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DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes "forward-looking statements" within the meaning of Section 21E of the
Securities Exchange Act of 1934, as amended (the "Exchange Act"). All statements other than statements of historical
fact are forward-looking statements, including without limitation the statements under Management's Discussion and
Analysis of Financial Condition and Results of Operations; the disclosures about U.S Energy Corp.’s (“USE” or the
“Company”) possible exploration, development and operation of our molybdenum and uranium properties; the
disclosures about Sutter Gold Mining Inc. (“SGMI”), formerly Globemin Resources Inc., and plans for its gold
properties in California and Mexico; disclosures about the possible closing of the Asset Purchase Agreement with sxr
Uranium One Inc.; disclosure about the possible closing of the Plan and Agreement of Merger for USE to acquire the
common stock of Crested Corp. not already owned; and future business plans. Whenever words like "expect,"
"anticipate" or "believe" are used, we are making forward-looking statements.

Although we believe that our forward-looking statements are reasonable, we don't know if our expectations will prove
to be correct. Where we express an expectation or belief as to future events or results, such expectation or belief is
expressed in good faith and believed to have a reasonable basis. However, our forward-looking statements are subject
to risks and uncertainties, which could cause actual results to differ materially from future results expressed, projected
or implied by those forward-looking statements.

The forward-looking statements should be considered in the context of all the information in this Annual Report,
including the statements in ITEM 1A, RISK FACTORS below.
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DISCLOSURE REGARDING MINERAL RESOURCES UNDER SEC AND
CANADIAN REGULATIONS

USE is a joint venture partner with Uranium Power Corp. (“UPC”), is a major shareholder of SGMI, and has entered
into agreements with Kobex Resources Ltd. (“KBX”) and sxr Uranium One Inc. (“Uranium One”). The common stock of
these Canadian corporations, are traded on the TSX-V (and for Uranium One, on the TSE) and are subject to the
reporting requirements of Canadian securities regulatory authorities. Harold F. Herron, Senior Vice President and
Director of USE and Co-Chairman, Director and President of Crested Corp., serves on the board of directors of SGMI

and is also SGMI’s Chairman, President and CEO.

From time to time, UPC, SGMI, Uranium One, and KBX make public disclosures in compliance with National
Instrument (“NI”) 43-101, “Standards of Disclosure for Mineral Properties.” NI 43-101 establishes procedures and
standards for determining the existence of, and the reporting of, Mineral Resources and Mineral Reserves. Mineral
Resources are classified in ascending categories of geological confidence, as Inferred, Indicated, and Measured. Each
definition relates to a resource that is determined to be of “such a grade or quality that it has reasonable prospects for
economic extraction.” Mineral Reserves are classified as Proven or Probable.

The U.S. Securities and Exchange Commission (“SEC”) allows public disclosure of the extent and grade of mineral
deposits, and, under SEC Industry Guide 7, “Description of Property by Issuers Engaged or to be Engaged in
Significant Mining Operations, of Proven (Measured) Reserves and Probable (Indicated) Reserves. In contrast to NI
43-101, the SEC does not allow public disclosure of Inferred, Indicated, or Measured Resources. In addition, there are
some significant differences in the standards allowed, and the procedures required to be followed by the SEC for
public disclosure of the SEC’s Proven (Measured) Reserves and Probable (Indicated) Reserves, as compared to NI
43-101 for Proven and Probable Mineral Reserves.

United States residents, who obtain information about our molybdenum property, our uranium properties and about
SGMTI’s gold properties, which are reported upon by KBX, UPC and SGMI to the TSX-V in accordance with NI
43-101, are cautioned that such information may be materially different from what would be permitted under SEC
rules for United States companies. Information obtained about Uranium One which it reports to the TSE (concerning
our uranium properties which are under contract to be sold to Uranium One), also may be materially different.

4-
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PART I
ITEM 1. BUSINESS

GENERAL

U.S. Energy Corp. (“USE”) is a Wyoming corporation (formed in 1966) in the business of acquiring, exploring,
developing and/or selling or leasing mineral and other properties. USE and Crested Corp. ("Crested") originally were
independent companies with two common affiliates, John L. Larsen and Max T. Evans, both of whom have passed
away. In 1980, USE and Crested formed a joint venture ("USECC") to do business together (unless one or the other
elected not to pursue an individual project). From time to time, USE has funded many of Crested's obligations because
Crested did not have the funds to pay its share of the obligations. Crested has paid a portion of this debt by issuing
common stock to USE. At December 31, 2006, Crested owed $13,277,200 to USE, and was owned 70.9% by USE.

In this Annual Report, "we," or the "Company" refer to USE, including Crested and other subsidiaries unless
otherwise specifically noted. The Company’s fiscal year ends December 31.

Historically, our business strategy has been and will continue to be acquiring undeveloped and/or developed mineral
properties at low acquisition costs then operating, selling, leasing or joint venturing the properties, or selling the
companies we set up to other companies in the mineral sector at a profit. We also intend to acquire and develop real
estate for multi-unit housing, initially with a focus on meeting the housing demand resulting from expansion of the
energy sector in Wyoming.

Typically, projects initially are acquired, financed and operated by the Company in their joint venture, USECC. From
time to time, some of the projects are then transferred to separate companies organized for that purpose, with the
objective of raising capital from an outside source for further development and/or joint venturing with other
companies. An example of this strategy is Sutter Gold Mining Inc. (“SGMI”) for gold. Additional subsidiaries have been
organized by the Company and include U.S. Moly Corp. (“USMC”) for molybdenum and InterWest, Inc. for real estate.
Initial ownership of these subsidiaries would be by the Company, with additional stock (plus options) held by their
officers, directors and employees.

From 2002 through mid-2005, the Company’s primary focus was in the coalbed methane gas business conducted
through Rocky Mountain Gas, Inc. (“RMG”). RMG was sold to Enterra Energy Trust (“Enterra”) on June 1, 2005, and the
Company’s shares in Pinnacle Gas Resources, Inc. were sold in 2006. During recent years, commodity prices for the
minerals in our other properties have increased significantly, creating valuable opportunities for the Company.

Management’s strategy is to generate a return on investment by demonstrating prospective value in the mineral
properties sufficient to support substantial investments by investment groups, financial institutions and/or industry

partners, and then bring long term development expertise to move the properties into production. The principal drivers

to achieve the business strategy are the quantity and quality of the minerals in the ground, development and mining

costs and international commodity prices. In the alternative, we might sell one or more of our properties or

subsidiaries which hold the properties as we did with RMG in 2005; and the proposed sale of the uranium properties

to Uranium One in 2007.

To demonstrate prospective value and raise the necessary capital for development of the mineral projects,
management may consider having feasibility studies conducted on the some of our mineral properties. However, it is
possible that we may be able to raise capital for or bring an industry partner into a property without having a
feasibility study prepared.
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The principal executive offices of the Company are located in the Glen L. Larsen building at 877 North 8th West,
Riverton, Wyoming 82501, telephone 307-856-9271. SGMI has an office in Sutter Creek, California and Vancouver,
B.C., Canada. USMC has an office in Gunnison, Colorado.

The Company files annual reports, quarterly reports and current reports, proxy statements and other information with
the U.S. Securities and Exchange Commission (the “SEC”). You may read and copy any document we file at the SEC’s
Public Reference Room at Room 1024, 450 Fifth Street, NW, Washington, D.C. 20549. Please call the SEC at
1-800-SEC-3300 for information on the Public Reference Room. The SEC maintains a Web site that contains annual,
quarterly and current reports, proxy statements and other information that issuers (including USE) file electronically
with the SEC. The SEC’s Web site is http://www.sec.gov.

The Company’s Web site is http://www.usnrg.com. The Company makes available free of charge through its internet
site, via a link to the SEC’s Web site at http://www.sec.gov, its annual reports on Form 10-K; quarterly reports on
Form 10-Q; current reports on Form 8-K; proxy statements; and Forms 3, 4 and 5 for stock ownership by directors and
executive officers.

SUMMARY INFORMATION ABOUT THE SUBSIDIARIES
Most operations are conducted through the Company’s subsidiaries or the USECC Joint Venture between USE and
Crested. The table below presents the Company’s consolidated ownership which includes the ownership percentages of

Crested, Plateau and Sutter.

Percent Primary

Subsidiary Owned byBusiness Conducted
USE
Plateau Resources 100% Uranium (Utah) - standby mill - shut down,
Limited, Inc. application filed to reopen and operate, unpatented
mining claims, exploration activities
Crested Corp. 70.9% Uranium and molybdenum (limited reactivation in

uranium and molybdenum planned for 2007), and
gold (through Sutter Gold Mining Inc., being
reactivated on a limited basis).

Sutter Gold Mining Inc. 49.6% Gold (California) - being reactivated on a limited
basis (permitting and exploration)
USECC Joint Venture 100.0% Uranium and molybdenum (inactive with limited

reactivation in uranium and molybdenum planned for
2007), and gold (through Sutter Gold Mining Inc.,
being reactivated on a limited basis). Limited real

estate.
U.S. Moly Corp. 90% Molybdenum (Colorado) - limited reactivation (
operation of water treatment plant, permitting)
InterWest, Inc. 90% Real Estate - inactive, working on properties

prospective for development

The table does not show ownership of subsidiaries which have been formed but not yet active.

-6-
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Potential Merger of Crested with USE

On January 23, 2007, U.S. Energy Corp. (“USE”) and its majority owned (approximately 71% owned by USE)
subsidiary Crested Corp. (“Crested”) signed a plan and agreement of merger (the “merger agreement”) for the proposed
acquisition of the minority shares of Crested (approximately 29% not owned by USE), and the subsequent merger of
Crested into USE pursuant to Wyoming and Colorado law (USE and Crested are Wyoming and Colorado
corporations, respectively). The merger agreement was approved by all directors of both companies. The exchange
ratio of 1 USE share for each 2 Crested shares (not owned by USE) was negotiated between the special committees of
independent directors of both companies, and approved by the full boards of both companies, on December 20, 2006.

See the Forms 8-K filed October 13 and December 26, 2006. The exchange ratio represents an approximate 12%
premium to the relative stock prices between the two companies for the 30 days ended December 18, 2006.

Pursuant to the merger agreement, USE will issue a total of approximately 2,802,481 shares of common stock to the
minority holders of Crested common stock, including the shares equal to the equity value of options to buy Crested
common stock underlying 1,700,000 options (exercise price of $1.71 per share) issued to employees, officers and
directors of USE (Crested has no employees itself), pursuant to the Crested incentive stock option plan (the “ISOP”)
adopted by Crested and approved by its shareholders in 2004. The ISOP will be amended to allow for exercise of
options by cashless exercise, and if the merger is to be consummated, immediately prior to that date, the Crested
options will be so exercised, and the holders of the resulting Crested stock will be entitled to participate in the merger
on the same exchange ratio basis as the current Crested minority shareholders.

USE and its officers and directors have signed an agreement to vote their Crested shares in line with the vote of the
holders of a majority of the Crested minority shares. The affirmative vote of the holders of a majority of the Crested
outstanding shares is required to consummate the merger. USE will not seek USE shareholder approval of the merger.

USE may decline to consummate the merger, even after approval by the holders of a majority of the minority Crested
shares, if the holders of more than 200,000 Crested shares perfect their rights to dissent from the merger under
Colorado law. In addition, USE or Crested may decline to consummate the merger if the ratio of the closing stock
price of either company is 20% greater or less than the exchange ratio for two or more consecutive trading days, even
if the merger has been approved by the holders of a majority of the minority Crested shares.

Consummation of the merger also is subject to (i) USE delivering to the Crested minority shareholders a proxy
statement/prospectus (following declaration of effectiveness by the SEC of a Form S-4 to be filed by USE) for a
special meeting of the Crested shareholders to vote on the merger agreement; and (ii) satisfaction of customary
representations and warranties in the merger agreement.

Navigant Capital Advisors, LLC is acting as financial advisor to the USE special committee, and Neidiger Tucker
Bruner Inc. is acting as financial advisor to the Crested special committee. These firms have delivered opinions to
USE and Crested, to the effects that the exchange ratio is fair to the USE shareholders and to the Crested minority

shareholders, respectively.

The merger and voting agreements are filed as exhibits to this Report.

-
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Industry Segments/Principal Products

The Company had no operating segments during the twelve months ended December 31, 2006. The Company
however did continue to maintain mineral and commercial assets on either a stand by or leased out basis. Minimal
revenues were generated from these operations.

Minerals: The Company is primarily involved in the acquisition of mineral properties, the exploration and
development of those properties, and from time to time the sale and lease of mineral-bearing properties and
production and/or marketing of minerals. The Company currently owns an undeveloped molybdenum property, a
non-operating uranium mill and a number of undeveloped uranium properties, and an interest in a gold property
through its subsidiary, SGMI. All of the mineral properties now are in various stages of reactivation.

Commercial: The motel in Utah was sold in 2003, but reacquired from the buyer through foreclosure in 2006. Real
estate rental and various contract services continue, including management services for subsidiary companies. During
the year ended December 31, 2006 this property was managed by a third party.

In 2006, the Company and Crested started up activities in real estate development through their newly formed
company, InterWest, Inc. No revenues were recognized from these activities during the twelve months ended
December 31, 2006

Minerals - Molybdenum (Inactive and Permitting)

On February 28, 2006, the Company re-acquired the Lucky Jack molybdenum property, (formerly the Mount Emmons
molybdenum property), located near Crested Butte, Colorado. The property was returned to the Company by Phelps
Dodge Corporation (“PD”) in accordance with a 1987 Amended Royalty Deed and Agreement between the Company
and Amax Inc. (“Amax”). The Lucky Jack property includes 25 patented mining claims and approximately 520
unpatented mining claims, which together approximate 5,400 acres. For further information on the Lucky Jack
property see PART I, ITEM 2, PROPERTY / Molybdenum of this Annual Report.

In light of increased molybdic oxide prices, the Company has decided to pursue permitting and development of the
Lucky Jack property. Development of the property for mining will require extensive capital and long term planning
and permitting activities. Capital through equity financing and/or a joint venture or other arrangement will need to be
obtained.

- Markets

Molybdic oxide is an alloy used primarily in specialty steel products for enhanced corrosion resistance, metal
strengthening and heat resistance. Molybdenum chemicals are used in a number of diverse applications such as
lubricants, additives for water treatment, feedstock for the production of pure molybdenum metal and catalysts used
for petroleum refining. Pure molybdenum metal powder products are used in a number of diverse applications, such as
lighting, electronics and specialty steel alloys.
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The metallurgical market for molybdenum is characterized by cyclical and volatile prices, little product differentiation

and strong competition. In the market, prices are influenced by production costs of domestic and foreign competitors,

worldwide economic conditions, world supply/demand balances, inventory levels, the U.S. Dollar exchange rate and

other factors. Molybdenum prices also are affected by the demand for end-use products in, for example, the

construction, transportation and durable goods markets. A substantial portion the of world’s molybdenum supply is
produced as a by-product of copper mining. Today, by-product production is estimated to account for approximately

60% of global molybdenum production.

Molybdenum price experienced continued stability during 2006, with molybdenum prices in 2005 reaching near
historical highs. Production increases were experienced in by-product copper production and primary production as
metal prices improved throughout the year. Production in China remains difficult to estimate; however, based on
published reports, production was negatively impacted in several molybdenum producing regions due to safety
concerns and operational issues. Although more stable, tight supply of western, high-quality materials continued
through the year. The overall market remained in slight deficit during 2006 due to demand outpacing supply.

Annual Metal Week Dealer Oxide mean prices averaged $25.55 per pound in 2006 compared with $32.94 per pound
in 2005, $16.41 per pound in 2004, $5.32 in 2003 and $3.77 in 2002. Continued strong demand has outpaced supply
over the past several years (deficit market conditions) and has reduced inventory levels throughout the industry. See
Platts Metals Week, Ryan’s Notes or Metal Bulletin for more information on molybdenum prices.

- Kobex Resources Ltd. Agreement

On October 6, 2006, the Company and USMC on the one hand, and Kobex Resources Ltd. (“KBX”) (a British Columbia
company traded on the TSX Venture Exchange under the symbol “KBX"), on the other hand, signed a letter agreement
(the “Letter Agreement”) providing KBX an option to acquire up to a 65% interest in certain patented and unpatented
claims held by the Company at the Lucky Jack molybdenum property (“Property”). The Letter Agreement was amended
on December 7, 2006, with an effective date of December 5, 2006.

The total cost to KBX over an estimated period of five years to exercise the full option will be $50 million in option
payments and property expenditures including the costs to prepare a bankable feasibility study on the Property and
with a cash differential payment if this total is less than $50 million.

KBX paid the Company $50,000 as a due diligence fee, which will not be credited against future payments and
expenditures by KBX.

The parties are negotiating a formal operating agreement. If the parties are unable to negotiate and execute a formal
agreement, they nonetheless shall continue to be bound by the terms of the Letter Agreement and Form 5A
(“Exploration, Development and Mine Operating Agreement”) of the Rocky Mountain Mineral Foundation.

The company will deliver executed transfer forms to an independent escrow agent, for the agent’s subsequent delivery
to KBX of a 15% undivided interest, and a further 35% undivided interest, in the Property, when KBX has exercised

each of the stages of the Option (see below). If the Company requests KBX to take the 65% Election (see below), the

Company will deliver to escrow a further transfer form for an additional 15% of the Property, for delivery to KBX

when it earns the additional interest.

12
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The Letter Agreement entitles KBX with an exclusive option (the “Option”) to acquire, in two stages, up to an undivided
65% interest in the Property, by paying all of the Option Payments to the Company and also paying for permitting,
engineering, exploring, operating (including water treatment plant expenses) and all other property-related costs and
expenses (“Expenditures”), until a bankable feasibility study is provided to the Company. Option Payments may be
made in cash or KBX common stock, at KBX’s election. The Expenditures will be paid in cash. KBX also will have to
pay an additional cash amount if the total of all Option Payments and Expenditures is less than $50 million at the time

a bankable feasibility study is delivered to the Company (see below).

Date or Option
Anniversary(D) Payment Expenditures

10 business days

after Effective $ 750,000 -0-
Date®
By first $ $
anniversary® 500,000/1,200,000  3,500,000/4,200,000
By second $ 500,000 $ 5,000,000
anniversary
By third $ 500,000 $ 5,000,000
anniversary
By fourth $ 500,000 $ 2,500,000
anniversary
By fifth $ 500,000
anniversary
$ 30,000,000
$ 3,950,000 $ 46,000,000

(1)  Anniversary of Effective Date.

(2)  If paid in KBX stock, 10 business days after Canadian regulatory
and stock exchange approval which has not yet occurred.

(3)  Of this amount, $700,000 is payable by the first anniversary of
the Effective Date, either by KBX paying an additional like
amount in Expenditures, in the first year; or increasing the first
anniversary option payment by a like amount (payable in cash or
KBX common stock); or a combination of the preceding.

(4)  Delivery of a bankable feasibility study (“BFS”) on the Property. If
the total Option Payments and Expenditures and costs to prepare
the BFS are less than $50 million, KBX will pay the Company
the difference in cash. If the total is more than $50 million before
the BES is completed, the Company and KBX each will pay 50%
of the balance needed to complete the BFS.

Except for the first Expenditures of $3.5 million and the first Option Payment of $750,000 (both of which must be
paid by KBX), all other Option Payments and Expenditures are at KBX’s discretion. However, if KBX fails to make

13
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any other Option Payments and Expenditures by the due dates and applicable grace periods, the Letter Agreement (or
definitive agreement, if any) will be terminated and all rights and interests will revert to the Company.

When KBX has paid $15 million in Expenditures, it will have earned a 15% interest in the Property. When all
remaining Option Payments, and all of the Expenditures over $15 million, have been paid, KBX will have earned an
additional 35% interest (or a 50% total interest). However, when the BFS is delivered, if the total of all Option
Payments, Expenditures, and BFS costs are less than $50 million, earning this additional 35% interest also will be
subject to KBX paying the Company (in cash) the difference between the actual Option payments and Expenditures
paid to date, and $50 million.

-10-
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USE and Crested each hold a 3% gross overriding royalty interest in the Property and this will be reserved for their
separate benefit when the Property is transferred to KBX. If KBX earns a 15% interest in the Property, the royalty will
be reduced to 2.55% each; if KBX earns a 50% interest, the royalty will be reduced to 1.5% each. For one year after
the final reduction, KBX will have the option to terminate 1% (.5% of each 1.5%) by paying $10 million in cash or
KBX common stock (at the Company’s sole discretion), with one-half paid to each USE and Crested.

At such time as KBX has earned a 50% interest, KBX will have the right to form a joint venture with the Company for
the Property on a 50%-50% basis. Alternatively, within four months of earning a 50% interest, KBX may offer the
Company a one time only election to (i) elect to remain in the 50%/50% joint venture; or (ii) to allow KBX to acquire
an additional 15% interest in the Property for a total of 65% interest in the Property (the “65% Election), whereby the
Company would revert to a 35% interest, which change in ownership will require KBX to have arranged all future
property financing on optimal terms; or (iii) have KBX acquire all of the Company’s interest on an agreed upon
valuation basis (but the KBX shares issued cannot be less than 50% for KBX and not more than 50% for the
Company’s interest).

Until KBX earns its 50% interest, KBX will manage all programs on the Property, but a Management Committee
(with two representatives from each of KBX and the Company) will approve all programs and budgets for
Expenditures. If there is a tie vote, the KBX representative would cast the deciding vote. A Technical Committee will
also be formed to operate the venture; each of KBX and the Company will have two representatives. The Technical
Committee will report to the management committee. If voting is equal and there is a tie vote, KBX will have the right
to cast the deciding vote.

KBX may terminate the Letter Agreement or the formal agreement at any time, subject to KBX paying the Company
the initial $1.45 million Option Payment (in cash or KBX stock), and KBX having paid the minimum initial $3.5
million of Expenditures. Further, if and to the extent the initial minimum $1.45 million Option Payment and $3.5
million in Expenditures have not been met, termination by KBX will be subject to its paying to the Company
$700,000 in cash or KBX stock and the difference between $4.2 million and the total Expenditures actually made by
the date of termination.

If KBX pays a broker or finder’s fee in connection with the transaction, the Company will reimburse KBX up to 50%
of the fee (but the reimbursable amount will not exceed Cdn $400,000), in cash or common stock of the Company (at

the Company’s election), in four equal annual installments. The reimbursement obligation would terminate if the Letter
Agreement or the formal agreement is terminated before it is fully paid.

The parties shall use their best efforts to complete and execute the formal agreement for the transaction by March 31,
2007.

Minerals - Uranium (Inactive, Standby, Exploration; Under Contract to Sale)

The Company currently owns a uranium processing mill in southeastern Utah (“Shootaring Canyon uranium mill”),
holds approximately 40,000 acres of mineral claims and leases, and owns historical libraries/data covering several
mines and exploration areas in Utah, Wyoming, Colorado and Arizona. The uranium properties range from
exploration to pre-production status. For further information on the uranium properties, see PART I, ITEM 2.
PROPERTIES/Uranium in this Annual Report.

The Company has decided to pursue permitting and development of its uranium properties in light of the significant
increase in uranium prices during the last few years. Development of the Shootaring Canyon uranium mill and the
development of our uranium properties for mining and production will require extensive capital and considerable time
to plan, permit and develop. Capital through equity financing and/or a joint venture or other arrangement will need to

15
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- Markets

The only significant commercial use for uranium is to fuel nuclear power plants for the generation of electricity. In

recent years, nuclear plants generated approximately 16% of the world’s electricity. The major stages in the production
of nuclear fuel are uranium exploration, mining and milling, refining and conversion, enrichment and fuel fabrication.

Once a commercial uranium deposit is discovered and reserves delineated, regulatory approval to mine is sought.

Following regulatory approval, the mine is developed and ore is extracted and upgraded at a mill to produce uranium

concentrates. Uranium concentrates are sold to nuclear electricity generating companies around the world on the basis

of the U50q4 contained in the concentrates. These utilities then contract with converters, enrichers and fuel fabricators

to produce the required reactor fuel.

The nuclear industry is experiencing stable growth in the form of capacity factor improvements, refurbishments, life
extensions and in Asia and other parts of the world, aggressive new-build programs. It is difficult to determine which
factors will dominate the outlook for nuclear in the long term. However, the demand for nuclear power is expected to
grow even more significantly as increasing electricity demand, the need for non-greenhouse gas emitting base load
energy increases and security of supply begin to take hold globally. Overall, these indicators are expected to support a
stable demand trend for uranium and conversion services in the next 10 years with the potential for accelerated growth
if nuclear energy continues to gain broader acceptance in the world.

The uranium market supply and demand fundamentals continued to remain strong in 2006, indicating a need for more
primary mine production over the coming decade. During the past 20 years, uranium consumption has exceeded mine
production by a wide margin, with the difference being made up by secondary supply sources such as various types of
inventory and recycled products. While there are still inventories, they have been considerably reduced and may be
classified as strategic rather than excess. The continued strong demand, which has outpaced supply over the past
several years (deficit market conditions), has reduced inventory levels throughout the industry.

Uranium oxide prices were $72.00 per pound on December 31, 2006, compared with $36.25 per pound in December
2005, $20.75 per pound in December 2004 and $14.50 per pound in December 2003.

Contract to Sell Uranium Assets to Uranium One - Uranium

On February 22, 2007, USE and Crested, and certain of their private subsidiary companies, signed an Asset Purchase
Agreement (the “APA”) with sxr Uranium One Inc. (“Uranium One,” headquartered in Toronto, Canada with offices in
South Africa and Australia (Toronto Stock Exchange and Johannesburg Stock Exchange, “SXR”)), and certain of its
private subsidiary companies.

The following is only a summary of the APA, and is qualified by reference to the complete agreement filed as an
exhibit to this Report.

At closing of the APA, USE and Crested will sell substantially all of their uranium assets (the Shootaring Canyon
uranium mill in Utah, unpatented uranium claims in Wyoming, Colorado, Arizona and Utah (and geological library
information related to the claims), and USE’s and Crested’s contractual rights with Uranium Power Corp.), to

subsidiaries of Uranium One, for consideration (purchase price) comprised of:

- $750,000 cash (paid in advance on July 13, 2006 after the parties signed the Exclusivity Agreement).
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- 6,607,605 Uranium One common shares, at closing.

- Approximately $5,000,000 at closing, as a UPC-Related payment. On January 31, 2007, USE and Crested, and
Uranium Power Corp. (“UPC), amended their purchase and sale agreement for UPC to buy a 50% interest in certain
of USE and Crested’s mining properties (as well as the mining venture agreement between USE and Crested, and
UPC, to acquire and develop additional properties, and other agreements), to grant USE and Crested the right to
transfer several UPC agreements, including the right to receive all future payments there under from UPC
($4,100,000 cash plus 1,500,000 UPC common shares), to Uranium One. For information about the agreements with
UPC, see below.

At closing of the APA, Uranium One will acquire USE’s and Crested’s agreements with UPC (excluding those
agreements related to Green River South, which will be retained by UPC), for which Uranium One will pay USE the
UPC-Related payment in amount equal to a 5.25% annual discount rate applied to the sum of (i) $4,100,000 plus (ii)
1,500,000 multiplied by the volume weighted average closing price of UPC’s shares for the 10 trading days ending five
days before the APA is closed.

- Approximately $1,400,000, at closing, to reimburse USE and Crested for uranium property exploration and
acquisition expenditures from July 10, 2006 to the closing of the APA. These reimbursable costs relate to USE’s and
Crested’s expenditures on the properties being sold to Uranium One since the signing of the Exclusivity Agreement.

- Additional consideration, if and when certain events occur as follows:

- $20,000,000 cash when commercial production occurs at the Shootaring Canyon Mill (when the Shootaring Canyon
Mill has been operating at 60% or more of its design capacity of 750 short tons per day for 60 consecutive days).

- $7,500,000 cash on the first delivery (after commercial production has occurred) of mineralized material from any
of the properties being sold to Uranium One under the APA (excluding existing ore stockpiles on the properties).

- From and after commercial production occurs at the Shootaring Canyon Mill, a production royalty (up to but not
more than $12,500,000) equal to five percent of (i) the gross value of uranium and vanadium products produced at
and sold from the mill; or (ii) mill fees received by Uranium One from third parties for custom milling or tolling
arrangements, as applicable. If production is sold to a Uranium One affiliate, partner, or joint venturer, gross value
shall be determined by reference to mining industry publications or data.

- Assumption of assumed liabilities: Uranium One will assume certain specific liabilities associated with the assets to
be sold, including (but not limited to) those future reclamation liabilities associated with the Shootaring Canyon
Mill in Utah, and the Sheep Mountain properties in Wyoming. Subject to regulatory approval of replacement bonds
issued by a Uranium One subsidiary as the responsible party, cash bonds in the approximate amount of $6,883,300
on the Shootaring Canyon Mill and other reclamation cash bonds in the approximate amount of $413,400 will be
released and the cash will be returned to USE by the regulatory authorities. Receipt of these amounts is expected to
follow closing of the APA.
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All consideration will be paid to USE, for itself and as agent for Crested and the several private subsidiaries of USE
and Crested that are parties to the APA. As of the date of this Report, USE and Crested have not finalized the
allocation of the consideration as between USE and Crested and the subsidiaries.

Closing of the APA is subject to satisfaction of closing conditions customary to transactions of this nature, including
(i) approval by the Toronto Stock Exchange of the issuance of the Uranium One common shares; (ii) approval by the
State of Utah of the transfer to a Uranium One subsidiary of ownership of the Utah Department of Environmental
Quality, Division of Radiation Control Radioactive Material License related to the Shootaring Canyon Mill; and (iii)
the termination of the review period and receipt of a favorable ruling (following an ‘Exon-Florio’ filing to be made by
the parties under the APA) that the transactions contemplated by the APA would not threaten the national security of
the United States.

USE’s and Crested’s joint venture holds a 4% net profits interest on Rio Tinto’s Jackpot uranium property located on
Green Mountain in Wyoming. This interest is not included in the APA.

The APA also provides that USE, Crested and Uranium One will enter into a “strategic alliance” agreement at closing
under which, for a period of two years, Uranium One will have the first opportunity to earn into or fund uranium
property interests which may in the future be owned or acquired by the Company and Crested outside the five mile
area surrounding the purchased properties.

- UPC Purchase and Sale Agreement

As of January 31, 2007, USE and Crested, and UPC, signed an Amendment to Agreements (filed as an exhibit to this
Report) to allow USE and Crested to transfer to Uranium One all of their rights, responsibilities and obligations under
the Purchase and Sale Agreement, and the Mining Venture Agreement, which relate to uranium properties. In the
Amendment to Agreements, USE and Crested relinquished all their rights to the Green River South property in favor
of UPC, and those specific rights therefore will be excluded from the transfer. All other rights will be transferred to
Uranium One when the APA is closed. The following summarizes the agreements with UPC which are the subject of
the Amendment to Agreements.

On December 8, 2004, the Company entered into a Purchase and Sale Agreement (the “Agreement”) with Bell Coast
Capital Corp. now named Uranium Power Corp. (“UPC”), a British Columbia corporation (TSX-V “UCP-V”) for the sale
to UPC of an undivided 50% interest in the Sheep Mountain properties located in Wyoming.

The Agreement was amended on January 13, 2006. A summary of certain provisions follows: The purchase price for
the properties is $7,050,000 plus 4 million shares of UPC common stock. At December 31, 2006, $2,950,000 has been
paid and 2.5 million UPC shares have been received. An additional $4.1 million and 1.5 million shares are required to
pay the full purchase price as follows: $1.0 million cash on April 29, 2007 and $1.5 million cash on October 29, 2007
(provided that UPC is required to pay 50% of all money it raises after January 13, 2006, which would be applied
against the two cash payments); and two additional payments each of $800,000 cash and 750,000 UPC shares on June
29, 2007 and December 29, 2007, respectively (total $1,600,000 cash and 1,500,000 UPC shares).

UPC will contribute up to $10,000,000 to the joint venture (at $500,000 for each of 20 exploration projects). The
Company and UPC will then be each responsible for 50% of costs on each project in excess of $500,000. The
Company and UPC will also each be responsible for paying 50% of (i) current and future Sheep Mountain reclamation
costs in excess of $1,600,000, and (ii) all costs to maintain and hold the properties.
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UPC may terminate the agreement before closing, in which event UPC (i) would forfeit all payments made to
termination date; (ii) lose all of its interest in the properties to be contributed by the Company under the agreement;
(ii1) lose all rights to additional properties acquired in the joint venture as well as forfeit all cash contributions to the
joint venture, and (iv) be relieved of its share of reclamation liabilities existing at December 8, 2004.

If the Uranium One contract is not closed, then closing of the UPC Purchase and Sale Agreement is required on or
before December 29, 2007, with UPC’s last payment of the purchase price. At the closing, UPC will contribute its 50%
interest in the properties, and the Company will contribute their aggregate 50% interest in the properties, to the joint
venture, wherein UPC and the Company will each hold a 50% interest. If the installments are not timely paid, UPC
will forfeit all of the 50% interest it is to earn in the properties and the joint venture to be formed.

- UPC Mining Venture Agreement

As of April 11, 2005, the Company signed a Mining Venture Agreement with UPC to establish a joint venture, with a
term of 30 years, to explore, develop and mine the properties being purchased by UPC under the Purchase and Sale
Agreement, and acquire, explore and develop additional uranium properties. An area of mutual interest (“AMI”) was
revised by the January 31, 2007 Amendment to Agreements and generally covers uranium properties within one mile
of the properties subject to the joint venture.

In 2005 - 2006, the Company and UPC added the Burro Canyon project (in Colorado), the Breccia Pipes project (in

Arizona) and the Green River North and South (Utah) projects to their joint venture under the Mining Venture

Agreement. Payments by UPC related to these additional uranium properties are separate from the payments required

for UPC to acquire its 50% interest in the Sheep Mountain properties. UPC’s ownership of the 50% interest in the
Burro Canyon and Breccia Pipes project is subject to UPC’s timely completion of all its payment obligations under the
Agreement.

In 2006, the Company and UPC signed an agreement for the Company to earn one-half of UPC’s rights to earn up to a
85% interest in the Green River South project (also known as the Sahara Property) held by Uranium Group (“UG”). For
its one-half interest, the Company would pay $1,475,000 in option payments and work on the properties, plus pay to
UPC (in cash or in USE stock) an amount equal to one-half of the lesser of the value of the UPC stock issued to UG
when issued, and Cdn$1.00 per share. The project would be held and developed in the Mining Venture Agreement

If the contract with Uranium One is closed, the Company will assign to UPC all of the Company’s rights in the Green
River South project, and receive from Uranium One about $441,000 for the Company’s expenditures on the project
from July 10, 2006 to February 22, 2007. Uranium One would have no interest in the project. If the contract is not

closed, the Company may or may not continue to participate in the project.

Minerals - Gold (Permitting and Exploration)

In fiscal 1991, USE acquired an interest in gold properties located in the Mother Lode Mining District of Amador
County, California. The entire Lincoln Project (which is the name we use for the properties) was owned by Sutter
Gold Mining Company, a Wyoming corporation ("SGMC"). SGMC was acquired by Globemin Resources Inc., a
British Columbia corporation which is traded on the TSX Venture Exchange (“TSX-V) under its new name, Sutter
Gold Mining Inc. (“SGMI”).
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In 2005, SGMI received approval of their Waste Discharge Permit application from the California Central Valley
Regional Water Quality Control Board. Approval of the Waste Discharge Permit will allow Sutter Gold to construct
waste piles, use mill tailings for mine back fill and expand its mining operations. The Amador County Board of
Supervisors previously issued a Conditional Use Permit ("CUP") in October 1998 allowing mining and milling of up
to 1,000 tons per day, subject to conditions relating to land use, environmental and public safety issues, road
construction and improvement, and site reclamation.

The profitable mining and processing of gold will depend on many factors, including receipt of permits and keeping in
compliance with permit conditions; delineation through extensive drilling and sampling of sufficient volumes of
mineralized material with sufficient grades to make mining and processing economic over time; continued sustained
high prices for gold, and obtaining the capital required to initiate and sustain mining operations and to build and
operate a gold processing mill. A feasibility study likely will be required to obtain the capital necessary to put the
mine into production and to build and operate a gold processing mill.

In December 2006, SGMI paid $13,300 to acquire an option to acquire the Santa Teresa concession in Baja California
el Norte, Mexico from the Alamo Group, Inc. The property consists of one concession from the Mexican government
covering 183 hectares. Evaluation and planning for the possible development of this property are underway.

- Gold Market

Gold has two main categories of use: product fabrication and investment. Fabricated gold has a variety of end uses,
including jewelry, electronics, dentistry, industrial and decorative uses, medals, medallions and official coins.

The worldwide supply of gold consists of a combination of new production from mining and the draw-down of
existing stocks of bullion and fabricated gold held by governments, financial institutions, industrial organizations and
private individuals. In recent years, mine production has accounted for 60% to 70% of the total annual supply of gold.

Changes in the market price of gold will significantly affect SGMI’s potential profitability and cash flow. Gold prices
can fluctuate widely due to numerous factors, such as demand, forward selling by producers, central bank sales,
purchases and lending, investor sentiment, the strength of the U.S. dollar and global mine production levels.

According to Kitco and Reuters, the average price for gold expressed in U.S. dollars per ounce on the London Bullion
exchange was $603 in 2006, $445 in 2005, $410 in 2004, $363 in 2003 and $310 in 2002.

Real Estate
The Company owns a motel, restaurant and lounge, convenience store, recreational boat storage and service facility,
and improved residential and mobile home lots in Ticaboo, Utah near Lake Powell. The Company also owns various

real estate rentals and other real estate properties, and continues to perform contract and management services for
subsidiary companies.
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The Company plans to develop and acquire additional real estate assets, initially in Wyoming. USE made a secured
convertible loan of $500,000 to P.E.G. Development, LLC (“PEG”) (a full service private real estate development
company) in connection with the potential purchase and development of undeveloped land in Rock Springs,
Wyoming. Subsequent to the initial investment of $500,000, USE determined that it would not convert its debt to
equity. On March 2, 2007, the note was retired by the receipt of $500,000 in principal plus $50,000 for an agreed upon
loan commitment fee and $18,800 in interest.

On January 8, 2007 InterWest, Inc. (“InterWest”), through its wholly owned limited liability company, Remington
Village, LLC, signed a Contract to Buy and Sell Real Estate to purchase approximately 10.15 acres of land located in
Gillette, Wyoming. The purchase price was $1,268,800 payable as follows: $25,000 earnest money deposit and
$1,243,800 payable at closing. InterWest has a sixty day due diligence period and if the final plat and other conditions
are not satisfied, InterWest is not obligated to purchase the property. InterWest also signed a Development Agreement
with PEG to assist in the evaluation of the property and to obtain the entitlements, engineering and architecture
necessary to construct multifamily housing on the property. The cost to obtain entitlements, engineering and
architecture is estimated to be approximately $698,000 and the construction cost of the 216 rental units is estimated to
be between $22 and $25 million.

The Board of Directors has directed the management of InterWest to pursue a commercial loan to finance the
investment, seek and evaluate other business partners in this project, continue due diligence and evaluation of the
project in cooperation with an investment committee of the Board of Directors to determine its economic viability,
and prior to committing construction of the multifamily housing, InterWest shall obtain approval of the Boards of
Directors of USE and Crested. The Board of Directors has also directed that InterWest should attempt to invest no
more than 20% equity into the project should it go forward and that the balance of the funds must come from lenders.

Local demographics suggest Gillette’s population will increase from 26,000 to 50,000 by 2015 because of increased
coal and coalbed methane production in Campbell County, as well as the construction of three new coal fired power

plants nearby. There is significant unmet demand for rental units (none now available and long wait lists). InterWest is

now in negotiations with local large employers to pre-lease 80% or more of the InterWest complex for an extended

period of time.

If InterWest is successful in obtaining entitlements and financing for the project, the land will be purchased in April
2007 and construction would commence in second quarter 2007, with completion expected in second or third quarter
2008. Total purchase and construction costs are estimated at $22 - $25 million (approximately $4.5 million cash
equity, and the balance in bank financing). If the Uranium One contract is not closed, InterWest may sell the property
with the planning permit, instead of constructing the 216 unit complex.

InterWest has engaged PEG to manage and develop the Gillette project. PEG has considerable development
experience including 10 projects in the inter-Rocky Mountain region. PEG has a one time option to convert portions
of its fees into a 15% equity position should the project be constructed.

InterWest intends to expand operations in the multi-family housing sector, with focus on the energy basins of

Wyoming, Utah, and Colorado where housing demand is expected to remain strong.
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CAPITAL ACTIVITIES IN 2006

Sale of Equity Interests Related to Coalbed Methane. In 2006, the Company completed its exit from the coalbed
methane sector by selling securities in the following companies (the securities had been obtained from a prior sale of a
subsidiary and the earlier reorganization of a portion of that subsidiary’s assets).

Liquidation of Enterra Units (part of 2005 sale of RMG). As of December 31, 2006, the Company had sold 682,345
units of Enterra Energy Trust (“Enterra”) and held through its consolidated subsidiary, YSFI, 15,616 units valued at
$123,400. These units were received in June, 2006 as an automatic conversion of its shares of Enterra Acquisition,
which shares were received as partial consideration for the June 2005 sale of RMG to Enterra. The Company and
Crested received $5,313,300 and $2,991,000, respectively, from sale of the Enterra units for consolidated cash receipts
for USE of $8,304,300.

Sale of Pinnacle Gas Resources, Inc. Stock. From 2002 through mid-2005, USE's primary business focus was in the
CBM business conducted through RMG (formed in 1999 by USE and Crested). In 2001, RMG entered into a CBM
property acquisition and development arrangement with a subsidiary of Carrizo Oil & Gas, a public Houston-based
company. In 2003, RMG and the Carrizo subsidiary contributed CBM properties to a new corporation, Pinnacle Gas
Resources, Inc. (“Pinnacle”) in exchange for Pinnacle common stock issued to USE and Crested, and Carrizo. At the
same time, Pinnacle received financing from funds affiliated with DLJ Merchant Banking.

The Pinnacle shares (which had been owned by RMG, but were not sold as part of the 2005 Enterra transaction) were
transferred to USE and Crested in 2005. The transaction with Enterra required USE and Crested to pay Enterra if the
Pinnacle shares were later sold for more than $10 million; the payment (allowed to be by either cash or USE stock)
would be the difference between $10 million and proceeds of sale (but not more than $2 million). In September 2006,
USE and Crested sold their Pinnacle shares in a private transaction for $13.8 million cash, of which Crested received
$4,830,000 and USE received $8,970,000. As a result of the sale of the Pinnacle shares, Crested and USE became
obligated to pay Enterra $2.0 million in either cash or stock of USE. The Company and Crested paid Enterra with
506,395 shares (valued at $3.95 per share at the time) of USE common stock (with a market value of $2 million)
already owned by Crested.

Exercise of Warrants and Options

In 2006, USE issued a total of 226,015 shares of its common stock pursuant to the exercise of warrants; 220,022 net

shares from the exercise of employee options; 57,500 shares pursuant to the 2001 stock compensation plan as

compensation to officers; 3,140 shares to outside directors; 70,756 shares for the annual funding of USE’s Employee
Stock Ownership Plan, 69,930 shares for a financing with Cornell Capital which was later cancelled and 41,894 shares

pursuant to dilution provisions of prior stock issuances.

Sutter Gold Mining Inc. - Gold
In 2006, SGMI raised $3,171,500 of net proceeds from two private placements of its common stock and $242,300

from the exercise of options and warrants. Proceeds have funded general and administrative expenses, a combined
underground and surface diamond drill program and will also be used to prepare a pre-feasibility study on the

property.
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RESEARCH AND DEVELOPMENT

No research and development expenditures have been incurred, either on the Company’s account or sponsored by a
customer of the Company, during the past three fiscal years.

ENVIRONMENTAL
General

Operations are subject to various federal, state and local laws and regulations regarding the discharge of materials into
the environment or otherwise relating to the protection of the environment, including the Clean Air Act, the Clean
Water Act, the Resource Conservation and Recovery Act ("RCRA"), and the Comprehensive Environmental
Response Compensation Liability Act ("CERCLA"). With respect to mining operations conducted in Wyoming and
Colorado, their mine permitting statutes, Abandoned Mine Reclamation Act and industrial development and sitting
laws and regulations also impact us. Similar laws and regulations in California affect SGMI operations and Utah laws
and regulations effect Plateau's operations. Management believes the Company complies in all material respects with
existing environmental regulations.

For information on the approximate reclamation costs (decommissioning, decontamination and other reclamation
efforts for which we are primarily responsible or potentially responsible), see the consolidated financial statements
included in PART III of this Annual Report.

Other Environmental Costs

Actual costs for compliance with environmental laws may vary considerably from estimates, depending upon such
factors as changes in environmental law and regulations (e.g., the new Clean Air Act), and conditions encountered in
minerals exploration and mining. We do not anticipate that expenditures to comply with law regulating the discharge
of materials into the environment, or which are otherwise designed to protect the environment, will have any
substantial adverse impact on our competitive position. Environmental regulatory programs create potential liability
for our operations and may result in requirements to perform environmental investigations or corrective actions under
federal and state laws and federal and state Superfund requirements.

EMPLOYEES

As of March 15, 2007, USE had 26 full-time employees. The expenses associated with USE's employees, including
payroll taxes, fringe benefits and retirement plans are shared with Crested for all ventures in which it participates on a
percentage ownership basis. Crested uses approximately 50 percent of the time of most, but not all USE employees,
and reimburses USE on a cost reimbursement basis for their wages, payroll taxes, benefits, health insurance and ESOP
contributions.

MINING CLAIM HOLDINGS
Title
Nearly all of the uranium mineral properties held by the Company are on federal unpatented claims. Approximately

25 of the Lucky Jack Project mining claims which USE received back from PD are patented claims; however the
majority of the mining claims there are unpatented. Some of our holdings are also in the form of State mineral leases.
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Unpatented claims are located upon federal and public land pursuant to procedures established by the General Mining
Law. Requirements for the location of a valid mining claim on public land depend on the type of claim being staked,
but generally include discovery of valuable minerals, erecting a discovery monument and posting thereon a location
notice, marking the boundaries of the claim with monuments, and filing a certificate of location with the county in
which the claim is located and with the BLM. If the statutes and regulations for the location of a mining claim are
complied with, the locator obtains a valid possessory right to the contained minerals. To preserve an otherwise valid
claim, a claimant must also pay certain rental fees annually to the federal government and make certain additional
filings with the county and the BLM. Failure to pay such fees or