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U.S. ENERGY CORP.

877 North 8th West
Riverton, Wyoming  82501

-------------------------
Notice of Annual Meeting of Shareholders

-------------------------

We are pleased to give you notice of our Annual Meeting of Shareholders:
 

Date: Friday, June 24, 2011. Time:  8:30 AM MDT
Place: 877 North 8th West, Riverton, Wyoming 82501  
Purposes: 1.Elect the three nominees for directors identified in the accompanying proxy statement (Robert Scott Lorimer, Jerry Wayne Danni and Leo A. Heath) to serve until the

third succeeding annual meeting of shareholders, and until their successors have been duly elected or appointed and qualified;
    
 2.Hold an advisory vote on executive compensation (“Say on Pay Vote”);
    
 3.Hold an advisory vote on the frequency of the advisory vote on executive compensation (“Frequency of Say on Pay Vote”);
    
 4.Ratify appointment of the independent auditor; and
    
 5. For any other purpose that properly may come before the meeting, in accordance with the Bylaws of the Company.
    

Record
Date:

April 25, 2011.  The stock transfer books will not be closed.

 
We have enclosed a copy of our Annual Report for the fiscal year ended December 31, 2010 with this Notice of Annual Meeting of Shareholders and Proxy Statement. Please

read the enclosed information carefully before completing and returning the enclosed proxy card.

The Securities and Exchange Commission requires companies to furnish proxy materials over the Internet, which reduces environmental impact as well as printing and mailing
costs.  Unless otherwise requested by the shareholder we are mailing to most of our stockholders a Notice of Internet Availability of Proxy Materials, instead of mailing paper copies of
the proxy materials.  The Notice of Availability contains instructions on how to access the materials on the Internet, and also on how to request a paper copy of the proxy
materials.  All stockholders who do not receive a Notice of Availability will receive a paper copy of the proxy materials by mail.

Whether or not you plan to attend the meeting, please take the time to vote -

Ø  By the Internet – Go to the website shown on your proxy card or the Notice of Internet Availability; or
Ø  By Telephone –Call the toll free number shown on the notice of availability; or
Ø  By mail – Complete, sign and date your proxy card and mail it in the postage paid envelope.

If you owned shares in the Company at the close of business on April 25, 2011, you may attend and vote at the meeting.  The names of shareholders of record entitled to vote at
the meeting will be available for review at the meeting and during regular business hours at our headquarters in Riverton, Wyoming.

If you wish to attend the meeting and vote in person, but you are a beneficial owner (the shares are held in “street name”), contact your broker, as soon as you receive this notice,
to obtain a “legal proxy” which you must bring to the meeting in order to vote in person at the meeting.

By Order of the Board of Directors
Dated:  April 27, 2011                                                                            Steven R. Youngbauer, Secretary
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U.S. ENERGY CORP.

877 North 8th West
Riverton, Wyoming  82501

PROXY STATEMENT
FOR ANNUAL MEETING OF SHAREHOLDERS

ON FRIDAY, JUNE 24, 2011

This proxy statement is provided in connection with a solicitation of proxies by the Board of Directors of U.S. Energy Corp. (“U.S. Energy” or “the Company”) for the annual
meeting of shareholders to be held on Friday, June 24, 2011, at 8:30am MDT, and at any adjournments of the meeting.

Who Can Vote

If you held any shares of common stock on the record date (April 25, 2011), then you will be entitled to vote at the meeting.  If you held stock in your own name, you may vote
directly by internet, telephone, mail or in person.  If you own stock beneficially but in the record name (street name) of an institution, you may instruct the record holder how to vote
when the record holder contacts you about voting and gives you the proxy materials.  If you are a beneficial owner and you wish to attend the meeting and vote in person, contact
your broker, as soon as you receive this notice, to obtain a “legal proxy” which you must bring to the meeting in order to vote in person at the meeting.

Common Stock Outstanding on the Record Date: 27,216,495 Shares

Quorum and Voting Rights

A quorum for the meeting will exist if a majority of the voting power of the shareholders is present at the meeting, in person or represented by properly executed proxy delivered to
us prior to the meeting.  Shares of common stock present at the meeting that abstain/withhold from voting, or that are the subject of broker non-votes, will be counted as present for
determining a quorum.  A broker non-vote occurs when a nominee holding stock in street name or otherwise for a beneficial owner does not vote on a particular matter because the
nominee does not have discretionary voting power with respect to that item and has not received voting instructions from the beneficial owner.

The Securities and Exchange Commission approved a change in the New York Stock Exchange Rule 452, which governs discretionary voting by brokers of shares held in street
name when beneficial owners have not instructed how such shares should be voted.  Because the Rule governs all brokers, the amendment affects all public companies that have
shares held in street name, not just companies listed on the NYSE.  While brokers continue to have discretionary authority to vote street name shares on “routine” items (including
ratification of management’s appointment of auditors), the change to Rule 452 eliminates discretionary voting in the election of directors.  Accordingly, unlike our previous annual
meetings, if your broker does not receive instructions from you, your broker will not be able to vote your shares in the election of directors.

You are entitled to one vote for each share of U.S. Energy Corp. common stock you hold, except that in the election of directors you may cumulate your votes. Cumulative voting
generally allows each holder of shares of common stock to multiply the number of shares owned by the number of directors being elected, and to distribute the resulting number of
votes among nominees in any proportion that the holder chooses.  Nominees in number equal to the seats to be filled, who receive a plurality of votes cast, will be elected as
directors.  If you withhold from voting, your shares will not be counted for any director.
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Each of the other proposals, and any other matter which properly comes before the meeting in accordance with the Bylaws of the Company, will be approved if the number of
votes cast in favor exceeds the number of votes opposed.

Withholdings and broker non-votes will have no effect on the election of directors.  As noted above, if you do not give your broker instructions on how to vote for the
director nominees, your shares will not be voted at all on this matter and accordingly will be counted as a broker non-vote.  Abstentions as to all other matters which
properly may come before the meeting will be counted as votes against those matters.  Broker non-votes as to all other matters will not be counted as votes for or against, and will
not be included in calculating the number of votes necessary for approval of these matters.

How Your Proxy Will Be Voted; Recommendation of the Board

The Board of Directors is soliciting a proxy in the enclosed form to provide you with the opportunity to vote on all matters scheduled to come before the meeting (as stated in the
Notice of Annual Meeting which accompanies this proxy statement), whether or not you attend in person.

The Board of Directors recommends you vote in favor of the nominees for directors (Robert Scott Lorimer, Jerry Wayne Danni and Leo A. Heath, as stated in the Notice of Annual
Meeting), and in favor of ratifying management's appointment of the audit firm.  These are the purposes of the meeting (as provided in the Company’s Bylaws in conformity with
Wyoming law), and they are also referred to as “matters” in this proxy statement.  Only the matters identified in the Notice will be considered at the meeting and voted upon by the
shareholders.

Granting Your Proxy

If you properly complete the appropriate form of proxy in accordance with the Notice and Access rules, your shares will be voted as you specify.  If you make no specifications,
your proxy will be voted in favor of all proposals.

We expect no matters to be presented for action at the meeting other than the matters stated in the Notice of Annual Meeting accompanying this proxy statement.  However, as
permitted by SEC rule 14a-4(c), the proxy will confer discretionary authority with respect to any other matter that may properly come before the meeting.  The persons named as
proxies intend to vote in accordance with their judgment on any matters that may properly come before the meeting.

Revoking Your Proxy

If you submit a proxy, you may revoke it later or submit a revised proxy at any time before it is voted.  You also may attend the meeting in person and vote by ballot, which would
cancel any proxy you previously submitted.

Proxy Solicitation

We will pay all expenses of soliciting proxies for this proxy statement provided by the Board of Directors for the meeting.  In addition to solicitations by mail, arrangements have
been made for brokers and nominees to send proxy materials to their principals, and we will reimburse them for their reasonable expenses.  We have not hired a solicitation firm for
the meeting.  Our employees and directors will solicit proxies by telephone or other means, if necessary; these people will not be paid for these services.
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Requirement and Deadlines for Shareholders to Submit Proxy Proposals

Generally, we hold the annual meeting on the last Friday in June.  Under the rules of the SEC, if a shareholder wants us to include persons to be considered for nomination as
directors in our proxy statement for presentation at our Annual Meeting of Shareholders to be held in June 2012, information about the persons to be considered must be received by
us in writing at least 150 calendar days in advance of the meeting date, at U.S. Energy Corp., 877 North 8th West, Riverton, Wyoming 82501; Attention:  Steven R. Youngbauer,
Secretary.  In addition, the Board of Directors amended the Company’s Bylaws in March 2009, to adopt “advance notice” requirements that apply to all other proposals which
shareholders may wish to have included in the Company’s proxy statement, or to be stated in a notice for a special meeting of shareholders.  Information about other proposals must
be provided to the Company at least 90 calendar days before the meeting date.  Please see “Advance Notice Requirements for Proposed Nominees to the Board of Directors, and
Other Proposals,” below.

Corporate Governance, Audit Committee, Compensation Committee and Nominating Committee

Meetings of the Board.  The Board of Directors, which held formal meetings in 2010, has primary responsibility for directing management of the business.  The Board currently
consists of seven members and met formally ten times during 2010.  All meetings were attended by the full Board of directors serving at the time of the meeting during 2010.  The
Board conferred informally on several other occasions during the year.  From time to time the directors also approve various matters by consent minutes without conducting formal
meetings; there was one such proceedings in 2010.

Attendance by Directors at Annual Meetings. Although most of the directors attend annual meetings of shareholders, we do not require such attendance.  All of the directors
attended the 2010 annual meeting in person, and the regular meeting of the Board of Directors following the 2010 annual meeting of shareholders.

Communications from Shareholders to the Board of Directors. Shareholders may send communications to the Board of Directors, by addressing their communications to
Keith G. Larsen, Chief Executive Officer and Chairman of the Board of Directors, or Mark J. Larsen, President, at 877 North 8th West, Riverton, Wyoming 82501.  The independent
directors have established a process for collecting and organizing communications from shareholders.  Pursuant to this process, Keith Larsen and Mark Larsen will determine which of
the communications address matters of substance and which should be considered by all directors, and will send those communications to all the directors for their consideration.

Audit Committee.  To provide effective direction and review of fiscal matters, the Board has established an Audit Committee.  The Audit Committee has the responsibility of
reviewing our financial statements, exercising general oversight of the integrity and reliability of our accounting and financial reporting practices, and monitoring the effectiveness of our
internal control systems.  The Audit Committee also recommends selection of auditing and internal audit firms and exercises general oversight of the activities of our independent
auditors, principal financial and accounting officer and accounting employees and related matters. The Chairman of the Audit Committee is Stephen V. Conrad, a Certified Public
Accountant.  Other members of the Audit Committee are Allen S. Winters, and Michael H. Feinstein, a non- practicing Certified Public Accountant.  All members of the Audit
Committee are independent directors under criteria established by Rule 4200(a)(15) adopted by the Financial Industry Regulatory Authority.
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The Board of Directors has determined that Stephen V. Conrad and Michael H. Feinstein both are Audit Committee financial experts as defined in Rule 401(h) of the SEC's

regulation S-K.

The Audit Committee met five times in 2010.  All Committee members either attend in person or by telephone with the exception of Mr. Feinstein who was not in attendance
during one of the meetings.  This Committee has reviewed our financial statements for each of the quarters ended March 31, June 30 and September 30, 2010 and for the twelve
months ended December 31, 2010 and discussed them with management and our independent audit firm.  After the quarterly and year end meetings, our Audit Committee met in
Executive Session with our Independent Audit Firm.  The Committee also discussed with the independent audit firm the various matters required to be discussed in SAS 114
(Codification of Statements on Auditing Standards, AU 380).  Based on the foregoing, the Audit Committee recommended to the Board of Directors that the audited financial
statements be included in our Annual Report on Form 10-K for the twelve months ended December 31, 2010.  During the year ended December 31, 2010 the Audit Committee also
met independent of management with the firm that performs the internal control testing as provided by SOX 404.  All members of the Audit Committee were present in person or on
the telephone during this meeting where internal controls were reviewed.  The Audit Committee also reviews and reassesses the adequacy of the Audit Committee Charter on an
annual basis.

Compensation Committee.  The Company has a Compensation Committee, whose members are  Michael H. Feinstein, H. Russell Fraser and Stephen V. Conrad.  These
members are independent under criteria established by NASDAQ.  Mr. Feinstein serves as the Chairman of the Compensation Committee.  This Committee met formally on three
occasions in 2010, and discussed compensation matters informally several times throughout the fiscal year.  All Compensation Committee members attended all meetings of their
Committee during 2010 either in person or by phone.

The Compensation Committee reviews and recommends to the Board of Directors compensation packages for the officers of U.S. Energy Corp.  Please see the Compensation
Discussion and Analysis under “Executive Compensation” below.

Nominating Committee.  The Company has a Nominating Committee, whose members are H. Russell Fraser,  and Stephen V. Conrad, who all are independent directors.  Mr.
Fraser serves as the Chairman of the Nominating Committee.  The Nominating Committee met five times during 2010 with all members attending either in person or by telephone.

Leadership of the Board of Directors, and the Role of the Board of Directors in Risk Oversight .

Board Leadership

U.S. Energy Corp. traditionally has combined the roles of Chief Executive Officer and Chairman of the Board of Directors, and we are continuing this policy with Keith G. Larsen as
CEO and Chairman.  Mr. Larsen is responsible for setting the strategic direction for the Company, and sets the agenda for and presides over Board meetings.  Mark J. Larsen, also a
director and President and Chief Operating Officer, is primarily responsible for execution of strategies and daily operations.
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Risk Oversight

The Company faces various risks in its business, including liquidity and operational risks.  We currently are not exposed to credit risk because we do not guarantee financial
instruments or obligations of third parties.  Liquidity risk is encountered in the context of balancing contractual commitments to spend capital, and also is involved by the Company’s
hedging commitments for oil price protection.  With approval of the full Board of Directors, we entered into hedging commitments in 2010 covering approximately 600 barrels per day
of oil production (49% of production at December 31, 2010).  Any change in hedging strategy (including without limitation changes in price or production volume) will require approval
of the full Board of Directors.

General business operations are managed by the executives, who report to the full Board of Directors as needed on developments in approved areas.  Operations are run in
conformity with the annual budget presented by management and approved, with appropriate modifications as needed throughout the year, by the full Board.  However, material
budget variations (for examples, a proposed acquisition or disposition of a significant property or a entering into a significant joint venture) are subject to prior approval by the full
Board, even if the category and fund allocation generally had been previously approved by the Board.  In these situations, the Chairman will call a meeting of the full Board to discuss
specific terms, costs and variables, and associated risks, before committing the Company.  We believe this process provides the Board a continuing and key role in risk oversight.

Compensation Risk Assessment

The Compensation Committee has determined that our overall compensation package provides a balanced mix of annual salary and cash bonuses, and longer-term incentives
(through awards of stock and stock options, and the Company’s funding of the ESOP and a 401(k) plan).  We do not believe that the package stimulates excessive risk taking, but
instead encourages behaviors that contribute to creating sustainable value for shareholders. Short term achievement (at a minimum, positive cash flow) is motivated by salaries plus a
Performance Compensation Plan (“PCP”) which provides for cash bonuses, capped at 100% of base salary, based primarily on meeting objective Company-wide goals.  In this
context, using positive cash flow from operations as both the trigger for the overall PCP, and also as a goal within the PCP matrix, is appropriate for the capital intensive oil and
natural gas industry.  Additionally, the PCP allows for payment in cash of a discretionary Outstanding Performance Compensation Award for extraordinary service, in a year, unrelated
to the PCP matrix.  See “Executive Compensation – Performance Compensation Plan” below.  Longer-term incentives are provided through the award of stock options from time to
time, as well as the stock award program (for executives) and Company-wide ESOP and 401(k) plan contributions.

The trigger for consideration of bonuses under the PCP is the Company having positive cash flow from operations in the prior year.  Potential bonuses under the PCP range from
10% to 100% of annual base compensation depending on pay rates with senior executives the only employees eligible for a bonus of 100%.  All factors under the PCP are tied to
performance of financial and production objectives.  The financial factors are: 20% for a 15% increase in stock price based on the 200 day moving average at year end; 20% for
positive earnings per share during 2011; 20% for positive cash flow from operations of $15.0 million during 2011 and 10% for cost containment of overhead expenses.  30% of any
earned bonus under the PCP is subject to increases in oil and gas reserves, average production per day for the year ended December 31, 2011, performance under the approved
budget by providing sufficient capital to fund operations and exploration and the continued maintenance and operation of the Mt. Emmons Property. The matrix for bonuses under the
PCP is dynamic and is established every year by the Compensation Committee and approved by the full Board of Directors.  Changes are made to the matrix as needed to continue
motivating officer and employee performance for the improvement of shareholder value.
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However, the policy of triggering consideration of  bonus awards on attaining positive cash flow from operations, and also computing a portion of the amounts to be paid on cash

flow, is payment for accomplishment of short term goals, and as such, might encourage risk taking more than a trigger based upon profitability.  Positive cash flow from operations
does not predict realization of operating net income in the year of  bonus payment or thereafter.  After payment, the risk continues that the Company will not realize net income in the
current or future years, and there is an additional risk that payment of the bonus related to the cash flow goal reduces operating capital.  By setting the positive cash flow from
operations as the trigger for the payment of any bonus, the Company has insured that no bonuses will be paid unless there is operating cash to pay it.  Total employee bonuses
accrued during the year ended December 31, 2010 under the PCP and paid in 2011 were $1.2 million; executives received a total of $694,400.  Each independent director also
received a cash bonus of $12,000 in 2011, for a total bonus to independent directors of $48,000 for service in 2010.

Although there are risks associated with the positive adjusted cash flow from operations principle in the PCP, we believe that this component does not encourage inappropriate
risk taking.  These risks associated with the PCP are significantly offset by the other Company-wide bonus elements within the PCP, and are balanced by the longer-term incentives
which focus on profitability and stock price.

Charters for the Audit, Compensation, and Nominating Committees; Code of Ethics .  The charters of the Audit Committee, the Compensation Committee, and the
Nominating Committee, may be viewed at our web site (www.usnrg.com), at the tab “Investor Relations,” then go to “Corporate Governance.”  The Code of Ethics also may be viewed
at that location.  If these documents are amended (or if the Code of Ethics should be waived in any respect), the amendments (and the occurrence of a waiver of the Code of Ethics),
will be disclosed on the website as required by the Securities and Exchange Commission.  Copies of each of these documents are available without charge to any person who
requests them, by sending a request to U.S. Energy Corp., Attn: Steven R. Youngbauer, Secretary, 877 North 8th West, Riverton, Wyoming 82501.

Executive Committee.  The Executive Committee members are Mark J. Larsen, Chairman, Keith G. Larsen, Robert Scott Lorimer and Allen S. Winters.    This Committee helps
implement the Board of Directors' overall directives as necessary.  This Committee usually does not conduct formal meetings.

Nominating Committee; Advance Notice Requirements for Proposed Nominees to the Board of Directors, and Other Proposals

Nominating Committee and Nominating Process.  When needed as determined by the Board of Directors, the Nominating Committee considers and recommends to the Board of
Directors individuals who may be suitable to be nominated to serve as directors.  H. Russell Fraser and Stephen V. Conrad are the Nominating Committee members; they are
independent under criteria established by FINRA.  Mr. Fraser serves as Chairman of the Nominating Committee.  This Committee met five times in 2010, and held other proceedings
by consent during 2010.

The Nominating Committee has adopted a written charter regarding the Company's director and officer nomination process; which the charter does require the Committee to
consider only individuals possessed of all disciplines necessary to oversee and guide the Company if they were to be elected, the charter does not otherwise  require that diversity
(whether of background, experience, gender or other attributes) be considered in the process.

Pursuant to its charter, the Nominating Committee has adopted a policy for consideration of any director candidates recommended by shareholders, and may (or may not)
recommend to the Board of Directors that candidate(s) be put on an Annual Meeting election slate and identified in the Company's proxy statement, if:
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· At least 150 calendar days before the meeting date, the shareholder requests in writing that the Nominating Committee consider an individual for inclusion as a director nominee
in the next proxy statement for an Annual Meeting.  The shareholder must identify the individual and provide background information about the individual sufficient for the
Committee to evaluate the suggested nominee's credentials.  Such requests should be addressed to Keith G. Larsen, Chief Executive Officer and Chairman of the Board of
Directors who will forward the requests to the Nominating Committee.

· The candidate meets certain specific minimum qualifications: Substantial experience in top or mid-level management (or serving as a director) of public or private mineral
exploration companies, with particular emphasis on understanding and evaluating mineral properties for either financing, exploration and development, or joint venturing with
industry partners; contacts with mining or oil and gas industry companies to develop strategic partnerships or investments with the Company; and the ability to understand and
analyze complex financial statements.  A shareholder-recommended candidate also will have to possess a good business and personal background, which the Nominating
Committee will independently verify.  These same categories of qualifications will be used by the Nominating Committee in considering any nominee candidate, whether
recommended by a shareholder, an officer, or another director.

· The Company is provided with all information relating to a shareholder-recommended candidate that is required to be disclosed in solicitations of proxies for election of directors
in an election contest, or is otherwise required, in each case pursuant to Regulation 14A under the Securities Exchange Act of 1934;

· The Company is informed whether and the extent to which any derivative instrument, swap, option, warrant, short interest, hedge or profit interest or other transaction has been
entered into by or on behalf of the recommending shareholder or the candidate, with respect to stock of the Company, and whether any other agreement, arrangement or
understanding (including any short position or any borrowing or lending of shares of stock) has been made by or on behalf of such holder or candidate, the effect or intent of any
of the foregoing being to mitigate loss to, or to manage risk of stock price changes for, such holder or candidate or to increase or decrease the voting power or pecuniary or
economic interest of such holder or candidate with respect to stock of the Company; and

· The Company receives representations from the shareholder (i) that he, she or it is a holder of record of stock of the Company entitled to vote at a meeting of stockholders and
intends to appear in person or by proxy at the meeting to propose such nomination; and (ii) whether the shareholder or the beneficial owner, if any, intends or is part of a group
which intends to solicit proxies from other stockholders in support of such nomination (if the Company’s Board of Directors determines to identity the candidate in the Company’s
proxy statement).

 
These procedures also are mandated by the Company’s Bylaws, as amended in March 2009.

All director candidates recommended by a shareholder, or a director or officer, will be evaluated by the Nominating Committee (comprised solely of independent directors) in good
faith.  Director nominee candidates must be recommended for the Board of Directors selection by the Nomination Committee.  However, a majority vote of the Board of Directors in
favor of a director nominee must also include a majority vote of the independent directors for the Company to include that individual’s name in an Annual Meeting notice and identify
that individual in the Company’s proxy statement for that Annual Meeting.
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For the June 2011 Annual Meeting, the Nominating Committee has not received a request from any shareholder for consideration of a nominee candidate.

Advance Notice Requirement for Other Shareholder Proposals

For any other matter to be considered as a proper purpose for consideration by the shareholders at an annual or special meeting (referred to below as an “ Additional Purpose”),
each of the conditions set forth below must be satisfied in order for the Additional Purpose to be included in the Company’s notice of the meeting.  If the conditions are satisfied, an
Additional Purpose would be set forth in either the Company’s proxy statement, or a proxy statement prepared by the shareholder or shareholders requesting that the matter be voted
upon by all shareholders.  Pursuant to the Company’s  Bylaws, only the holder or holders of at least 50% of the outstanding shares may demand that the Company convene a
special meeting of shareholders.

The conditions also must be met in order for a shareholder to make a motion from the floor of a meeting to nominate a person for election to the Board, if such person has not
been included as a director candidate in the Company’s notice of the meeting.

At least 90 calendar days before the date for the meeting, the requesting shareholder shall give written notice to the Secretary of the Company, providing:

(a)      a brief description of the Additional Purpose which the shareholder wishes to present to the meeting;

(b)      the reason why the Additional Purpose is sought to be presented at the meeting;

(c)      a statement of any material interest which the requesting shareholder or its beneficial owners have in the Additional Purpose;

(d)      as to the requesting shareholder giving the notice and the beneficial owner, if any, on whose behalf the proposal to nominate or another proposal is made, a statement
of (1) the requesting shareholder’s and such beneficial owner’s name and address, (2) the number of shares of the Company owned of record or beneficially by the
requesting shareholder and such beneficial owner, (3) the name of each nominee holder of shares owned beneficially but not of record by the requesting shareholder and the
number of shares of stock held by each such nominee holder, and (4) whether and the extent to which any derivative instrument, swap, option, warrant, short interest, hedge
or profit interest or other transaction has been entered into by or on behalf of the requesting shareholder with respect to stock of the Company and whether any other
agreement, arrangement or understanding (including any short position or any borrowing or lending of shares of stock) has been made by or on behalf of the requesting
shareholder, the effect or intent of any of the foregoing being to mitigate loss to, or to manage risk of stock price changes for, such shareholder or to increase or decrease the
voting power or pecuniary or economic interest of the requesting shareholder with respect to stock of the Company;

(e)      a description of all agreements, arrangements or understandings between the requesting shareholder and any other person or persons (including their names) in
connection with the proposal of the Additional Purpose;
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(f)      a representation that the shareholder is a holder of record of stock of the Company entitled to vote at such meeting and intends to appear in person or by proxy at the
meeting to propose such business or nomination and a representation whether the shareholder or the beneficial owner, if any, intends or is part of a group which intends to
solicit proxies from other stockholders in support of such nomination; and

(g)      the text of any amendment to the Articles of Incorporation of the Company, or the Bylaws of the Company, which would be part of the Additional Purpose.
 
Principal Holders of Voting Securities and Ownership by Officers and Directors

The following are record holders as of April 25, 2011 who owned more than five percent of the outstanding common stock, as well as the stock beneficially held by each director
and nominee, and each officer, and by all officers and directors as a group.  This information is based on SEC reports or as otherwise known to us.  Beneficial ownership includes the
shares underlying presently exercisable options.

Except as noted, each holder exercises sole voting and dispositive powers over the shares listed opposite the holder's name, excluding shares subject to forfeiture and those held
in ESOP accounts established for the holder's benefit.

The ESOP Trustees, Keith G. Larsen and Mark J. Larsen, exercise voting powers over non-allocated ESOP shares and dispositive powers over all ESOP shares.  It should be
noted that voting and dispositive powers over certain shares are shared by one or more of the listed holders; those shares are reported for each holder having a shared interest.
 

   Amount and Nature of Beneficial Ownership   Total     
Name and Address   Voting Rights   Dispositive Rights   Beneficial   Percent  
of Benificial Owner   Sole   Shared   Sole   Shared   Ownership   of Class (1)  
                    
Keith G. Larsen *(2)   1,035,974   466,513   946,512   1,149,784   2,185,758   7.9%
                          
Mark J. Larsen *(3)   910,441   -   834,560   683,271   1,593,712   5.7%
                          
Robert Scott Lorimer *(4)   702,580   -   604,994   -   702,580   2.6%
                          
Stephen V. Conrad *(5)   30,000   -   30,000   -   30,000   0.1%
                          
Michael H. Feinstein *(6)   61,158   -   61,158   -   61,158   0.2%
                          
H. Russell Fraser *(7)   141,363   1,300   141,363   1,300   142,663   0.5%
                          
Allen S. Winters *(8)   32,600   -   32,600   -   32,600   0.1%
                          
Steven R. Youngbauer **(9)   413,758   -   376,574   -   413,758   1.5%
                          
All officers and directors                          
as a group (nine persons) (10)   3,327,874   467,813   3,027,761   1,151,084   4,478,958   15.5%
                          
Sprott Asset
Management (11)   1,514,098       1,514,098       1,514,098   5.6%
Black Rock Global
Investors (11)   1,614,916       1,614,916       1,614,916   5.9%
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(1)      Percent of class is computed by dividing the number of shares beneficially owned plus any options held by the reporting person, by the number of shares outstanding plus
the shares underlying options held by that person.

(2)       Mr. Keith Larsen exercises sole voting rights over 409,606 directly held shares, 89,462 shares held in an ESOP account established for his benefit and 536,906 shares
underlying options.  He exercises shared voting rights over 466,513 shares held in a Family Trust for which he serves as Trustee.  Mr. Keith Larsen exercises sole dispositive rights
over 409,606 directly held shares, and 536,906 shares underlying options.  He exercises shared dispositive rights over 466,513 shares in his capacity as the Trustee of a Family Trust
and 683,271 shares in his capacity as an ESOP Trustee with the other ESOP Trustee.

(3)      Mr. Mark Larsen exercises sole voting rights over 208,485 shares held directly, 75,881 shares held in the ESOP account established for his benefit, and 626,075 shares
underlying options.    Mr. Larsen exercises sole dispositive rights over 208,485 shares held directly and 626,075 shares underlying his options.  He exercises shared dispositive rights
over 683,271 shares in his capacity as an ESOP Trustee with the other ESOP Trustee.

(4)      Mr. Lorimer exercises sole voting rights over 549,994 directly held shares, 97,586 shares held in the ESOP account established for his benefit, and 55,000 shares
underlying options.  He exercises sole dispositive rights over 549,994 directly held shares, and 55,000 shares underlying options.

(5)      Mr. Conrad exercises sole voting rights over 20,000 directly owned shares and 10,000 shares underlying his options.  He exercises sole dispositive rights over 20,000
directly owned shares and 10,000 shares underlying his options.

(6)      Mr. Feinstein exercises sole voting rights over 6,158 directly held shares and 55,000 shares underlying options.  Mr. Feinstein exercises sole dispositive rights over 6,158
directly held shares and 55,000 shares underlying options.

(7)      Mr. Fraser exercises sole voting rights over 16,363 directly held shares, 4,000 shares held in an IRA for his benefit, 1,000 shares held in a street name account for his
benefit and 120,000 shares underlying options.  He exercises shared voting rights over 1,300 shares held directly by his wife.  Mr. Fraser exercises sole dispositive rights over 16,363
directly held shares, 4,000 IRA shares, 1,000 held in a street name account for his benefit and 120,000 shares underlying his options.  He exercises shared dispositive powers over
1,300 of his spouse's shares.

(8)      Mr. Winters exercises sole voting rights and sole dispositive rights over 2,600 directly held shares and 30,000 shares underlying options.

(9)      Mr. Youngbauer exercises sole voting rights over 126,574 shares held directly, 37,184 shares held in the ESOP account established for his benefit and 250,000 shares
underlying options.  He exercises sole dispositive rights over the 126,574 shares directly held and 250,000 shares underlying his option.

(10)    The group exercises sole voting rights over 1,339,780 directly held shares, 1,000 shares held in joint tenancy, 4,000 shares held in IRAs, 300,113 ESOP shares and
1,682,981 shares underlying options.  Shared voting rights are exercised over 1,300 shares held in IRA accounts for spouses and 466,513 shares held in a Family Trust.  The sole
dispositive shares consist of 1,339,780 directly held shares, 1,000 shares held in joint tenancy, 4,000 shares held in IRAs and 1,682,981 shares underlying options.  The group
exercises shared dispositive rights over 1,300 shares held in IRA accounts for spouses, 466,513 shares held in a Family Trust and 683,271 shares held in the ESOP.
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(11)   Based upon the April 2011 NASDAQ Pinpoint Market Intelligence Weekly Report.
*      Director
**      Officer Only

Proposal 1:                      Election of Directors

Directors

The directors are divided into three classes, each consisting of two persons so far as practicable, to be elected until the third succeeding annual meeting and until their successors
have been duly elected or appointed and qualified or until death, resignation or removal.  The Company’s Bylaws limit service of the independent directors to two three year terms.  If
recommended by the Chairman of the Board and approved by the full Board, an independent director may serve one additional term.

Directors are subject to a mandatory retirement age of 70 years of age.  If a director reaches the age of 70 during his regularly elected term, he is allowed to serve out the term to
which he was elected prior to turning 70 years of age.

The nominees for election are Robert Scott Lorimer, an incumbent management director who will be retiring on June 30, 2011 but is standing for re-election, Jerry Wayne Danni
and Leo A. Heath.  Mr. Danni and Mr. Heath are standing for election as independent directors to replace H. Russell Fraser and Michael H. Feinstein, whose terms have expired.  If
elected, the three individuals standing for election will be elected to terms that will expire at the 2014 annual meeting.

Current directors are:

 Other  Meeting at
Name, age and positions with Director which term

designation with the Company Since will expire
    
Keith G. Larsen (52) CEO and Chairman 1997 2012
    
Mark J. Larsen (48) President and COO 2006 2013
    
Robert Scott Lorimer (60) CFO and Treasurer 2008 2011
    
Allen S. Winters (71)  2007 2012
    
Michael H. Feinstein (75)  2004 2011
    
H. Russell Fraser (70)  1996 2011
    
Stephen V. Conrad (64)  2010 2013

Executive officers are elected by the Board of Directors at the annual directors' meeting, which follows each Annual Shareholders' Meeting, to serve until the officer's successor
has been duly elected and qualified, or until death, retirement, resignation or removal.

Family Relationships.

Keith G. Larsen, a director, Chief Executive Officer and Chairman of the Board, and Mark J. Larsen, a director, President and Chief Operating Officer, are brothers.
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Business Experience and Other Directorships of Directors and Officers .

Keith G. Larsen (52) Management Director.  Mr. Keith Larsen was employed by U.S. Energy Corp. and its affiliates in various non-executive positions from May of 1982 to
November 25, 1997 at which time he became a director, President and Chief Operating Officer.  On August 23, 2005 he became Chairman of the Board and Chief Executive
Officer.  Keith Larsen’s experience and skills in negotiating complex transactions for acquiring and developing, and selling mineral properties have led the Board of Directors to
conclude that he should serve as a director.

Mark J. Larsen (48) Management Director. Mr. Mark Larsen was employed by U.S. Energy Corp. and its affiliates in various non executive positions from June 1984 to August
23, 2005 at which time he became President and Chief Operating Officer of the Company. Mr. Larsen became a director of the Company in October 2006.  Mr. Larsen graduated from
the University of Wyoming with a B.S. Degree in Business Management.  The Board of Directors has concluded that Mark Larsen’s skill in seeking opportunities for the Company to
acquire or sell significant properties, and in executing acquisitions and sales, as well as strategies to develop value from acquisitions, qualify him for service as a director.

Robert Scott Lorimer (60) Management Director. Mr. Lorimer has been employed as the Chief Accounting Officer of U.S. Energy and its subsidiaries since 1980, and has served
as the Chief Financial Officer and Vice President of Finance and Treasurer since 1989.  Mr. Lorimer became a director of U.S. Energy in 2008.  Mr. Lorimer is retiring from full time
employment effective June 30, 2011.  He will remain an employee of U.S. Energy under his Executive Retirement benefits and will receive 50% of his annual compensation at the
date of retirement for five years as well as other employment benefits, including health insurance until such time as he reaches eligibility for Medicare coverage.  Mr. Lorimer will also
be compensated for his service on the Board in the same manner as the independent directors.

Mr. Lorimer has over 35years experience in the minerals industry.  Prior to 1980, Mr. Lorimer served as Controller for the Gas Hills uranium operations for the Tennessee Valley
Authority.  Mr. Lorimer received a B.S. in Finance, Accounting, Economics and German from Brigham Young University and worked toward a Masters in Accountancy at the
University of Nebraska.  Mr. Lorimer is a director of, and serves on the Advisory Board of First Interstate Bank.

The Board of Directors has concluded that Mr. Lorimer’s extensive experience at the management level in public company accounting, and his professional training in
accountancy, qualify him for service as a director.

Steven R. Youngbauer (61) General Counsel.  Mr. Youngbauer was appointed General Counsel and Secretary in January 2007, and served as Assistant Secretary and
Associate General Counsel to U.S. Energy from February 2004.  Mr. Youngbauer has over 25 years experience in the legal profession and 30 years in the mining industry.  Mr.
Youngbauer has served in various capacities including President, Vice President and General Counsel to oil and gas production companies and Amax Coal West, Inc.  Mr.
Youngbauer received a Juris Doctorate Degree from the University of Wyoming Law School and has served as a Wyoming State Senator, Chairman of the Wyoming Environmental
Quality Council and on the Board of Directors of the Wyoming Mining Association.

Allen S. Winters (71) Independent Director.  Mr. Winters became a director on January 23, 2007.  Mr. Winters has over 40 years of experience in mining industry including Vice
President and General Manager with Homestake Mining Company.  Mr. Winters has a B.S. in Mining Engineering and a M.S. in Geological Engineering.  The Board of Directors has
concluded that Mr. Winters’ management experience at mineral companies qualifies him for service as a director and as a member of the Audit, Compensation and Nominating
Committees.
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Stephen V. Conrad (64) Independent Director.  Mr. Conrad is a Certified Public Accountant with more than 35 years of experience providing tax services to numerous public and

privately-held natural resource companies. He began his career with Deloitte & Touche (formerly Haskins & Sells) in 1970 and obtained his CPA certificate later that year. Mr. Conrad
became a partner in 1980 and was the national oil and gas industry director from 1982 until 1984. His duties included providing due diligence and tax structuring advice related to oil
and gas mergers and acquisitions.  Mr. Conrad joined Arthur Andersen in 1984 and became the Tax Partner-in-Charge of Andersen’s Denver Office from 1987 until 1999. Mr. Conrad
was an active participant in Andersen’s firm-wide tax specialty team on oil and gas taxation and co-author of the firm’s Oil and Gas Federal Income Tax Manual. Mr. Conrad was a
partner with Deloitte & Touche from 2002 to 2005, and from 2006 until 2008, he was a partner with the firm Conrad & Henderson LLP.  

Mr. Conrad is a CPA and a m ember of the American Institute of Certified Public Accountants and the National Association of Corporate Directors.  He is also a past member of the
Colorado Society of Certified Public Accountants, the Petroleum Accountants Society, the Denver Estate Planning Council, the Independent Petroleum Association of America,
IPAMS, the Colorado Mining Association, and the AICPA National Resource Tax Committee.  Mr. Conrad received his B.S., Accounting from Montana State University.

During the past five years, Mr. Conrad has been, directly or indirectly, a co-managing member of three privately-held oil and gas drilling partnerships.  These partnerships
generally participate in exploration and production programs with reputable oil and gas companies as a non-operating industry partner.

The partnerships, and his interest in them, are as follows:

·  Mr. Conrad is a co-managing member of Conrad Wildes Development GP, L.L.C. (the “ Development LLC”).  The Development LLC is the general partner of the Conrad
Wildes Development Program, LTD

·  Mr. Conrad is the co-managing member of Conrad Wildes Oil & Gas II, LLC and W. S. Vecta Exploration, LLC.

Transaction with PetroQuest

In 2007, U.S. Energy Corp. entered into a Transfer Agreement with Wildes Exploration Mid-Miocene, LP (“ WEMM”).  Mr. Conrad owns a profits interest in certain of WEMM’s
prospects.  WEMM is entitled to the assignment of a working interest equal to 15% of U.S. Energy’s 20% working interest (a 3% net working interest) after U.S. Energy has recovered
100% of all of its costs plus 6% interest compounded annually (“Payout”) for each producing well drilled and completed by PetroQuest within any of the three areas of mutual interest
(“AMIs”).  This arrangement was pursuant to the 2007 Exploration and Area of Mutual Interest Agreement with PetroQuest Energy, Inc. for exploration activities in three AMIs in the
Gulf Coast region.  WEMM’s working interest will increase to 20% of the Company’s 20% working interest (a 4% net working interest) after the Company has recovered 200% of its
costs from each producing well within each of the AMIs.

Currently, there is only one producing PetroQuest well (the Leghorn well) in the AMIs, although it is possible that additional wells may be drilled by PetroQuest in the AMIs with
U.S. Energy’s participation.  In 2011, the Leghorn well attained Payout for U.S. Energy and it has assigned the backin working interest to WEMM.
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Business Experience of the Director Nominees

Jerry Wayne Danni (58) has over 30 years of management and operational experience in the United States and foreign countries.  Since 2005, Mr. Danni has worked with
Golden Minerals Company (formerly Apex Silver), a $350 million market cap company based in Golden, Colorado.  From 2005 to May 2010, he was Senior Vice President -
Corporate Affairs, and from May 10, 2010 has been its Executive Vice President responsible for overall direction of operational activities in Argentina, Mexico, and Peru.

From 2000 – 2005, Mr. Danni worked for Kinross Gold Corporation (headquartered in Toronto, Canada), a large cap primary gold producer with operations in six countries and
annual gold production of more than 1.5 million ounces, first as Vice President – Environmental Affairs, and then as Senior Vice President – Environmental, Health and
Safety.  Previously, Mr. Danni worked for other companies, including Cyprus Climax Metals Company, Tempe, Arizona.

Mr. Danni served on the Board of Directors of the National Mining Association (USA) from 2004 to 2005 and the Board of Trustees of the Northwest Mining Association (2001 –
2003).  Presently he is a member of the Society of Mining Engineers (since 1981).

If Mr. Danni is elected a director, it is anticipated that he will be appointed to serve on the Nominating and Compensation Committees.

Leo A. Heath  (61) has approximately 40 years’ experience in Oil and Gas Engineering.  Since 2002, Mr. Heath has worked as an Assistant Professor of Petroleum Engineering at
Montana Tech of the University of Montana, and from 2007 to present, is the Department Head teaching classes in Drilling, Well Design, and Petroleum Project Evaluation
Methods.  Mr. Heath is also a consultant for Sylvan Petroleum LLC, Butte Montana from 2003 to present.  Mr. Heath has held manager/directed positions of E&P operations from1980
to 2002.

Mr. Heath’s formal education includes:

·  Bachelor of Science Petroleum Engineering, Montana Tech, 1971
·  Master of Project Engineering & Management, Montana Tech, 2006

Mr. Heath is a Member of the Board of Directors, Montana Petroleum Association since 2008, is a 40 year member of the Society of Petroleum Engineers and has been registered
as a Professional Engineer in the state of Montana since 1985.  Mr. Heath has participated in test projects and studies in the Oil and Gas industry throughout the Rocky Mountain
region and the Western and Mid-Continent regions of the U.S.

If Mr. Heath is elected a director, it is anticipated that he will be appointed to serve on the Compensation and Audit Committees.

Filing of Reports Under Section 16(a)

We have reviewed reports on Forms 3, 4 and 5 of ownership of common stock in the Company which have been filed with the SEC in 2009 under section 16(a) of the Exchange
Act, and written representations from the filing persons.  There was one late filing during the year ended December 31, 2010.
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EXECUTIVE COMPENSATION
 

Compensation Discussion and Analysis
 

The Compensation Committee believes that the interests of the executives should be aligned with shareholder interests, that executive compensation should be structured to
incentivize and reward contributions made to the Company through the achievement of performance goals, and otherwise, and that compensation packages be provided to attract and
retain experienced executives.

Short term alignment is based upon a salary under employment contracts, and a bonus is available (not more than 100% of salary) through the Performance Compensation Plan;
these components are intended to compensate for activity during the year that is reasonably expected to benefit the Company in the future.  An additional bonus for extraordinary
performance may be awarded, but there is no limit on the amount of this bonus.

Long term alignment is tied to stock options and stock awards, two broad-based plans for all employees (an ESOP and a 401(k) plan), and an agreement to pay cash and benefits
if there is a change in control of the Company.  Other than company-wide health insurance premiums paid by us, there are no material perquisites afforded to the executives. We do
not require the executives to own equity in the Company.

In the first quarter 2011, the Compensation Committee determined that the compensation package generally is consistent with compensation arrangements at similarly-sized
corporations in the oil and gas and minerals business, and that our package (including the Performance Compensation Plan) is attaining the Committee’s objectives.  The Committee
does not engage in “benchmarking” of any element of compensation paid to the executives in comparison to compensation paid by other companies. The full Board has concurred
with the Committee’s determination.

Payment of each of these compensation components (except the award of options and stock, which is determined only by the Compensation Committee) is made on authorization
of the Board of Directors, following the recommendations of the Compensation Committee each year.  Each component is considered independent of the others; the cumulative value
of all the components is not taken into account.  Base salary is paid regardless of company-wide performance or payment of cash bonuses, and awards of options and stock are not
related to salaries or cash bonuses.  We do not have any policies regarding the adjustment or claw back of payments or awards, if after payment or award the Company-level
performance measures are restated or otherwise adjusted in a manner that would have reduced the size of the payment or award.  In addition, with respect to annual stock awards
under the 2001 Stock Compensation Plan, there is no management exposure to downside equity performance, and such exposure for options is limited to their being out of the
money.

The Committee does not consider the impact upon the Company of accounting or tax treatments of any form of compensation paid to the executives.  Other than actuarial
consultants who help assess ESOP valuation, professional management of the 401(k) plan and the accrual of the executive retirement benefit, the Committee does not use outside
consultants.  The actuarial consultants are not involved in bonus recommendations or otherwise in connection with executive compensation issues.

The Committee is provided information on Company and individual and department performance by the executives.  Each year, the Committee undertakes an analysis of the total
compensation package, to determine if any one component should be recommended to the full Board for changes.   With regard to the executives, who have employment contracts
with the Company, the criteria or metrics to be attained (and the weight assigned to each) may be changed by the full Board, but the Performance Compensation Plan itself cannot
be changed for any executive without his concurrence.  Management does not participate in the Committee’s deliberations.  Additionally, any changes to compensation for non-
executive employees related to the executives must be approved by the Compensation Committee.
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The summary below shows the compensation components now in effect.

·  Base Salary

The Compensation Committee believes that base salary is critical in attracting and keeping outstanding employees at all levels.  Base salaries are determined by the
Committee (subject to full Board approval) for executive positions and are based on the scope of responsibilities, seniority, our ability to replace the individual, and other
factors.  Base salaries now are paid under contracts entered into in 2009 – see “Employment Agreements” below.

· Cash Bonuses

Payment of annual cash bonuses (not more than 100% of base salary) is determined by the Compensation Committee with input from executives, in accordance with the
Performance Compensation Plan. In addition, we traditionally have paid a cash holiday bonus to all employees, including executives, based on a percentage of base pay,
ranging from 3-10%. The holiday bonus is paid at the discretion of management, depending on available cash and the budget for the next year.

Performance Compensation Plan

Adopted in April 2009 the PCP is weighted to compensate all employees (including executives) for improvement of shareholder value.  Consideration of bonus payments in a
year is triggered if the Company had positive cash flow from operations in the prior year; once triggered, the Compensation Committee determines whether performance
elements (which are assigned a percentage out of the maximum percentage of base salary attainable) were achieved in the prior year.  For executives, the maximum
percentage is 100%; other employees’ maximums range from 33% to 50% for the year ended December 31, 2010.  The table below shows the elements applicable to
executives.  As a result of positive cash flow from operations and the accomplishment of portions of the PCP, an accrual was made for all employees at December 31, 2010
and the bonus was paid in March 2011.  The accrued bonuses for Company executives were as follows: Keith G. Larsen $193,000; Mark J. Larsen $187,000; Robert Scott
Lorimer $182,600; and Steven R. Youngbauer $131,800, based on the performance objectives as detailed in the following table:

 % of Annual Base Pay
 Eligible  Amount
Performance Element Amount  Earned
    
Stock Price (1) 20% 20%
Return on Equity (2) 10% 0%
Earnings per Share (3) 15% 0%
Positive Cash Flow    
     from Operations (4) 20% 20%
Company Budget  (5) 10% 10%
Company Goals (6) 25% 25%
 100% 75%

    

(1) The stock price element is based upon a 200 day moving average, which was $3.39 at December 31, 2009 and $5.14 at December 31, 2010.
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(2) The return on equity element requires a positive addition to retained earnings and/or a reduction of the prior year loss. This financial measurement under the PCP

was not met.

(3) Earnings per share is the same analysis as that put forward under item 2 above.  The measurement was not met during the year ended year ended December 31,
2010.

(4) Positive cash flow from operations in 2010 was $12.4 million.

(5) This element requires expenditures for the year to stay within the Board-approved budget.
  
The goals for 2010 were finishing the year with daily production of 700 BOE/D or more; preservation of a strong cash position; development of an effective investor

relations department; deployment of cash into investments with higher returns than U.S. Treasuries; extracting value from the Remington Village multi-family housing
complex, and using the asset to enlarge the bank credit line from $5 million to $10 million; continuing work with Thompson Creek Metals (USA) on advancing the Mt. Emmons
molybdenum project, and management’s working closely with Standard Steam Trust LLC to enhance Standard Steam’s assets and development of a plan to monetize those
assets.

Performance Compensation Plan for 2011

In April 2011 the Compensation Committee recommended changes to the PCP that were adopted by the full board of directors as of April 22, 2011.  The maximum bonus that
can be earned during the year ended December 31, 2011 for executives remained at 100% of base cash compensation; other employees’ maximums range from 10% to 50%
for the year ended December 31, 2011.

Bonus compensation cannot exceed, in the aggregate for all employees (including executive officers) 10% of positive cash flow on an annual basis.  If the aggregate
bonuses under the PCP exceed 10% of positive cash flow, each employee’s (including executive officers) bonus will be reduced on a pro rated basis.  As an example, if cash
flow for the prior year was $15,000,000 (resulting in a bonus ceiling of $1,500,000), and bonuses earned without taking into account the ceiling totaled $2,000,000, then each
employee would be paid 75% of the bonus which otherwise would have been paid.  The difference will not be accrued (i.e., will not be added to the bonus calculation for the
next year).

The PCP compensation matrix was changed to further enhance shareholder value.  The trigger for the PCP remains positive cash flow from operations.  For the year ended
December 31, 2011 the components of the PCP matrix for all employees is detailed in the following table and notes:
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  Eligible Percent
  of Base Cash

Financial Factors  Compensation
Stock Price (1)  20.0%
EPS Factor (2)  20.0%
Cash Flow Factor (3)  20.0%
Cost Control (4)  10.0%
  70%
   

Company Goals   
Reserves (5)  15%
Annual Average Daily Production  (6)  10%
Capital Resources (7)  3%
Development of Mt. Emmons (8)  2%
  100%

   

 
(1)  Stock Price Factor - The 200 day average stock price ending 12/31/11 must exceed the same 200 day average stock price ending 12/31/2010 by 15 percent or greater to

earn the 20% assigned award.  No award will be earned for less than the targeted 15% increase.

(2)  EPS Factor – During the year ended December 31, 2011 there must be positive Earnings Per Share.  No award will be earned if Earnings Per Share are not positive.

(3)  Cash Flow Factor- 2011 Cash Flows from Operations must meet or exceed $15 million to qualify for the full percentage award of 20%.  Cash Flows from Operations are
defined as the Net Cash Provided from Operating Activities on the annual audited financial statement for USE filed with the Securities and Exchange Commission on Form
10K.  In the event that Cash Flows from Operations for the year ended December 31, 2011 are less than the targeted $15 million, the award will be reduced downward on a
pro-rata basis using the following formula:

[(Actual Cash Flow from Operations / $15.0 million) X 20%] = Award Percentage

(4)  Cost Control – G&A  – Percentage points earned will be based on total General and Administrative Cost* compared to the previous year exclusive of any bonus earned.

For cost increases under 5%, the full 10 percentage points are awarded.
For cost increases between 5-10%, the percentage points earned will decrease on prorated bases from 10 to 1.
No percentage award will be earned for cost increases above 10%.

*Exceptions for non-budgeted special projects, critical employee requirements or extraordinary costs may be recommended for exclusion in the calculation by the
Compensation Committee for approval by the Board if justified.

(5)  Reserves - Increase oil and gas proved developed and proved undeveloped reserves at December 31, 2011 to 3 million BOE.  (BOE ratio for natural gas is calculated at 6
mcf to 1 BOE)  No award will be earned if the Company’s 2011 year end reserves are less than 3 million BOE.
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(6)  Daily Production – Increase average daily oil and gas production for the year ended December 31, 2011 to 1,500 BOE/D.  (BOE ratio for natural gas is calculated at 6 mcf

to 1 BOE)  No award will be earned if the Company’s average daily production is less than 1,500 average BOE/D for the year ended December 31, 2011.

(7)  Capital Resources – Fund drilling and operating budgets.

(8)  Mt. Emmons – Continue to operate the water treatment plant without violation.  Seek out a partner for the project.
 

·  Stock Options
 
The 2001 Incentive Stock Option Plan (“ISOP”) provides that the number of shares available for issuance be equal to 25% of the total shares issued and outstanding at June
22, 2007. The options are intended to qualify under section 422 of the Internal Revenue Code. Options are issued at exercise prices equal to market price on grant dates (or
for holders of 10% or more of the outstanding stock at the time, 110% of market), and may vest (become exercisable) at various times as determined by the Compensation
Committee and approved by the Board of Directors.  Prior to 2007 most options vested immediately.  Options issued after 2007 vest over various periods of time from three to
five years. Options cannot be exercised in the first year after their grant.  All options are exercisable for cash, delivery of shares of common stock (valued at market), or on a
cashless basis.

Management makes recommendations to the Compensation Committee as to the number of options to be awarded to all employees (including executives) based on
performance on projects, and asset or company acquisitions and dispositions, taking into account employee tenure, time devoted to the project, and the amounts involved in
the transactions.  After deliberation, the Compensation Committee awards options with or without modifications to management’s recommendations. The Committee does not
use a formula in determining how many options (if any) should be awarded on a company-wide basis or to any employee (including executives), or the number of options
which should be held at any one time by any employee.  Options may or may not be awarded in any one year. No options were issued during the year ended December 31,
2010.  The 2001 ISOP expires on November 15, 2011.  Any options granted under the ISOP prior to the expiration date will remain in effect pursuant to the terms under
which they were issued.

·  Stock Awards

The 2001 Stock Compensation Plan (the "SCP") will expire at the annual meeting held in 2018 unless extended by the shareholders.  Each executive officer, currently four
individuals, receives 5,000 shares of U.S. Energy common stock per quarter.  We gross up the stock compensation for the Federal Income Tax effect on the issuance of
shares to the executives.  The shares are issued as fully vested, but the shares cannot be sold, pledged or otherwise transferred until retirement, total disability or
death.  Awards are not tied to any metric of Company or executive performance.

·  Executive Officer Retirement Benefits

A specific retirement plan for executives was approved by the Board of Directors on October 20, 2005.  Eligibility for benefits under the plan include reaching age 60 and
having served for a minimum of 15 years as a designated executive, and being employed by the Company on December 31, 2010.
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Benefits include five years of payments equal to 50% of the greater of the average of the individual’s last five years of base pay or the last annual base pay.  As a condition to
payments, an executive, if requested by the Board, will provide up to 1,040 post retirement consulting hours to assist with transition to other executives.  If a retired executive
is asked to provide more than 1,040 hours, he will be compensated at commensurate hourly rates.  In the case of death, benefits will be paid to the executive’s
estate.  Beginning in 2007 the required funding for current officers was funded through a Rabbi Trust administered by a third party trustee.

·  Executive Severance and Non-compete Agreements

We have individual severance and non-compete agreements for the executive officers (Keith G. Larsen, Chairman and CEO, Mark J. Larsen, President and COO, Robert
Scott Lorimer, CFO, Treasurer and V. P. Finance, and Steven R. Youngbauer, Secretary and General Counsel) to ensure they remain focused on current operations as well
as maintain protection against competition in the event of a change in control of the Company. Each agreement provides that if the executive’s employment is terminated
within three years of a change in control, or employment is terminated for other than retirement, death or cause, the Company will be required to pay (i) an amount equal to
three times the average annual compensation over the prior five years ending before the change in control, (ii) legal fees and expenses incurred by such persons as a result
of termination; (iii) the difference between market value (as of the termination date) of shares issuable on exercise of options, and the options' exercise price; (iv) continued
insurance coverage (life, health, medical, and disability); (v)  unpaid bonuses (including a pro rata amount for months of service in the termination year); (vi) two years of non-
compete compensation up to $200,000 per year; and (vii) premiums on a $1 million term life policy (and total premiums paid will be reimbursed from death benefits paid).

Compensation Committee Report

The Compensation Committee has reviewed and discussed with management the Compensation Discussion and Analysis set forth above.  Based on such review and discussion,
the Committee has recommended to the Board of Directors that the Compensation Discussion and Analysis be included in this proxy statement.

Michael H. Feinstein, Chairman

Stephen V. Conrad

H. Russell Fraser
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Summary
Compensation Table                         

Name and
Position Year  Salary   Bonus (1)   

Stock
Awards (2)  

Option
Awards (3)  

Non-Equity
Incentive

Compensation   

Change in
Pension Value

& Non-Qualified
Deferred

Compensation
Earnings   

All Other
Compensation (4)  Total  

Keith G.
Larsen,
Chairman and
Chief
Executive
Officer 2010  $ 257,300  $ 218,700  $ 174,300  $ --  $ --  $ --  $ 33,000  $ 683,300 
 2009  $ 240,500  $ 305,000  $ 76,100  $ --  $ --  $ --  $ 31,100  $ 652,700 
 2008  $ 240,500  $ 24,100  $ 107,800  $ 105,500  $ --  $ --  $ 28,000  $ 505,900 
                                  
Mark J.
Larsen,
President and
COO 2010  $ 248,800  $ 211,900  $ 174,300  $ --  $ --  $ --  $ 33,100  $ 668,100 
 2009  $ 231,800  $ 342,600  $ 76,100  $ --  $ --  $ --  $ 31,000  $ 681,500 
 2008  $ 229,800  $ 22,800  $ 108,300  $ 105,500  $ --  $ --  $ 27,900  $ 494,300 
                                  
Robert Scott
Lorimer,
Chief Financial
Officer and
Treasurer 2010  $ 243,400  $ 206,900  $ 174,300  $ --  $ --  $ --  $ 33,500  $ 658,100 
 2009  $ 227,500  $ 292,600  $ 74,600  $ --  $ --  $ --  $ 31,500  $ 626,200 
 2008  $ 227,500  $ 22,800  $ 107,000  $ 105,500  $ --  $ --  $ 28,400  $ 491,200 
                                  
Steven R.
Youngbauer,
General
Counsel 2010  $ 175,800  $ 149,400  $ 174,300  $ --  $ --  $ --  $ 33,900  $ 533,400 
 2009  $ 169,000  $ 182,500  $ 76,100  $ --  $ --  $ --  $ 31,500  $ 459,100 
 2008  $ 169,000  $ 16,900  $ 109,400  $ 105,500  $ --  $ --  $ 28,400  $ 429,200 
                                  
                Total 2010  $ 925,300  $ 786,900  $ 697,200  $ --  $ --  $ --  $ 133,500  $ 2,542,900 
 2009  $ 868,800  $ 1,122,700  $ 302,900  $ --  $ --  $ --  $ 125,100  $ 2,419,500 
 2008  $ 866,800  $ 86,600  $ 432,500  $ 422,000  $ --  $ --  $ 112,700  $ 1,920,600 

 
 

(1)  The Compensation Committee of the Board of Directors granted the accrual of a performance bonus at December 31, 2010 in the amount of $193,000 to Keith Larsen,
$187,000 to Mark Larsen, $182,600 to Scott Lorimer and $131,800 to Steve Youngbauer.  These bonuses were paid during the first quarter of 2011.  All officers and
employees were also paid a 10% of base compensation holiday bonus during December 31, 2010.

During the year ended December 31, 2009  bonuses were accrued in the amount of $255,900 for Keith Larsen, $249,400 for Mark Larsen, $244,800 for Scott Lorimer and
$140,600 for Steve Youngbauer.  These bonuses were paid during the first quarter of 2010.  A cash bonus of $25,000  was paid to the Company’s CEO, CFO and General
Counsel and a cash bonus of $70,000 to the Company’s President in 2009 for work completed in 2008  The 2008 performance bonus was not accrued at December 31,
2008.  All employees received a 10% annual holiday bonus in 2009.
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During 2008 all  employees and officers of the company were paid annual holiday bonuses in the amount of 10% of annual base pay.

(2) Each eligible officer received 20,000 shares of U.S. Energy’s common stock under the 2001 Stock Award Plan during the years ended December 31, 2010, 2009 and 2008,
respectively.  Each grant of shares was made at the beginning of each quarter and valued at market. U.S. Energy paid all applicable taxes on these shares as the executives
have agreed not to sell, transfer or pledge these shares until the first of either of their retirement, total disability or death. The amounts do not represent cash paid by U.S.
Energy to these persons.

(3) The Company grants options to its employees and officers from time to time.  Grants are not scheduled or part of any incentive compensation plan.  The above table reflects
the value of each grant at the date of grant.  Values have been computed using the Black Scholes valuation model.

(4) Components of Other Compensation consist of the exercise of non-qualified stock options, the release of forfeitable shares, life insurance, and ESOP and 401(k)
contributions.  These areas of compensation are detailed in the following table:

 
   Life   ESOP    401(k)     
   Insurance   Contribution   Contribution   Total  
      (a)   (b)     
Keith G. Larsen 2010  $ 400  $ 28,700  $ 4,000  $ 33,100 
 2009  $ 400  $ 26,700  $ 4,000  $ 31,100 
 2008  $ 400  $ 23,600  $ 4,000  $ 28,000 
                  
Mark J. Larsen 2010  $ 300  $ 28,700  $ 4,000  $ 33,000 
 2009  $ 300  $ 26,700  $ 4,000  $ 31,000 
 2008  $ 300  $ 23,600  $ 4,000  $ 27,900 
                  
Robert Scott Lorimer 2010  $ 800  $ 28,700  $ 4,000  $ 33,500 
 2009  $ 800  $ 26,700  $ 4,000  $ 31,500 
 2008  $ 800  $ 23,600  $ 4,000  $ 28,400 
                  
Steven R. Youngbauer 2010  $ 1,200  $ 28,700  $ 4,000  $ 33,900 
 2009  $ 800  $ 26,700  $ 4,000  $ 31,500 
 2008  $ 800  $ 23,600  $ 4,000  $ 28,400 
                  

Total 2010  $ 2,700  $ 114,800  $ 16,000  $ 133,500 
 2009  $ 2,300  $ 106,800  $ 16,000  $ 125,100 
 2008  $ 2,300  $ 94,400  $ 16,000  $ 112,700 
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(a)      Each executive officer participates in the ESOP which was established to annually make contributions to employee retirement.  During 2010, 2009 and 2008 all officers
received a $28,700, $26,700 and $23,600, respectively, contribution to their ESOP account as a result of the Compensation Committee recommending and the full Board
approving funding of the 10% of contribution required amount for 2010, 2009 and 2008 with common stock of the Company.  The computation of the 10% contribution of
wages paid is limited by ceiling wage amounts as outlined in the Internal Revenue Code.  In addition to the 10% funding the officers received certain unallocated shares from
terminated employees pursuant to the terms of the ESOP.  The value of these forfeited shares are included in the officer compensation.

(b)      All executives also participate in the 401(k) plan and all received a $4,000 contribution during 2010, 2009 and 2008 as matching funds under the plan for their
contributions to the plan.

Grants of Plan-Based Awards

On the recommendation of the Compensation Committee, in 2008 and 2007 the Board of Directors approved stock awards under the U.S. Energy Corp. 2001 Stock
Compensation Plan and stock options under the 2001 ISOP to each of the named executive officers in 2010, 2009 and 2008.

 

   
Estimated Future Payouts Under

Non-Equity Incentive Plan Awards   
Extimated Future Payouts Under

Equity Incentive Plan Awards   

All Other
Stock

Awards   

All Other
Option
Awards   

Exercise
or

Base
Price of
Option
Awards  

Name and Position
Grant
Date  Threshold   Target   Max   Threshold   Target   Max.           

   ($)   ($)   ($)    (#)    (#)    (#)    (#)   (#)   ($/SH)  
Keith G. Larsen, 
Chairman and
Chief Executive Officer                               

2010   $ --  $ --  $ --   --   --   --   20,000(1)   --    
2009   $ --  $ --  $ --   --   --   --   20,000(1)   --    
2008   $ --  $ --  $ --   --   --   --   20,000(1)   75,000  $ 2.52 

                                      
Mark J. Larsen,
President and COO                                     

2010   $ --  $ --  $ --   --   --   --   20,000(1)   --     
2009   $ --  $ --  $ --   --   --   --   20,000(1)   --     
2008   $ --  $ --  $ --   --   --   --   20,000(1)   75,000  $ 2.52 

                                      
Robert Scott Lorimer,
Chief Financial Officer
and Treasurer                                  

2010   $ --  $ --  $ --   --   --   --   20,000(1)   --     
2009   $ --  $ --  $ --   --   --   --   20,000(1)   --     
2008   $ --  $ --  $ --   --   --   --   20,000(1)   75,000  $ 2.52 

                                      
Steven R. Youngbauer,
General Counsel                                     

2010   $ --  $ --  $ --   --   --   --   20,000(1)   --     
2009   $ --  $ --  $ --   --   --   --   20,000(1)   --     
2008   $ --  $ --  $ --   --   --   --   20,000(1)   75,000  $ 2.52 

                                      
Total                                      
2010   $ --  $ --  $ --   --   --   --   80,000   --     
2009   $ --  $ --  $ --   --   --   --   80,000   --     
2008   $ --  $ --  $ --   --   --   --   80,000   300,000     

 
(1) Shares granted under the 2001 Stock Compensation Plan.
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Outstanding Equity Awards at April 22, 2011
 

  Option Awards  Stock Awards  

  

Number of
Securities
Underlying

Unexercised
Options   

Number of
Securities
Underlying

Unexercised
Options   

Equity
Incentive

Plan Awards:
Number of
Securities
Underlying

Unexercised
Unearned
Options   

Option
Exercise

Price  

Option
Expiration

Date  

Number of
shares of
stock that
have not
vested   

Market
Value of
shares of
stock that
have not
vested   

Equity
Incentive

Plan
Awards:

Number of
unearned
shares,
units or

other rights
that have
not vested   

Equity
Incentive

Plan
Awards:

Market or
payout
value of

unearned
shares,
units or

other rights
that have
not vested  

   (#)   (#)    (#)   ($/SH)     (#)   ($)    (#)   ($)  
Name and
Position  Exercisable   Unexercisable                       
                               
Keith G. Larsen                               
Chairman/CEO   100,000   --   --  $ 3.90 12/06/11   N/A   N/A   N/A   N/A 
   52,556   --   --  $ 2.25 12/07/11   N/A   N/A   N/A   N/A 
   59,350   --   --  $ 2.46 06/30/14   N/A   N/A   N/A   N/A 
   50,000   25,000   --  $ 2.52 09/21/18   N/A   N/A   N/A   N/A 
   100,000   --   --  $ 3.86 10/13/15   N/A   N/A   N/A   N/A 
   120,000   30,000   --  $ 4.97 07/26/17   N/A   N/A   N/A   N/A 
                                  
Mark J. Larsen                                  
President/COO   100,000   --   --  $ 3.90 12/06/11   N/A   N/A   N/A   N/A 
   52,556   --   --  $ 2.25 12/07/11   N/A   N/A   N/A   N/A 
   98,519   --   --  $ 2.46 06/30/14   N/A   N/A   N/A   N/A 
   50,000   25,000   --  $ 2.52 09/21/18   N/A   N/A   N/A   N/A 
   100,000   --   --  $ 3.86 10/13/15   N/A   N/A   N/A   N/A 
   160,000   40,000   --  $ 4.97 07/26/17                 
                                  
Robert Scott Lorimer                               
CFO/Treasurer       25,000   --  $ 2.52 09/21/18   N/A   N/A   N/A   N/A 
       30,000   --  $ 4.97 07/26/17   N/A   N/A   N/A   N/A 
                                  
                                  
                                  
                                  
Steven R.
Youngbauer   25,000   --   --  $ 2.46 06/30/14   N/A   N/A   N/A   N/A 
General Counsel   50,000   25,000   --  $ 2.52 09/21/18   N/A   N/A   N/A   N/A 
   50,000   --   --  $ 3.86 10/13/15   N/A   N/A   N/A   N/A 
   80,000   20,000   --  $ 4.97 07/26/17   N/A   N/A   N/A   N/A 
                                  
Total   1,247,981   220,000                          
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Option Exercises and Stock Vested

   Option Awards   Stock Awards  

   

Number of
Shares

Acquired on
Exercise   

Value
Realized on

Exercise   

Number of
Shares

Acquired on
Vesting   

Value
Realized on

Vesting  
Name and Position    (#)   ($)    (#)  ($)  
                
Keith G. Larsen 2010   267,734  $ 763,000   20,000  $ 174,300 
Chairman/CEO 2009   --  $ --   20,000  $ 76,100 
 2008   --  $ --   20,000  $ 107,800 
                  
Mark J. Larsen 2010   41,248  $ 137,400   20,000  $ 174,300 
President/COO 2009   --  $ --   20,000  $ 76,100 
 2008   --  $ --   20,000  $ 108,300 
                  
Robert Scott Lorimer 2010   302,497  $ 768,600   20,000  $ 174,300 
CFO/Treasurer 2009   --  $ --   20,000  $ 74,600 
 2008   --  $ --   20,000  $ 107,000 
                  
Steven R. Youngbauer 2010   --  $ --   20,000  $ 174,300 
General Counsel 2009   --  $ --   20,000  $ 76,100 
 2008   --  $ --   20,000  $ 109,400 
                  

Total 2010   611,479  $ 1,669,000   80,000  $ 697,200 
 2009   --  $ --   80,000  $ 302,900 
 2008   --  $ --   80,000  $ 432,500 

(1) Value of shares issued under the 2001 Stock Compensation Plan on date of issue.  U.S. Energy pays all taxes due on these shares as the executive officer recipient has agreed
not to sell, transfer or pledge these shares until his retirement, permanent disability or death.

Nonqualified Deferred Compensation

None of the executives participate in or have account balances in non-qualified defined contribution plans or other deferred compensation plans maintained by U.S. Energy
Corp.  The Compensation Committee may elect to provide these benefits in the future but there are no current plans to do so.

Employment Agreements

We have Executive Employment Agreements with our four executive officers, Keith G. Larsen, Mark J. Larsen, Robert Scott Lorimer, and Steven R. Youngbauer.  The terms of
the agreements were proposed by the executives and negotiated to final form with the independent directors comprising the Compensation Committee.  The terms of the
Performance Compensation Plan (relating to bonuses) were not negotiated but were proposed by the Compensation Committee then approved by the full Board of Directors with the
inside directors abstaining.  The Employment Agreements are not meant to supersede the Executive Severance and Non-Compete Agreements upon a change of control.
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The agreements provide for three years of employment, renewable automatically, unless the Company or executive provide written notification 90 days before the expiration date

of their intention not to renew the contract, for one additional three year term if the executive is still employed on the third anniversary of his agreement. Except for the initial base
salary amounts, and Mr. Youngbauer not being currently eligible under the Executive Officer Retirement Benefits Plan, the provisions of each agreement are identical.

·  Base annual salary for 2010 paid to Keith G. Larsen was $257,300; $249,300 to Mark J. Larsen; $248,800 to Robert Scott Lorimer; and $175,800 to Steven R.
Youngbauer.  Annual base compensation in subsequent years may be changed upon recommendation of the Compensation Committee and approval by the full Board (and
concurrence by each affected executive).

·  Each executive will continue to be eligible to participate in the 1989 Employee Stock Ownership Plan; the 2001 Incentive Stock Option Plan; the 2001 Stock Compensation
Plan; and any additional compensation plans adopted by the Board of Directors for the benefit of all employees.  The benefits of the existing executive severance and non-
compete agreements with each executive (providing for payments in the event of termination in the three years following a change in control – see “Executive Severance and
Non-compete Agreements” above and “Potential Payments Upon Change in Control” below) are not affected by the Executive Employment Agreements.

·  If the executive’s employment is terminated by the Company without cause, or by the executive for good reason, the Company will pay him a lump sum equal to (i) 300% of
the annual base compensation then in effect (200% in the case of Mr. Youngbauer, due to his lesser period of service with the Company), plus (ii) equity in all vested options
based on market price of the Company’s common stock at termination date.  If employment is terminated following a change in control of the Company, payments will be
made to the Executive as required under the Executive Severance and Non-Compete Agreements. (see Executive Severance and Non-Compete Agreements above)

·  Once the Executive reaches the age of 60 and is still employed by the Company, the Company will continue paying for health insurance coverage for the Executive and his
spouse until the Executive is eligible for Medicare coverage.  The funding of such premiums will be taken from a Rabbi Trust account which is funded annually for this benefit.

·  So long as the employment agreement is in effect, each executive is eligible to receive (following the filing of the Annual Report on Form 10-K) an annual cash performance
award of not more than 100% of base compensation, based upon the Performance Compensation Plan then in effect.  While the percentage of 100% available to each
employee is stated for each component in the Plan, none of the components are quantified, and each will be determined at year end by the Compensation Committee.  The
extent to which the executives are paid the performance award (up to the 100% ceiling) may vary from one individual to another.  All other Company employees are entitled to
earn a performance award in amounts ranging from 10% to 50% of their annual base compensation, depending on their ranking by base compensation.  The percentage
weight assigned to each of the factors considered in computing the annual award may be modified each year by the full Board after recommendations have been made by
the Compensation Committee.  See “Compensation Discussion and Analysis” for information about the PCP currently in effect.
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Only if the Company has reported positive cash flow from operations for the prior year will payment of the performance awards be considered.  However, the Board of
Directors may pay cash awards for outstanding performance by employees (including executives) who make a significant contribution to the Company, which contribution is
not within the performance matrix of the Plan.  These awards for outstanding performance will be determined by the Board without regard to positive cash flows.  Bonus
amounts are accrued during the year in which they are earned but are not paid until the subsequent year but no later than April 15th of the subsequent year.

Potential Payments upon Change in Control .

U.S. Energy Corp. has Executive Severance and Non-Compete Agreements with Keith G. Larsen, Mark J. Larsen, Robert Scott Lorimer and Steven R. Youngbauer which
combine severance and non-compete provisions.

Each agreement provides that if the executive’s employment is terminated within three years of a change in control of the Company, the Company will be required to pay (i) an
amount equal to three times the average annual compensation over the prior five years ending before the change in control, (ii) legal fees and expenses incurred by such persons as
a result of termination; (iii) the difference between market value (as of the termination date) of shares issuable on exercise of options, and the options' exercise price; (iv) continued
insurance coverage (life, health, medical, and disability; (v) any unpaid bonuses (including a pro rata (based on months of service in the year of termination) portion of bonuses paid in
the calendar year after termination, if he served for at least six months in the termination year); (vi) two years of non-compete compensation ($200,000 per year) and (vii) a $1 million
term life policy with the premiums to be paid by the Company and total premiums paid will be reimbursed from any death benefits paid.

A change of control is defined to mean:

 · the acquisition by any person or entity of the beneficial ownership of securities representing 25% or more of the combined voting power of the then outstanding voting
securities, whether or not that ownership is coupled with or followed by election of new directors who make up a majority of the Board;

 · during any two consecutive years, the directors at the beginning of the period cease to be a majority of the Board; or
 · as a result of a tender offer, merger, contested election or similar transactions, the directors before the transaction no longer make up a majority of the Board (unless the

change in the Board was approved by majority vote of the directors before the transaction).

If there is a change in control, the executive’s employment will be deemed terminated thereafter if he is assigned duties inconsistent with prior responsibilities; he is not re-elected
to the same positions; his base salary is reduced; or any benefit or compensation elements are changed adversely to him.

In addition, during the two years after termination of employment, the executive will not directly or indirectly be involved in the minerals business in most of the Western United
States.

This table shows our potential payment obligations under the severance and non-compete agreements, as if termination took place on December 31, 2010.  Actual payments
could be more or less.  For the option buyout component, the closing market price of U.S. Energy’s stock on December 31, 2010 is used.  No estimate is made of legal fees that
might be involved and no provision is made for bonuses.
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Table of Potential Change in Control – Termination Payments

(as if termination had been December 31, 2010)
 
 

Amounts shown as 300% of average compensation are based on the average annual salary from the effective date through December 31, 2010.
 

Name and Position  

300% of
Average

Compensation  

Value of
Option

Exercise
at 12-31-10 (1)  

Value of
Stock

Awards
at 12-31-10 (2)  

Value of
Health

Insurance for
Three Years   Total  

Keith G. Larsen,
Chief Executive Officer
Effective Date 2-14-01  $ 688,000  $ 1,316,600  $ 561,200  $ 61,200  $ 2,627,000 
Mark. J. Larsen,
President
Effective Date 2-14-01  $ 651,700  $ 1,486,900  $ 561,200  $ 61,200  $ 2,761,000 
Robert Scott Lorimer,
Chief Financial Officer & Treasurer
Effective Date 4-18-92  $ 650,900  $ 122,300  $ 93,500  $ 61,200  $ 927,900 
Steven Youngbauer,
General Counsel
Effective Date 5-1-07  $ 474,000  $ 579,500  $ 561,200  $ 61,200  $ 1,675,900 

Total  $ 2,464,600  $ 3,505,300  $ 1,777,100  $ 244,800  $ 7,991,800 

                     
(1) Equals closing price on December 31, 2010 less the strike price of issued options times the number of exercisable options.      
                     
(2) Stock awards pursuant to the 2001 Stock Compensation Plan                  
                     

 
 
Retirement Policy.

U.S. Energy Corp. adopted an executive retirement policy in 2005 and amended it in 2006 and 2007.  The executive retirement policy as well as the policy for all U.S. Energy
employees sets a mandatory retirement age of 70, although the Board of Directors may request service thereafter.

The executive retirement policy provides retirement benefits for an eligible officer who has reached 60 years of age, has served a minimum of 15 years as an executive officer,
and remains employed until December 31, 2010.  All conditions of eligibility must be met completely to qualify for cash payments under the plan.  The officers potentially eligible for
this benefit, under the plan as amended, are the Keith G. Larsen, Mark J. Larsen and Robert Scott Lorimer. Mr. Lorimer became eligible for retirement under the executive retirement
policy in January 2011 and will be retiring effective June 30, 2011. Keith Larsen will be eligible for retirement in October 2018; and Mark Larsen will become eligible for retirement in
October 2022.
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At retirement, an executive will receive, for five years, 50% of the greater of (i) annual base salary (using his final regular pay check to calculate the annual rate), or (ii) the

average annual salary which he received over the last five years.  The benefit will be paid monthly (in accordance with normal bi-weekly payroll practices) for five years following
retirement from employment.  The first six months of benefits may be paid in the seventh month for a ‘specified employee’ (as defined in section 409(a)(2)(B) of the Code) instead of
bi-weekly for the first six months.  At death, the unpaid installments will be paid to his designee (or classes of preference beneficiaries, if there is no designee).  The benefits are not
assignable.  No perquisites will be continued or provided.  Upon retirement, officers, including Mr. Youngbauer, are eligible for healthcare insurance for themselves and their spouse
and dependent children until the employee reaches Medicare eligibility.  Mr. Youngbauer became eligible for the health insurance benefit only in February 2010.

The retired executive will be available to U.S. Energy for up to 1,040 hours per year during the benefit period for consulting or other service the Board deems is needed, for which
he will not be paid anything.  Service in addition to the annual available hours would be compensated on an hourly basis at the rate in effect at retirement.  This retirement benefit
may be extended beyond the benefit period at the discretion of the Board, at a rate which would be negotiated (but not less than the initial retirement rate).

During 2008, the Board of Directors of U.S. Energy ratified the recommendation of the Compensation Committee to fund the Executive Retirement Plan for the three eligible
officers to be managed by an independent trustee pursuant to the requirements of the trust and executive retirement plan.  Annual amounts are set aside to fund the retirement plan
and the healthcare insurance benefit and will be paid out per the plan by the trustee to eligible retired officers pursuant to the terms of the plan and employment contracts.  The
following table sets forth the status of the Executive Retirement Plan:

              

Name and Position Plan Year  

Number of
Years

Credited
Service   

Present Value
of

Accumulated
Salary Benefit

(1)   

Present Value
of

Accumulated
Health

Insurance
Benefit (2)   

Payments during
Last Calendar

Year  
              
Keith G. Larsen 2010   13   $ 393,000  $ 62,300  $ -- 
Chairman/CEO 2009   12   $ 375,300  $ 59,500  $ -- 
 2008   11   $ 335,000  $ --  $ -- 
                  
Mark J. Larsen 2010   5   $ 317,000  $ 51,900  $ -- 
President/COO 2009   4   $ 302,900  $ 49,600  $ -- 
 2008   3   $ 270,500  $ --  $ -- 
                  
Robert Scott Lorimer 2010   19   $ 544,100  $ 91,200  $ -- 
CFO/Treasurer 2009   18   $ 517,900  $ 86,800  $ -- 
 2008   17   $ 461,000  $ --  $ -- 
                  
Steven R. Youngbauer 2010      $ --  $ 66,800  $ -- 
General Counsel/Secretary 2009      $ --  $ 63,500  $ -- 
 2008      $ --  $ --  $ -- 
                  
                Total 2010      $ 1,254,100  $ 272,200  $ -- 
                Total 2009      $ 1,196,100  $ 195,900  $ -- 
                Total 2008      $ 1,066,500  $ -  $ -- 
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(1)  The Company utilizes a certified actuary to compute the present value of the retirement benefit under the Executive Retirement Plan based upon mortality tables,
termination factors, interest rates and longevity of each officer.

(2)  The Company utilizes a certified actuary to compute the present value of the health insurance benefit under the Employment Contracts based on mortality tables,
termination factors, interest rates and longevity of each officer.

Two former executive officers were eligible for benefits under the Plan: John L. Larsen and Daniel P. Svilar.  Mr. Larsen, former Chairman and CEO, qualified under the plan and
passed away on September 4, 2006.  Mr. Larsen’s estate will receive benefits earned under the Executive Retirement Plan through September 4, 2011.  Daniel P. Svilar, former
General Counsel and Secretary, retired on January 12, 2007.  Mr. Svilar will continue to receive benefits pursuant to the Executive Retirement Plan through January 12, 2012.  The
benefits due to Mr. John L. Larsen and Mr. Daniel P. Svilar are not funded.

Non-Employee Director Compensation Table
 

Directors who are employees are not paid for service as directors.  Non-employee directors receive a combination of cash payments ($1,000 per month from January 2010 to
August 2010 and $2,500 per month starting in September 2010 and $1,000 per month in 2009 and 2008, $100 per month additional pay for the Chairman of the Audit and
Compensation Committees, and $500 for attending Board meetings in person), and reimbursements for any travel expenses incurred in attending the meetings.  Amounts paid to
these directors in 2010, 2009, and 2008 were as follows:

 

  
Fee Earned or

Paid in Cash (1)   
Stock

Awards   
Options

Awards (2)   

Non-Equity
Incentive Plan
Compensation   

Change in
Pension Value

and
Nonqualified

Deferred
Compensation

Earnings   

All Other
Compensation

(3)   Total  
  ($)   ($)   ($)   ($)   ($)   ($)   ($)  

Name                      
                      

Michael
J.
Feinstein                      

2010  $ 22,700   $
-
-   $ --    N/A    N/A   $ 14,500   $ 37,200  

2009  $ 15,700   $
-
-   $ --    N/A    N/A   $ 2,500   $ 18,200  

2008  $ 16,000   $
-
-   $ 42,200    N/A    N/A   $ 2,500   $ 60,700  

                             
Stephen
V.
Conrad                             

2010  $ 17,700   $
-
-   $ 29,946    N/A    N/A   $ 2,500   $ 50,146  

2009  $ -   $
-
-   $ --    N/A    N/A   $ -   $ -  

2008  $ -   $
-
-   $ --    N/A    N/A   $ -   $ -  

                             
Allen S.
Winters                             

2010  $ 21,500   $
-
-   $ --    N/A    N/A   $ 14,500   $ 36,000  

2009  $ 14,500   $
-
-   $ --    N/A    N/A   $ 2,500   $ 17,000  

2008  $ 15,000   $
-
-   $ 42,200    N/A    N/A   $ 2,500   $ 59,700  

                             
H.
Russel
Fraser                             

2010  $ 21,500   $
-
-   $ --    N/A    N/A   $ 14,500   $ 36,000  

2009  $ 14,000   $
-
-   $ --    N/A    N/A   $ 2,500   $ 16,500  

2008  $ 15,500   $
-
-   $ 42,200    N/A    N/A   $ 2,500   $ 60,200  

                             
Total                             

2010  $ 83,400   $
-
-   $ 29,946    N/A    N/A   $ 46,000   $ 159,346  

2009  $ 44,200   $
-
-   $ --    N/A    N/A   $ 7,500   $ 51,700  

2008  $ 46,500   $
-
-   $ 126,600    N/A    N/A   $ 7,500   $ 180,600  
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(1) Non-employee directors are paid $2,500 per month effective September 2010 and $2,600 per month for the Chairman of the Audit and Compensation Committees.  During 2009
and 2008 Non-employee directors were paid $1,000 per month, $1,100 per month for the Chairman of the Audit and Compensation Committees.  Non-employee directors are paid
$500 per meeting attended in person.

(2) During 2010 Mr. Conrad was granted 10,000 sotck options at the market price on date of grant, $5.04.  During 2008 the non-employee directors were granted 30,000 stock
options at the market price on date of grant, $2.52 per share.  The options vest over a three year period.  The options are valued using the Black Sholes valuation model.

(3) During 2010, 2009 and 2008 the directors were paid a holiday bonus of $2,500 each.  During 2010 Mr. Feinstein, Mr. Fraser and Mr. Winters each received a bonus of $12,000
cash bonus.

Compensation Committee Interlocks and Insider Participation
 
None of the Compensation Committee members has been an officer or employee of U.S. Energy, and none of the members had any relationship with the Company which would

be required to be disclosed under Item 404 of Regulation S-K.

Certain Relationships and Related Transactions

Family Employment.

Mr. Keith G. Larsen, Chairman and CEO, and Mr. Mark J. Larsen are brothers.  Mr. Richard Larsen, brother of Keith and Mark Larsen, is the chief pilot for the Company and Mr.
Reggie Larsen, son of Richard Larsen, is the Manager of Investment Relations.  Tyler Larsen, son of Mark Larsen is a part time employee.  The following table sets forth the amounts
paid to these family members:
 

        Stock   Option              
  Salary   Bonus (1)   Awards   Exercise/Vest   ESOP    401(k)   Other   Total  
Richard Larsen  $ 154,600  $ 78,800  $ -  $ -  $ 27,600  $ -  $ 300  $ 261,300 
Reginald Larsen  $ 65,000  $ 26,200  $ -  $ -  $ 10,600  $ 2,100  $ -  $ 103,900 
Tyler Larsen  $ 8,900  $ 900  $ -  $ -  $ -  $ -      $ 9,800 
  $ 228,500  $ 105,900  $ -  $ -  $ 38,200  $ 2,100  $ 300  $ 375,000 

                                 
 
(1) Bonuses for Richard Larsen and Reginald Larsen were accrued at December 31, 2010 under the PCP on the same terms as all employees.  These bonus amounts were paid
during the first quarter of 2011.   Richard Larsen, Reginald Larsen and Tyler Larsen were paid a 10% annual holiday bonus on the same terms as all other employees.

During the year ended December 31, 2005, U.S. Energy adopted a nepotism policy which was amended in 2007.  The policy provides that family members of any employee,
which include father, mother, sibling, son, daughter, niece, nephew or grandchildren, may not be hired, supervised or terminated by a direct family member.  Additionally, family
members are not allowed to participate in any discussion relating to the setting of compensation rates for other family members.  The policy was amended to provide that a direct
family member of any employee can only be hired after the Compensation Committee has reviewed the application of a direct family member, has satisfied itself that the position is (a)
necessary, (b) has been adequately advertised, (c) other applicants have been interviewed by non family managers of the Company and (d) that the family member is the most
qualified for the position.  Further, written approval from the chairman of the Compensation Committee must be received along with an approved rate of pay before any family
members of any employees, officers or directors can be employed and paid by the Company.
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Policy of the Audit Committee

From time to time, we have entered into transactions with certain “related persons,” a category that generally includes executive officers, directors, and beneficial owners of five
percent or more of the common stock; and immediate family members of these persons and entities in which one of these persons has a direct or indirect material interest.  We refer
to these transactions with these related persons as “related party transactions.”  The Audit Committee is responsible for the review and approval of each related party transaction
exceeding $120,000, although, as a matter of policy, the Committee reviews and approves all such transactions regardless of the amount involved.

The Audit Committee considers all relevant factors when determining whether to approve a proposed related party transaction, including (without limitation):

 · the size of the transaction and the amount of consideration that might be paid to a related person;
 · the nature of the interest of the applicable related person; and
 · whether the transaction involves the provision of goods or services to us that are available from unaffiliated third parties.

Implementation of the Policy

In determining whether to approve a proposed related party transaction, the Committee must be reasonably satisfied that:

 · The transaction likely will benefit, significantly, all shareholders at large, even though it will provide a benefit to the related parties; and
 · Goods or services of comparable quality either cannot be obtained from third parties in time to meet the Company’s needs, or can be obtained but at significantly higher

cost.

In appropriate circumstances, the Committee may enlist outside sources to obtain information about the possibility of using third party vendors’ goods and/or services.

The policy has been followed by the Committee since 2004.

Related Party Transactions

There were no related party transactions in 2010.

Proposal 2: Advisory Vote on Executive Compensation

On January 25, 2011, the SEC adopted final rules implementing the statutory amendments which the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “ Dodd-
Frank Act”) made to the 1934 Act, regarding shareholder approval of executive compensation.

Accordingly, in line with the new SEC rules, we are providing shareholders the opportunity to vote to approve, disapprove, or abstain from voting, on the compensation of the
Company’s “named executive officers,” as a group, as the term “named executive officers” is defined in Item 402(a)(3) of the SEC’s Regulation S-K.  For U.S. Energy, the named
executive officers are Keith G. Larsen, Mark J. Larsen, Robert Scott Lorimer, and Steven R. Youngbauer.  Your right to vote extends to the disclosure of all the elements of
compensation paid to the named executive officers under the caption “EXECUTIVE COMPENSATION” above, including the narrative disclosure of such compensation features under
the sub-caption “Compensation Discussion and Analysis.”
 
 
 
 

-35-

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



 

 
The Company is providing its shareholders with the opportunity to cast an advisory vote on executive compensation as described below.  We believe that it is appropriate to

seek the views of shareholders on the design and effectiveness of the Company’s executive compensation program.

The goal of the executive compensation program is to motivate and retain executives who will provide leadership for our success, by rewarding their performance and align
compensation with the shareholders’ long-term interests. The Company believes that its executive compensation program, which emphasizes long-term equity awards, satisfies this
goal and is strongly aligned with the long-term interests of its shareholders.

The Compensation Discussion and Analysis, beginning on page 18 of this Proxy Statement, describes the Company’s executive compensation program and the decisions
made by the Compensation Committee in 2010 in more detail.

The Company believes the compensation program for the named executive officers is instrumental in helping the Company achieve its strong financial performance.

The Company requests shareholder approval of the compensation of the Company’s named executive officers as disclosed pursuant to the SEC’s compensation
disclosure rules (which disclosure includes the Compensation Discussion and Analysis, the compensation tables and the narrative disclosures that accompany the
compensation tables).

As an advisory vote, this proposal is not binding upon the Company. However, the Compensation Committee, which is responsible for designing and administering the
Company’s executive compensation program, values the opinions expressed by shareholders in their vote on this proposal and will continue to consider the outcome of the vote
when making future compensation decisions for named executive officers.

Recommendation of the Board

The Board recommends a vote FOR Proposal No. 2.

PROPOSAL NO. 3 - Advisory Vote on Frequency of Say-on-Pay Votes

As described in Proposal No. 2 above, the Company’s shareholders are being provided the opportunity to cast an advisory vote on the Company’s executive compensation
program. The advisory vote on executive compensation described in Proposal No. 2 above is referred to as a “say-on-pay vote.”

This Proposal affords shareholders the opportunity to cast an advisory vote on how often the Company should include a say-on-pay vote in its proxy materials for future annual
shareholder meetings (or special shareholder meeting for which the Company must include executive compensation information in the proxy statement for that meeting). Under this
Proposal, shareholders may vote to have the say-on-pay vote every year, every two years or every three years.

The Company believes that say-on-pay votes should be conducted every year so that shareholders may annually express their views on the Company’s executive
compensation program. The Compensation Committee, which administers the Company’s executive compensation program, values the opinions which will be expressed by
shareholders in these votes, and will consider the outcome of these votes in making its future decisions on executive compensation.
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Recommendation of the Board

The Board recommends that shareholders vote on Proposal No. 3 to hold say-on-pay votes EVERY YEAR (as opposed to every two years or every three years).

Proposal 4:                      Ratification of the Appointment of Independent Auditors

The Board of Directors seeks shareholder ratification of the Board's appointment of Hein & Associates LLP, certified public accountants, to act as the auditors of our financial
statements for the year ending December 31, 2011.  Hein & Associates LLP has audited our financial statements for the year ended December 31, 2010.  The Board has not
determined what action, if any, would be taken should the appointment of Hein & Associates LLP not be ratified at the meeting.

Principal Accounting Fees and Services

Hein & Associates LLP has been paid for fees and services in 2010 and 2009 as shown below:
 

  Year Ended December 31,  
  2010   2009  
       
Audit Fees (a)  $ 208,600  $ 253,000 
Audit-Related Fees   --   -- 
Tax Fees (b)   -  $ 6,000 
All Other Fees  $ 35,900   -- 
   Total  $ 244,500  $ 259,000 

         
 
 

(a)  Includes fees for audit of the annual financial statements and review of quarterly financial information filed with the Securities and Exchange Commission ("SEC") and in 2010
fees paid in connection with our equity raise during the fourth quarter of 2009.

 (b) The Audit Committee approves the terms of engagement before we engage the audit firm for audit and non-audit services, except as to engagements for services outside the
scope of the original terms, in which instances the services have been provided pursuant to pre-approval policies and procedures, established by the Audit
Committee.  These pre-approval policies and procedures are detailed as to the category of service and the Audit Committee is kept informed of each service provided.  These
policies and procedures, and the work performed pursuant thereto, do not include any delegation to management of the Audit Committee's responsibilities under the
Securities Exchange Act of 1934.
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The percentage of services provided for Audit-Related Fees, Tax Fees and All Other Fees for 2010 and 2009 are as follows:

 Year Ended December 31,
 2010  2009

Audit Fees 85.3%  97.7%
Audit-Related Fees 0.0%  0.0%
Tax Fees 0.0%  2.3%
All Other Fees 14.7%  0.0%
   Total 100.0%  100.0%

    

Relationship with Independent Accountants

Hein & Associates LLP has audited the Company's financial statements for the twelve months ended December 31, 2010.  A representative will be present at the meeting in
person or by telephone to respond to appropriate questions, and will be provided the opportunity to make a statement at the meeting.  There have been no disagreements between
the Company and Hein & Associates LLP concerning any matter of accounting principles or practices, financial statement disclosure, or auditing scope or procedure, which were not
resolved to the satisfaction of that firm.

Report of the Audit Committee

Note: Notwithstanding anything to the contrary otherwise set forth in any of the Company’s filings under the Securities act of 1933 or the Securities Exchange Act of 1923, that
might incorporate other filings (including this proxy statement) with the Securities and Exchange Commission, the following Report of the Audit Committee shall not be deemed to be
incorporated by reference into any other such filings.

Management is responsible for the preparation of the Company’s financial statements, and the reporting process, as well as maintaining effective internal control over financial
reporting and assessing the effectiveness of the controls.  Hein & Associates LLP is responsible for auditing the annual financial statements and expressing an opinion as to whether
they are presented fairly, in all material respects, in conformity with accounting principles generally accepted in the United States.  The Audit Committee is responsible for, among
other things, reviewing and selecting the independent registered public accounting firm, reviewing our annual and interim financial statements, and pre-approving all engagement
letters and fees for audit services.

In performing its oversight functions in connection with the Company’s financial statements as of and for the year ended December 31, 2010, the Audit Committee has
 

·  Reviewed and discussed the audited financial statements with management and Hein & Associates LLP, including the quality of the accounting principles, and the
reasonableness of significant judgments made in the preparation of the financial statements;

·  Discussed with Hein & Associates LLP those matters required to be discussed by the Statement on Auditing Standards No. 114, of the Auditing Standards Board of the
American Institute of Certified Public Accountants;

 
 
 

-38-

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



 

 
·  Received written disclosures from Hein & Associates LLP regarding their independence as required by the PCAOB; and

·  Reviewed and approved the services provided by Hein & Associates LLP.
 
 

Based upon the foregoing reports and discussions, and subject to the limitations on the roles and responsibilities of the Audit Committee referred to in its charter, the Audit
Committee recommended to the Board of directors, and the Board of Directors has approved, that the Company’s audited financial statements be included in the Company’s
Annual Report on Form 10-K for the year ended December 31, 2010, as filed with the Securities and Exchange Commission on March 14, 2011.  The Audit Committee
recommended that the Board of Directors approve the Committee’s selection of Hein & Associates LLP as the independent registered public accounting firm for 2011.  See
Proposal Four above.

Copies of Our Form 10-K

Promptly upon receiving a request from any shareholder, without charge we will send to the requester a copy of our Annual Report on Form 10-K for the twelve months ended
December 31, 2010, with exhibits, as filed with the Securities and Exchange Commission.  Please address your request to Steven R. Youngbauer, Secretary, at U.S. Energy Corp.,
877 North 8th West, Riverton, Wyoming 82501.  You also may call or fax Mr. Youngbauer at T 307.856.9271, F 307.857.3050.
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