing wells with
PetroQuest in coastal Louisiana, with working interests of 11.9% (8.32% NRI), 50.0% (36.0% NRI) and 17.0%
(12.75% NRI). During December 2011, our average aggregate daily production from these three wells was 116
BOE/D. PetroQuest operates all of the wells.

With Southern Resources Company. Our agreement with Southern Resources covers a 13.5% working interest
(9.86% NRI) in 1,282 gross (173 net) acres in Hardin County, Texas. The Company earned a working interest in all
the acreage by participating in the initial test well and paying $135,000 in seismic, land acquisition and legal
costs. The Company agreed to carry the seller in an 18.75% working interest to the casing point decision (“CPD”) in the
initial test well, and a 12.5% carried working interest in the second test well to the CPD. Subsequent wells will be
paid for proportionally to all parties” working interests. Mueller Exploration, Inc. will operate all of the wells.

During September 2011, we drilled our first well in the program, reaching a total depth of 11,265 feet on October 17,

2011 and encountering what we believe are two prospective pay zones, the EY3 and EY4 channel

sandstones. Preliminary production testing on the EY4, the deepest prospective zone, indicates an estimated

production rate of approximately 80 BOE/D and 624 MCF/D. The well is scheduled to commence production in

March 2012. Once the EY4 zone is depleted, the operator plans to move up hole to test the EY3 zone, which was the

primary objective. The Company’s net cost in this well at December 31, 2011 is $755,000. Based on the initial results
of this well, we believe there may be the opportunity to drill up to three additional conventional wells on this acreage.

With Yuma Exploration and Production Company, Inc. On October 27, 2011, the Company entered into an
agreement with Yuma Exploration and Production Company, Inc. to sell its interest in the Livingston prospect in
Louisiana for $1.0 million. The Company owned a 4.79% working interest in the prospect, which included one gross
producing well (approximately 5 BOE/day net) and one additional gross development well that was being completed
at the time of the sale. Our total investment in the prospect was approximately $2.0 million including seismic,
drilling, leasehold acquisition and other development costs.

For further information on the wells drilled in Texas and Louisiana through the date of this Annual Report, see “Item 2 —
Properties — Oil and Natural Gas” below.

California

With Cirque Resources LP. Under an October 2010 agreement with Cirque (a private exploration and development
company based in Denver, Colorado), the Company paid $2,498,000 to Cirque to purchase a 40% working interest
(32% NRI) in Cirque’s leases on 6,120 net mineral acres (2,448 acres net to our interest), in the San Joaquin Basin in
Kern County, California. Of the amount paid, $1,620,000 was an advance against our 40% working interest for the
initial well, including 33% of Cirque’s 60% working interest share for the well.
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The primary target in the prospect was the Miocene formation on the flank of the Elk Hills anticline in Kern County,
California. The Tupman 16X-13 well (initial well) was drilled by Cirque and reached its total depth of 13,403 feet
during the last week of December 2011. The Stevens Sands objective target was encountered and had hydrocarbon
shows, but did not have sufficient porosity or permeability to be deemed productive. The Company has agreed with
the operator’s recommendation to plug and abandon the well. The Company’s net cost in this well through December
31,2011 was $2.1 million. Cirque is evaluating deeper objectives on the acreage block, but no further drilling is
anticipated at this time.

Operated Oil and Gas Activities
Montana Acreage Play

In 2010 and 2011, the Company acquired a 100% working interest in approximately 24,960 gross mineral acres
(18,714 net mineral acres) of undeveloped leasehold interests in oil and gas leases in Northeast Montana for
approximately $1.2 million. The Company is the operator of this acreage, which is believed to have conventional,
Bakken and Three Forks resource potential. The Company may enlist the participation of industry partners, but no
arrangements with other companies have been negotiated to date, and no wells have been drilled on our acreage.

Apache and Buffalo Creek Prospects (Southeast Colorado)

On January 26, 2011 we paid $87,000 to buy an 80% working interest in leases covering 2,994 net mineral acres in
southeast Colorado, for their joint development with the sellers, who retained 20% of the working interest (and, only
as to the acreage in the Buffalo Creek acreage, the positive difference between an 80% NRI and landowners’
royalties). In addition, we paid all the drilling costs of the initial well to the casing point. In June 2011, we drilled the
initial well at a net cost of $417,000. This well was determined to be non-productive and has been plugged and
abandoned. No further drilling is anticipated at this time.

Forward Plan

In 2012 and beyond, the Company intends to seek additional opportunities in the oil and natural gas sector, including
but not limited to further acquisition of assets, participation with current and new industry partners in their exploration
and development projects, acquisition of operating companies, and the purchase and exploration of new acreage
positions.

Credit Facility

On July 30, 2010, we established a Senior Secured Revolving Credit Facility (the “Credit Facility”) through our
wholly-owned subsidiary, Energy One LLC, which allows us to borrow up to a maximum of $75 million (with a
current borrowing base of $28.0 million) from a syndicate of banks, financial institutions and other entities, including
BNP Paribas (“BNPP,” and, together with other members of the syndicate, the “Lenders”). This arrangement is available
only for our oil and gas segment, and provides us with the flexibility of investing and funding drilling/completion
work. We expect our borrowings to be serviced with cash flow and/or equity financing.

BNPP is the administrative agent for the Facility, which is governed by a Credit Agreement, a Mortgage, a Deed of

Trust, an Assignment of As-Extracted Collateral, a Security Agreement, a Fixture Filing and Financing Statement and
a Guaranty and Pledge Agreement, or the Guaranty. We refer to these documents together as the Facility
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The Company has unconditionally and irrevocably guaranteed Energy One’s performance of its obligations under the
Credit Agreement, including without limitation Energy One’s payment of all borrowings and related fees thereunder.

From time to time until expiration of the Facility (July 30, 2014), if Energy One is in compliance with the Facility
Documents, Energy One may borrow, pay, and re-borrow from the Lenders, up to an amount equal to the borrowing
base. The borrowing base is re-determined semi-annually (or more often at the request of BNPP or Energy One),
based on updated reserve reports prepared by the Company’s independent consulting engineers. Any proposed
increase in the borrowing base will require approval by all Lenders, and any proposed borrowing base decrease will
require approval by Lenders holding not less than two-thirds of the outstanding loans and loan commitments. On
September 6, 2011, the borrowing base increased to $28.0 million (from $22.5 million) as a result of a redetermination
using our June 30, 2011 financial statements, production reports and reserve reports.

Interest is payable quarterly at the greater of the prime rate, the federal funds effective rate (plus 0.5%), and the
adjusted LIBO rate for the three prior months (plus 1%), plus, in any event, an additional 1.25% to 3.25%, depending
on the amount of the loan relative to the borrowing base. Interest rates on outstanding loans are adjustable each day
by BNPP as administrative agent. Energy One may prepay principal at any time without premium or penalty, but all
outstanding principal will be due on July 30, 2014. If there is a decrease in the borrowing base, outstanding principal
will be due over the five months following the determination.

Energy One is required to comply with customary affirmative and negative covenants under the Credit
Agreement. Under the agreement, our (i) “Interest Coverage Ratio” (the ratio of EBITDAX to Interest Expense, as
those terms are defined in the agreement) may not be less than 3.0 to 1; (ii) the ratio of Total Debt, as defined in the
agreement, to EBITDAX may not be greater than 3.5 to 1; and (iii) the Current Ratio (the ratio of current assets plus
unused Lender commitments under the Borrowing Base to current liabilities) must be at least 1.0 to 1.0. EBITDAX is
defined in the Credit Agreement as consolidated net income plus non-cash charges. Compliance with these covenants
is measured at various times as provided in the Credit Agreement. As of December 31, 2011, Energy One was in
compliance with all the covenants under the Credit Facility.

At December 31, 2011, Energy One had $12.0 million in debt outstanding under the Credit Facility. On January 27,
2012, we used a portion of the proceeds from the sale of 75% of our undeveloped interests in the Brigham and
Zavanna acreage to retire the outstanding balance on the Credit Facility.

Activities other than Oil and Gas

Molybdenum

The Company re-acquired the Mt. Emmons Project located near Crested Butte, Colorado on February 28, 2006. The
Mt. Emmons Project includes a total of 160 fee acres, 25 patented and approximately 1,353 unpatented mining and
mill site claims, which together approximate 9,920 acres, or over 15 square miles. For further information, see “Item 2 —
Properties — Molybdenum Mt. Emmons Project” below.

Renewable Energy — Geothermal

At December 31, 2011 we owned a minority ownership interest, 22.4%, in Standard Steam Trust LLC (“SST”), a

geothermal limited liability company. Our investment in SST does not obligate us to fund any future cash calls, but if
we elect not to fund cash calls, we will suffer dilution. We did not participate in
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any cash calls in 2010 and 2011, which diluted our ownership. We do not currently expect to fund any future cash
call, and as a result, we may experience further dilution of our ownership of SST.

Asset Held for Sale - Remington Village

In 2008, we completed construction of Remington Village Apartments, a nine-building, 216-unit multifamily
apartment complex in Gillette, Wyoming for a total all-in cost of $24.5 million. The occupancy rate was 82% during
December 2011. Impairments of $1.5 million and $3.1 million were recorded to reflect the difference between the
cost of the property and its estimated fair market value at December 31, 2010 and 2011. Although the property
produces positive cash flow from its operations, the return from oil and gas investments is expected to yield a higher
return. The Company therefore plans to sell this property to continue growing its oil and gas business. The property
is collateralized with a $10 million conventional note with a local bank, First Interstate Bank. For further information,
see “Item 2 — Properties — Real Estate below.

Item 1A - Risk Factors

The following risk factors should be carefully considered in evaluating the information in this Annual Report.
Risks Involving Our Business

Global financial stress and the credit crisis could adversely affect our business.

The continuing credit crisis and related turmoil in the global financial system may have a material impact on our
ability to finance the purchase and/or exploitation of oil and gas properties. The availability of credit to our industry
partners may also affect their ability to generate new exploration and development prospects, to meet their obligations
to us, and/or on their liquidity, which could result in operational delays or even their failure to make required
payments. Additionally, volatility in oil prices, particularly a significant and sustained drop in current oil prices, could
have a negative impact on our financial position, results of operations, and cash flows.

The development of oil and gas properties involves substantial risks that may result in a total loss of investment.

The business of exploring for and developing natural gas and oil properties involves a high degree of business and
financial risk, and thus a significant risk of loss of initial investment even a combination of experience, knowledge
and careful evaluation may not be able to overcome. The cost of drilling, completing and operating wells is often
uncertain. Factors which can delay or prevent drilling or production, or otherwise impact expected results, include but
are not limited to:

e unexpected drilling conditions;
¢ inability to obtain required permits from State and Federal agencies;
® inability to obtain, or limitations on, easements from land owners;
e adverse weather;
¢ high pressure or irregularities in geologic formations;
® equipment failures;
e title problems;
e fires, explosions, blowouts, cratering, pollution and other environmental risks or accidents;
¢ changes in government regulations;
¢ reductions in commodity prices;
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e pipeline ruptures; and
e unavailability or high cost of equipment and field services and labor.

A productive well may become uneconomic in the event that unusual quantities of water or other non-commercial
substances are encountered in the well bore, which impair or prevent production. We may participate in wells that are
unproductive or, though productive, won’t produce in economic quantities.

In addition, initial 24-hour or other limited-duration production rates announced regarding our oil and gas properties
are not indicative of future production rates. Such stated rates on our wells should not be used as an indication of
future production rates.

Dry holes and other unsuccessful or uneconomic exploration, exploitation and development activities adversely affect
our cash flow, profitability and financial condition, and can adversely affect our reserves.

Our business may be impacted by adverse commodity prices.

In the past three years, oil prices have ranged from a high of $113.39 per barrel to a low of $34.03 per barrel. Global
markets, in reaction to the recession, and perceived upticks or downticks in future global supply, have caused these
large fluctuations, and significant future changes are likely. Natural gas prices have also been volatile, reaching a ten
year high during July 2008 on the City Gate at $12.48 per Mcf, but have since fallen as low as $3.67 per
Mcf. Declines in the prices we receive for our oil and natural gas production adversely affect many aspects of our
business, including our financial condition, revenues, results of operations, liquidity, rate of growth and the carrying
value of our oil and natural gas properties, all of which depend primarily or in part upon those prices. Declines in the
prices we receive for our oil and natural gas also adversely affect our ability to finance capital expenditures, make
acquisitions, raise capital and satisfy our financial obligations. In addition, declines in prices reduce the amount of oil
and natural gas that we can produce economically and, as a result, adversely affect our quantities of proved
reserves. Among other things, a reduction in our reserves can limit the capital available to us, as the maximum
amount of available borrowing under our revolving credit facility is, and the availability of other sources of capital
likely will be, based to a significant degree on the estimated quantities of those reserves.

Mineral prices also change significantly over time. Molybdenum prices have declined from a ten-year high of $38.00
per pound in June 2005 to a ten-year low average price of $8.03 per pound in April 2009. The average price at
December 31, 2011 was $13.37 per pound, compared to $16.23 per pound at year end 2010. Price improvement in
2012 will be dependent on continued demand, but demand could weaken if industrial consumption sags due to
economic constraints in key global markets. Lower molybdenum prices would adversely affect the feasibility of
developing the Mt. Emmons project.

The Williston Basin oil price differential could have adverse impacts on our revenues.

Generally, crude oil produced from the Bakken formation in North Dakota is high quality (36 to 44 degrees API,
which is comparable to West Texas Intermediate Crude). However, due to takeaway constraints, oil prices in the
Williston Basin generally have been from $8.00 to $10.00 less per barrel than prices for other areas in the United
States, and recently as much as $22.00 less per barrel. This discount, or differential, may widen in the future, which
would reduce the price we would receive for our production.

Drilling and completion costs for the wells we drill in the Williston Basin are comparable to other areas where there is
no price differential. As a result of this reverse leverage effect, a significant, prolonged downturn in oil prices on a
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oil and gas properties we hold. Such a price downturn also could reduce cash flow from the Williston Basin properties
and adversely impact our ability to participate fully in drilling with Brigham and Zavanna. Our production in other
areas could also be affected by adverse changes in differentials. In addition, changes in differentials could make it
more difficult for us to effectively hedge our exposure to changes in commodity prices.

We will require funding in addition to working capital at December 31, 2011.

We were able to maintain adequate working capital in 2011 primarily through borrowing from BNP Paribas and
revenues from operations. Working capital at December 31, 2011 was $16.2 million, an amount sufficient to continue
substantial exploration and development work on our oil and gas properties, but not enough to take full advantage of
the opportunities we now have or to be in position to pursue new opportunities. In 2012, we could spend up to $46
million for work on existing programs.

Our exploration and development agreements contain customary industry non-consent provisions. Pursuant to these

provisions, if a well is proposed to be drilled or completed but a working interest owner doesn’t participate, the
resulting revenues (which otherwise would go to the non-participant) flow to the participants until they receive from

150% to 300% of the capital they provided to cover the non-participant’s share. In order to be in position to avoid
non-consent penalties, and make opportunistic investments in new assets, we will continually evaluate various options

to obtain additional capital, including loans under the Credit Facility and sales of one or more of a portion of our

non-producing oil and gas assets, equity securities and the apartment complex in Gillette, Wyoming.

Beyond 2012, we may have capital needs from time to time in excess of funds on hand. The minerals business
presents the opportunity for significant returns on investment, but achievement of such returns is subject to high
risk. As examples:

e Initial results from one or more of the oil and gas programs could be marginal but warrant investing in more
wells. Dry holes, over-budget exploration costs, low commodity prices, or any combination of these or other
adverse factors, could result in production revenues below projections, thus adversely impacting cash expected to
be available for continued work in a program, its ultimate returns falling below projections, and a reduction in cash
available for investment in other programs.

e We are paying the annual costs (approximately $1.8 million) to operate and maintain the water treatment plant at
the Mt. Emmons Project, and these costs could increase in the future.

These types of events could require a reassessment of priorities and therefore potential re-allocations of existing
capital and could also mandate obtaining new capital. There can be no assurance that we will be able to complete any
financing transaction on acceptable terms or at all. For example, our ability to borrow under the Credit Agreement
may be limited if we are unable, or run a significant risk of becoming unable, to comply with the financial covenants
that we are required to satisfy under the agreement. In addition, the borrowing base under the agreement is subject to
redetermination periodically and from time to time in the Lenders’ discretion. Borrowing base reductions may occur
as a result of unfavorable changes in commodity prices, asset sales, performance issues or other events. In addition to
reducing the capital available to finance our operations, a reduction in the borrowing base could cause us to be
required to repay amounts outstanding under the Credit Agreement in excess of the reduced borrowing base, and the
funds necessary to do so may not be available at that time. Other sources of external debt or equity financing may not
be available when needed on acceptable terms or at all, especially during periods in which financial market conditions
are unfavorable. Also, sales of equity securities would be dilutive to existing shareholders.
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Competition may limit our opportunities in the oil and gas business.

The oil and natural gas business is very competitive. We compete with many public and private exploration and
development companies in finding investment opportunities. We also compete with oil and gas operators in acquiring
acreage positions. Our principal competitors are small to mid-size companies with in-house petroleum exploration
and drilling expertise. Many of our competitors possess and employ financial, technical and personnel resources
substantially greater than ours. They may be willing and able to pay more for oil and natural gas properties than our
financial resources permit, and may be able to define, evaluate, bid for and purchase a greater number of
properties. In addition, there is substantial competition in the oil and natural gas industry for investment capital, and
we may not be able to compete successfully in raising additional capital if needed.

Successful exploitation of the Williston Basin and the Eagle Ford Shale is subject to risks related to horizontal drilling
and completion techniques.

Operations in the Williston Basin and the Eagle Ford Shale involve utilizing the latest drilling and completion
techniques to generate the highest possible cumulative recoveries and therefore generate the highest possible
returns. Risks that are encountered while drilling include, but are not limited to, landing the well bore in the desired
drilling zone, staying in the zone while drilling horizontally through the shale formation, running casing the entire
length of the well bore and being able to run tools and other equipment consistently through the horizontal well bore.

Completion risks include, but are not limited to, being able to fracture stimulate the planned number of stages, being
able to run tools the entire length of the well bore during completion operations, and successfully cleaning out the well
bore after completion of the final fracture stimulation stage. Ultimately, the success of these latest drilling and
completion techniques can only be evaluated over time as more wells are drilled and production profiles are
established over a sufficiently long time period.

The drilling and completion of a well in the Williston Basin or the Eagle Ford frequently costs between $7.5 million
and $11.5 million on a gross basis, which is significantly more expensive than a typical onshore conventional
well. Accordingly, unsuccessful exploration or development activity affecting even a small number of wells could
have a significant impact on our results of operations. Costs other than drilling and completion costs can also be
significant for Williston Basin, Eagle Ford and other wells. For example, we incurred approximately $3.1 million in
workover costs relating to a single Williston Basin well in 2011, and these costs substantially exceeded our estimates.

The results of the drilling programs in the Williston Basin and the Eagle Ford Shale are subject to more uncertainties
than drilling in more established formations in other areas.

Williston Basin

Although numerous wells have been drilled and completed in the Bakken and Three Forks formations in the Williston
Basin with horizontal wells and completion techniques that have proven to be successful in other shale formations, the
industry’s drilling and production history in the formations generally remains somewhat limited. The ultimate success
of these drilling and completion strategies and techniques will be better evaluated over time as more wells are drilled
and longer term production profiles are established.
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In addition, based on reported decline rates in these formations, estimated average monthly rates of production may
decline by approximately 70% during the first twelve months of production. However, actual decline rates may be
significantly different than expected. Due to the limited horizontal production data for wells targeting the Bakken and
Three Forks formations, drilling and production results are more uncertain than those encountered in other formations
and areas with longer histories. Good results from wells we have participated in may not be replicated in additional
wells, even in the same drilling unit. In addition, increases in the number of wells drilled per spacing unit could
impact per-well performance.

Through the date of this Annual Report, one of the wells we have drilled with Brigham was completed in the Three
Forks formation, and the rest have been completed in the Bakken formation. Brigham (and other operators) have
reported successful completion of Three Forks wells in other parts of the Williston Basin. The Three Forks,
underlying the Bakken, is an unconventional carbonate formation (sand and porous rock) which is prospective for oil
and gas. It is believed to be separate from the Bakken. However, the Three Forks has been explored to a lesser extent
than the Bakken in many areas of the basin, and its characteristics are not as well defined. Accordingly, we may
encounter more uncertainty in drilling Three Forks wells compared with drilling Bakken wells.

The foregoing considerations also apply to our opportunities to drill the same formations with Zavanna.
Eagle Ford Shale

The Eagle Ford Shale, covering 14 counties in South Texas, is now a very active area for exploration and
development, involving large companies (such as Shell, ConocoPhillips, and Chesapeake Energy) as well as a host of
mid-size to small independents. However, like the Bakken, since the data base is still evolving, the Eagle Ford
characteristics are not well defined and thus can present more uncertainty than more mature drilling areas.

If our access to oil and gas markets is restricted, it could negatively impact our production and revenues. Securing
access to takeaway capacity may be particularly difficult in less developed regions of the Williston Basin.

Market conditions or limited availability of satisfactory oil and natural gas transportation arrangements may hinder
our access to oil and natural gas markets or delay our production. The availability of a ready market for our oil and
natural gas production depends on a number of factors, including the demand for and supply of oil and natural gas and
the proximity of reserves to pipelines and terminal facilities. Our ability to market our production depends in
substantial part on the availability and capacity of gathering systems, pipelines and processing facilities owned and
operated by third parties. In particular, access to adequate gathering systems or pipeline takeaway capacity is limited
in the Williston Basin. In order to secure takeaway capacity, our operators may be forced to enter into arrangements
that are not as favorable to operators as those in other areas.

As of the date of this Annual Report, all of the wells we have drilled with Brigham have produced oil and natural gas
(generally an initial ratio of about 85% oil and 15% gas). Oil sales commence immediately after completion work is
finished, but natural gas is flared (burned off) until the well can be hooked up to a transmission line. Installation of a
gathering system can take from 90 to 120 days, or longer, depending on well location, weather conditions, and
availability of service providers. As of the date of this Annual Report, all but two of our wells with Brigham are
selling gas. We may encounter the same operating issues in the drilling program with Zavanna.
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If continued drilling in the Williston Basin, and other areas such as the Eagle Ford, proves to be successful, the
amount of oil and natural gas being produced by us and others could exceed the capacity of the various gathering and
intrastate or interstate transportation pipelines currently available in these areas. If this occurs, it will be necessary for
new pipelines and gathering systems to be built. Because of the current economic climate, certain pipeline projects
that are planned for the Williston Basin and other areas may not occur for lack of financing. In such event, we might
have to shut in our wells until a pipeline connection is available, sell natural gas production at significantly lower
prices than we would otherwise receive and/or flare the gas we produce.

We may not be able to drill wells on a substantial portion of our Williston Basin and Eagle Ford Shale acreage.

We may not be able to participate in all or even a substantial portion of the many locations we have earned through
the Drilling Participation Agreement with Brigham, and available to us through the Zavanna program, or the drilling
locations available in the Crimson Participation Agreement. The extent of our participation will depend on drilling
and completion results, commodity prices, the availability and cost of capital relative to ongoing revenues from
completed wells, applicable spacing rules and other factors.

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

We use the full cost method of accounting to account for our oil and natural gas investments. Accordingly, we
capitalize the cost to acquire, explore for and develop these properties. Under full cost accounting rules, the net
capitalized cost of oil and gas properties may not exceed a “ceiling limit” that is based upon the present value of
estimated future net revenues from proved reserves, discounted at 10%, plus the lower of the cost or fair market value
of unproved properties. If net capitalized costs exceed the ceiling limit, we must charge the amount of the excess to
earnings (called a “ceiling limitation write-down”). The risk of a ceiling test write-down increases when oil and gas
prices are depressed or if we have substantial downward revisions in estimated proved reserves.

Under the full cost method, all costs associated with the acquisition, exploration and development of oil and gas
properties are capitalized and accumulated in a country-wide cost center. This includes any internal costs that are
directly related to development and exploration activities, but does not include any costs related to production, general
corporate overhead or similar activities. Proceeds received from disposals are credited against accumulated cost,
except when the sale represents a significant disposal of reserves, in which case a gain or loss is recognized. The sum
of net capitalized costs and estimated future development and dismantlement costs for each cost center is depleted on
the equivalent unit-of-production method, based on proved oil and gas reserves. Excluded from amounts subject to
depletion are costs associated with unevaluated properties.

Under the full cost method, net capitalized costs are limited to the lower of unamortized cost reduced by the related
net deferred tax liability and asset retirement obligations or the cost center ceiling. The cost center ceiling is defined
as the sum of (i) estimated future net revenue, discounted at 10% per annum, from proved reserves, based on
unescalated costs, adjusted for contract provisions, any financial derivatives that hedge our oil and gas revenue and
asset retirement obligations, and unescalated oil and gas prices during the period, (ii) the cost of properties not being
amortized, and (iii) the lower of cost or market value of unproved properties included in the cost being amortized, less
(iv) income tax effects related to tax assets directly attributable to the natural gas and crude oil properties. If the net
book value
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reduced by the related net deferred income tax liability and asset retirement obligations exceeds the cost center ceiling
limitation, a non-cash impairment charge is required in the period in which the impairment occurs.

Full cost pool capitalized costs are amortized over the life of production of proven properties. Capitalized costs at
December 31, 2011 and 2010, which were not included in the amortized cost pool, were $20.0 million and $21.6
million, respectively. These costs consist of wells in progress, costs for seismic analysis of potential drilling locations,
and land costs, all related to unproved properties.

We perform a quarterly and annual ceiling test for each of our oil and gas cost centers. At December 31, 2011 and
2010, there was one such cost center (the United States). The ceiling test incorporates assumptions regarding pricing
and discount rates over which we have no influence in the determination of present value. In arriving at the ceiling
test for the year ended December 31, 2011, we used $96.19 per barrel for oil and $4.12 per MMbtu for natural gas to
compute the future cash flows of each of the producing properties at that date. The discount factor used was 10%.

Capitalized costs for oil and gas properties did not exceed the ceiling test limit in 2011. During 2009, we recorded a
non-cash write down of $1.5 million. We may be required to recognize additional pre-tax non-cash impairment
charges (write-downs) in future reporting periods depending on the results of oil and gas operations and/or market
prices for oil, and to a lesser extent natural gas.

We do not currently operate most of our drilling locations, and, therefore, we will not be able to control the timing of
exploration or development efforts, associated costs, or the rate of production of these non-operated assets.

We are the operator of our Montana acreage in Daniels County, and our acreage in southeastern Colorado. However,
we do not operate or expect to be the operator of any of the prospects we hold with industry partners.

Allowing others to operate limits our ability to exercise influence over the operations of the drilling programs. In the
usual case in the oil and gas industry, new work is proposed by the operator and often is approved by most of the
non-operating parties. If the work is approved by the holders of a majority of the working interest, but we disagree
with the proposal and do not (or are unable to) participate, we will forfeit our share of revenues from the well until the
participants receive 150% to 300% of their investment. In some cases, we could lose all of our interest in the
well. We would avoid a penalty of this kind only if a majority of the working interest owners agree with us and the
proposal does not proceed.

The success and timing of our drilling and development activities on properties operated by others depend upon a
number of factors outside of our control, including:

¢ the nature and timing of the operator’s drilling and other activities;
¢ the timing and amount of required capital expenditures;
¢ the operator’s geological and engineering expertise and financial resources;
¢ the approval of other participants in drilling wells; and
¢ the operator’s selection of suitable technology.
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Our estimated reserves are based on many assumptions that may turn out to be inaccurate. Any material inaccuracies
in these reserve estimates or the relevant underlying assumptions will materially affect the quantity and present value
of our reserves.

Oil and gas reserve reports are prepared by independent consultants to estimate the quantities of hydrocarbons that can
be economically recovered from proved properties, utilizing current commodity prices and taking into account
expected capital and other expenditures. These reports also estimate the future net present value of the reserves, and
are used for internal planning purposes and for testing the carrying value of the properties on our balance sheet.

The reserve data included in this Annual Report represent estimates only. Estimating quantities of proved oil and
natural gas reserves is a complex process. It requires interpretations of available technical data and various estimates,
including estimates based upon assumptions relating to economic factors, such as future commodity prices, production
costs, severance and excise taxes, availability of capital, estimates of required capital expenditures and workover and
remedial costs, and the assumed effect of governmental regulation. The assumptions underlying our estimates of our
proved reserves could prove to be inaccurate, and any significant inaccuracy could materially affect, among other
things, future estimates of the reserves, the economically recoverable quantities of oil and natural gas attributable to
the properties, the classifications of reserves based on risk of recovery, and estimates of our future net cash flows.

At December 31, 2011, 56% of our estimated proved reserves were producing, 13% were proved developed
non-producing and 31% were proved undeveloped. Estimation of proved undeveloped reserves and proved developed
non-producing reserves is almost always based on analogy to existing wells, volumetric analysis or probabilistic
methods, in contrast to the performance data used to estimate producing reserves. Recovery of proved undeveloped
reserves requires significant capital expenditures and successful drilling operations. Revenues from estimated proved
developed non-producing and proved undeveloped reserves will not be realized until sometime in the future, if at all.

You should not assume that the present values referred to in this report represent the current market value of our
estimated oil and natural gas reserves. The timing and success of the production and the expenses related to the
development of oil and natural gas properties, each of which is subject to numerous risks and uncertainties, will affect
the timing and amount of actual future net cash flows from our proved reserves and their present value. In addition,
our PV10 estimates are based on costs as of the date of the estimates and assume fixed commodity prices. Actual
future prices and costs may be materially higher or lower than the prices and costs used in the estimate.

Further, the effect of derivative instruments is not reflected in these assumed prices; we have three such instruments in
place at December 31, 2011. Also, the use of a 10% discount factor to calculate PV10 may not necessarily represent
the most appropriate discount factor given actual interest rates and risks to which our business or the oil and natural
gas industry in general are subject.

The use of hedging arrangements in oil and gas production could result in financial losses or reduce income.

We use derivative instruments, typically fixed-rate swaps and costless collars, to manage price risk underlying our oil
and gas production. The fair value of our derivative instruments will be marked to market at the end of each quarter
and the resulting unrealized gains or losses due to changes in the fair value of our derivative instrument will be
recognized in current earnings. Accordingly, our earnings may fluctuate significantly as a result of changes in fair
value of our derivative instruments.
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Our actual future production may be significantly higher or lower than we estimate at the time we enter into derivative
contracts for such period. If the actual amount of production is higher than we estimated, we will have greater
commodity price exposure than we intended. If the actual amount of production is lower than the notional amount
that is subject to our derivative instruments, we might be forced to satisfy all or a portion of our derivative transactions
without the benefit of the cash flow from our sale of the underlying physical commodity, resulting in a substantial
diminution of our liquidity. As a 