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	(Address of principal executive offices)
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	(346) 509-8734
	
	
	
	

	(Registrant’s telephone number, including area code)
	

	Securities registered pursuant to Section 12(b) of the Act:

	Title of each class
	Trading symbol(s)
	Name of each exchange on which registered

	Common stock, par value $0.01
	
	
	
	USEG
	
	
	NASDAQ Stock Market LLC

	
	
	
	
	
	
	
	
	
	
	(Nasdaq Capital Market)



Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes ☒ No ☐

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit such files). Yes ☒ No ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.


Large accelerated filer ☐

Non-accelerated filer ☒



Accelerated filer ☐

Smaller reporting company ☒

Emerging growth company ☐



If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ☐ No ☒

The registrant had 34,023,549 shares of its common stock, par value $0.01 per share, outstanding as of August 12, 2025.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q (this “Report” or “Form 10-Q”), including “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” contains “forward-looking statements” within the meaning of the federal securities laws, including Section 27A of the Securities Act of 1933, as amended, Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”) and the Private Securities Litigation Reform Act of 1995. All statements other than statements of historical facts are forward-looking statements.

Examples of forward-looking statements in this Report include:

· planned capital expenditures for industrial gas, oil and natural gas exploration and environmental compliance;

· potential drilling locations and available spacing units, and possible changes in spacing rules;

· cash expected to be available for capital expenditures and to satisfy other obligations;

· recovered volumes and values of industrial gas, oil and natural gas approximating third-party estimates;

· anticipated changes in oil and natural gas and future industrial gas production;

· drilling and completion activities and opportunities;

· timing of drilling additional wells and performing other exploration and development projects;

· expected spacing and the number of wells to be drilled with our industry partners;

· when payout-based milestones or similar thresholds will be reached for the purposes of our agreements with our partners;

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

· actual decline rates for producing wells;

· future cash flows, expenses and borrowings;

· pursuit of potential acquisition opportunities;

· economic downturns, wars and increased inflation and interest rates, and possible recessions caused thereby;

· the effects of global pandemics on our operations, properties, the market for industrial gas, oil and natural gas, and the demand for industrial gas, oil and natural gas;

· our expected financial position;

· our expected future overhead reductions;

· our ability to become an operator of industrial gas, oil and natural gas properties;

· our ability to raise additional financing and acquire attractive industrial gas, oil and natural gas properties; and

· other plans and objectives for future operations, including industrial gas exploration and development.

These forward-looking statements are identified by their use of terms and phrases such as “may,” “expect,” “estimate,” “project,” “plan,” “believe,” “intend,” “achievable,” “anticipate,” “will,” “continue,” “potential,” “should,” “could,” “up to,” and similar terms and phrases. Though we believe that the expectations reflected in these statements are reasonable, they involve certain assumptions, risks and uncertainties. Factors that could cause or contribute to such differences include, but are not limited to, those discussed in this Quarterly Report on Form 10-Q, and in particular, under and incorporated by reference in, “Risk Factors”, below, the risks discussed in Part I, Item 1A, “Risk Factors” in our Annual Report on Form 10-K for the fiscal year ended December 31, 2024, and those discussed in other documents we file with the Securities and Exchange Commission (the “SEC” or the “Commission”). Given these risks and uncertainties, readers are cautioned not to place undue reliance on such forward-looking statements.

All subsequent written and oral forward-looking statements attributable to the Company, or persons acting on its behalf, are expressly qualified in their entirety by the cautionary statements above.

All forward-looking statements speak only at the date of the filing of this Report. We do not undertake any obligation to update or revise publicly any forward-looking statements except as required by law, including the securities laws of the United States and the rules and regulations of the SEC.
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Part I. FINANCIAL INFORMATION

Item 1. Financial Statements

U.S. ENERGY CORP. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share and per share amounts)


	
	
	
	
	June 30, 2025
	
	December 31, 2024
	

	
	
	
	
	
	
	
	
	
	
	

	
	ASSETS
	
	
	
	
	
	
	
	
	

	
	Current assets:
	
	
	
	
	
	
	
	
	

	
	Cash and equivalents
	$
	6,728
	$
	7,723
	
	

	
	Oil and natural gas sales receivables
	
	
	567
	
	
	1,298
	
	

	
	Marketable equity securities
	
	
	210
	
	
	131
	

	
	Other current assets
	
	
	710
	
	
	572
	

	
	
	
	
	
	
	
	
	
	
	

	
	Total current assets
	
	
	8,215
	
	
	9,724
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Oil and natural gas under full cost method and industrial gas properties:
	
	
	
	
	
	
	
	
	

	
	Proved oil and natural gas properties
	
	
	137,114
	
	
	142,029
	
	

	
	Less accumulated depreciation, depletion and amortization
	
	
	(114,811)
	
	
	(112,958)
	

	
	
	
	
	
	
	
	
	
	
	

	
	Oil and natural gas properties, net
	
	
	22,303
	
	
	29,071
	

	
	Unevaluated industrial gas properties, not subject to amortization
	
	
	19,415
	
	
	9,384
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Oil, natural gas and industrial gas properties, net
	
	
	41,718
	
	
	38,455
	

	
	
	
	
	
	
	
	
	
	
	

	
	Other Assets:
	
	
	
	
	
	
	
	
	

	
	Property and equipment, net
	
	
	411
	
	
	660
	

	
	Right-of-use asset
	
	
	443
	
	
	528
	

	
	Other assets
	
	
	206
	
	
	300
	

	
	
	
	
	
	
	
	
	
	
	

	
	Total other assets
	
	
	1,060
	
	
	1,488
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Total assets
	$
	50,993
	$
	49,667
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	LIABILITIES AND SHAREHOLDERS’ EQUITY
	
	
	
	
	
	
	
	
	

	
	Current liabilities:
	
	
	
	
	
	
	
	
	

	
	Accounts payable and accrued liabilities
	$
	5,186
	$
	5,466
	
	

	
	Accrued compensation and benefits
	
	
	46
	
	
	
	850
	

	
	Revenue and royalties payable
	
	
	4,532
	
	
	4,836
	
	

	
	Asset retirement obligations
	
	
	800
	
	
	1,000
	
	

	
	Current lease obligation
	
	
	203
	
	
	196
	

	
	
	
	
	
	
	
	
	
	
	

	
	Total current liabilities
	
	
	10,767
	
	
	12,348
	

	
	
	
	
	
	
	
	
	
	
	

	
	Noncurrent liabilities:
	
	
	
	
	
	
	
	
	

	
	Asset retirement obligations
	
	
	11,954
	
	
	
	13,083
	

	
	Long-term lease obligation, net of current portion
	
	
	312
	
	
	415
	

	
	
	
	
	
	
	
	
	
	
	

	
	Total noncurrent liabilities
	
	
	12,266
	
	
	13,498
	

	
	
	
	
	
	
	
	
	
	
	

	
	Total liabilities
	
	
	23,033
	
	
	25,846
	

	
	
	
	
	
	
	
	
	
	
	

	
	Commitments and contingencies (Note 8)
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Shareholders’ equity:
	
	
	
	
	
	
	
	
	

	
	Common stock, $0.01 par value; 245,000,000 shares authorized; 34,021,820 and 27,903,197 shares issued
	
	
	
	
	
	
	
	
	

	
	and outstanding at June 30, 2025 and December 31, 2024, respectively
	
	
	342
	
	
	279
	

	
	Additional paid-in capital
	
	
	234,705
	
	
	221,460
	
	

	
	Accumulated deficit
	
	
	(207,087)
	
	
	(197,918)
	

	
	
	
	
	
	
	
	
	
	
	

	
	Total shareholders’ equity
	
	
	27,960
	
	
	23,821
	

	
	
	
	
	
	
	
	
	
	
	

	
	Total liabilities and shareholders’ equity
	$
	50,993
	$
	49,667
	

	
	
	
	
	
	
	
	
	
	
	



The accompanying notes are an integral part of these unaudited Condensed Consolidated Financial Statements.
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	U.S. ENERGY CORP. AND SUBSIDIARIES
	
	
	
	
	
	
	
	
	
	

	
	
	UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
	
	
	
	

	
	
	FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2025 AND 2024
	
	
	
	
	
	
	

	
	
	(In thousands, except share and per share amounts)
	
	
	
	
	
	
	
	
	

	
	
	
	
	Three Months Ended June 30,
	
	Six Months Ended June 30,
	

	
	
	
	
	2025
	
	
	2024
	
	
	2025
	
	
	2024
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue:
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Oil
	$
	1,844
	$
	5,472
	$
	3,615
	$
	10,199
	

	
	Natural gas and liquids
	
	184
	
	574
	
	607
	
	1,238
	
	

	
	Total revenue
	
	2,028
	
	
	6,046
	
	
	4,222
	
	
	11,437
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Operating expenses:
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Lease operating expenses
	
	1,569
	
	3,076
	
	3,178
	
	6,262
	
	

	
	Gathering, transportation and treating
	
	2
	
	63
	
	18
	
	127
	

	
	Production taxes
	
	148
	
	367
	
	296
	
	710
	

	
	Depreciation, depletion, accretion and amortization
	
	1,118
	
	2,165
	
	2,237
	
	4,360
	
	

	
	Impairment of oil and natural gas properties
	
	2,760
	
	-
	
	2,760
	
	5,419
	
	

	
	General and administrative expenses
	
	2,246
	
	2,091
	
	4,635
	
	4,297
	
	

	
	Loss on sale of assets
	
	424
	
	-
	
	424
	
	-
	
	

	
	Total operating expenses
	
	8,267
	
	
	7,762
	
	
	13,548
	
	
	21,175
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Operating loss
	
	(6,239)
	
	(1,716)
	
	(9,326)
	
	(9,738)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Other income (expense):
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Commodity derivative loss, net
	
	-
	
	
	(112)
	
	-
	
	(1,493)
	

	
	Interest expense, net
	
	(47)
	
	(131)
	
	(95)
	
	(251)
	

	
	Other income, net
	
	228
	
	(19)
	
	252
	
	(15)
	

	
	Total other income (expense)
	
	181
	
	
	(262)
	
	
	157
	
	
	(1,759)
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net loss before income taxes
	$
	(6,058)
	$
	(1,978)
	$
	(9,169)
	$
	(11,497)
	

	
	Income tax expense
	
	-
	
	
	4
	
	-
	
	(14)
	

	Net loss
	$
	(6,058
	)
	$
	(1,974
	)
	$
	(9,169
	)
	$
	(11,511
	)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Basic and diluted weighted average shares outstanding
	
	32,672,866
	
	25,452,814
	
	33,370,898
	
	25,420,517
	

	
	Basic and diluted loss per share
	$
	(0.19)
	$
	(0.08)
	$
	(0.27)
	$
	(0.45)
	



The accompanying notes are an integral part of these unaudited Condensed Consolidated Financial Statements.
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U.S. ENERGY CORP. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CHANGES

IN SHAREHOLDERS’ EQUITY

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2025 AND 2024

(in thousands, except share amounts)

	
	
	Common Stock
	
	Additional
	
	
	
	
	
	
	

	
	
	
	
	Paid-in
	Accumulated
	
	
	
	

	
	
	Shares
	
	
	Amount
	
	
	Capital
	
	Deficit
	
	Total
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Balances, December 31, 2023
	25,333,870
	
	$
	253
	$
	218,403
	$
	(172,134)
	$
	46,522
	

	
	Stock-based compensation
	-
	
	
	
	-
	
	200
	
	-
	
	200
	

	
	Shares issued upon vesting of restricted stock awards
	426,104
	
	
	
	4
	
	(4)
	
	-
	
	-
	
	

	
	Shares withheld to settle tax withholding obligations for
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	restricted stock awards
	(98,761)
	
	
	(1)
	
	(104)
	
	-
	
	(105)
	

	
	Share repurchases
	(318,200)
	
	
	(3)
	
	(334)
	
	-
	
	(337)
	

	
	Net loss
	-
	
	
	
	-
	
	-
	
	(9,537)
	
	(9,537)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Balances, March 31, 2024
	25,343,013
	
	$
	253
	$
	218,161
	$
	(181,671)
	$
	36,743
	

	
	Shares issued for acquisition of industrial gas properties
	2,600,000
	
	
	
	26
	
	2,652
	
	-
	
	2,678
	
	

	
	Stock-based compensation
	-
	
	
	
	-
	
	476
	
	-
	
	476
	

	
	Shares issued upon vesting of restricted stock awards
	280,000
	
	
	
	3
	
	(3)
	
	-
	
	-
	
	

	
	Shares withheld to settle tax withholding obligations for
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	restricted stock awards
	(24,754)
	
	
	-
	
	(27)
	
	-
	
	(27)
	

	
	Share repurchases
	(145,300)
	
	
	(1)
	
	(167)
	
	-
	
	(168)
	

	
	Net loss
	-
	
	
	
	-
	
	-
	
	(1,974)
	
	(1,974)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balances, June 30, 2024
	28,052,959
	
	$
	281
	$
	221,092
	$
	(183,645)
	$
	37,728
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Balances, December 31, 2024
	27,903,197
	
	$
	279
	$
	221,460
	$
	(197,918)
	$
	23,821
	

	
	Shares issued for acquisition of industrial gas properties
	1,400,000
	
	
	
	14
	
	2,618
	
	-
	
	2,632
	
	

	
	Shares issued upon vesting of restricted stock awards
	851,515
	
	
	
	9
	
	(9)
	
	-
	
	-
	
	

	
	Shares withheld to settle tax withholding obligations for
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	restricted stock awards
	(203,281)
	
	
	(2)
	
	(322)
	
	-
	
	(324)
	

	
	Shares sold in underwritten offering, net of offering costs
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	$1,032
	4,871,400
	
	
	
	49
	
	11,828
	
	-
	
	11,877
	
	

	
	Share repurchases
	(125,600)
	
	
	(1)
	
	(233)
	
	-
	
	(234)
	

	
	Shares repurchased from related party
	(635,400)
	
	
	(6)
	
	(1,568)
	
	-
	
	(1,574)
	

	
	Stock-based compensation
	-
	
	
	
	-
	
	471
	
	-
	
	471
	

	
	Net loss
	-
	
	
	
	-
	
	-
	
	(3,111)
	
	(3,111)
	

	
	Balances, March 31, 2025
	34,061,831
	
	
	
	342
	
	
	234,244
	
	
	(201,029)
	
	
	33,557
	
	

	
	Shares issued upon vesting of restricted stock awards
	50,000
	
	
	
	1
	
	-
	
	-
	
	1
	

	
	Shares withheld to settle tax withholding obligations for
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	restricted stock awards
	(18,211)
	
	
	(0)
	
	(22)
	
	-
	
	(22)
	

	
	Share repurchases
	(71,800)
	
	
	(1)
	
	(82)
	
	-
	
	(83)
	

	
	Shares repurchased from related party
	-
	
	
	
	-
	
	-
	
	-
	
	-
	
	

	
	Stock-based compensation
	-
	
	
	
	-
	
	563
	
	-
	
	563
	

	
	Net loss
	-
	
	
	
	-
	
	-
	
	(6,058)
	
	(6,058)
	

	Balances, June 30, 2025
	34,021,820
	
	
	$
	342
	
	$
	234,705
	
	$
	(207,087)
	
	$
	27,960
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



The accompanying notes are an integral part of these unaudited Condensed Consolidated Financial Statements.
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U.S. ENERGY CORP. AND SUBSIDIARIES UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE SIX MONTHS ENDED JUNE 30, 2025 AND 2024 (in thousands)


	
	
	2025
	
	
	
	
	2024
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Cash flows from operating activities:
	
	
	
	
	
	
	
	
	

	
	Net loss
	$
	(9,169)
	$
	(11,511)
	

	
	Adjustments to reconcile net loss to net cash (used in) provided by operating activities:
	
	
	
	
	
	
	
	
	

	
	Depreciation, depletion, accretion, and amortization
	
	
	2,237
	
	
	4,360
	
	

	
	Impairment of oil and natural gas properties
	
	
	2,760
	
	
	5,419
	
	

	
	Loss on sale of assets
	
	
	424
	
	
	-
	
	

	
	Total commodity derivatives losses, net
	
	
	-
	
	
	
	1,493
	
	

	
	Commodity derivative settlements received
	
	
	-
	
	
	
	525
	

	
	Loss (gain) on marketable equity securities
	
	
	(79)
	
	
	5
	

	
	Impairment and loss on real estate held for sale
	
	
	-
	
	
	
	11
	
	

	
	Amortization of debt issuance costs
	
	
	45
	
	
	
	24
	
	

	
	Stock-based compensation
	
	
	1,034
	
	
	675
	

	
	Right-of-use asset amortization
	
	
	85
	
	
	
	81
	
	

	
	Changes in operating assets and liabilities:
	
	
	
	
	
	
	
	
	

	
	Oil and natural gas sales receivable
	
	
	731
	
	
	434
	

	
	Other assets
	
	
	31
	
	
	
	(372)
	

	
	Accounts payable and accrued liabilities
	
	
	(3,022)
	
	
	(372)
	

	
	Accrued compensation and benefits
	
	
	(804)
	
	
	(265)
	

	
	Revenue and royalties payable
	
	
	(304)
	
	
	(34)
	

	
	Payments on operating lease liability
	
	
	(96)
	
	
	(89)
	

	
	Payments of asset retirement obligations
	
	
	-
	
	
	
	(58)
	

	
	
	
	
	
	
	
	
	
	
	

	
	Net cash provided by (used in) operating activities
	
	
	(6,126)
	
	
	326
	

	
	
	
	
	
	
	
	
	
	
	

	
	Cash flows from investing activities:
	
	
	
	
	
	
	
	
	

	
	Acquisition of industrial gas properties
	
	
	(2,128)
	
	
	(2,213)
	

	
	Industrial gas capital expenditures
	
	
	(2,504)
	
	
	-
	
	

	
	Oil and natural gas capital expenditures
	
	
	(18)
	
	
	(667)
	

	
	Property and equipment expenditures
	
	
	(3)
	
	
	(202)
	

	
	Net proceeds from sale of oil and natural gas properties
	
	
	144
	
	
	247
	

	
	Proceeds from sale of real estate assets
	
	
	-
	
	
	
	139
	

	
	
	
	
	
	
	
	
	
	
	

	
	Net cash used in investing activities
	
	
	(4,509)
	
	
	(2,696)
	

	
	
	
	
	
	
	
	
	
	
	

	
	Cash flows from financing activities:
	
	
	
	
	
	
	
	
	

	
	Borrowings on credit facility
	
	
	-
	
	
	
	2,000
	
	

	
	Payments on insurance premium finance note
	
	
	-
	
	
	
	(62)
	

	
	Shares withheld to settle tax withholding obligations for restricted stock awards
	
	
	(346)
	
	
	(132)
	

	
	Repurchases of common stock
	
	
	(316)
	
	
	(564)
	

	
	Related party share repurchase
	
	
	(1,574)
	
	
	-
	
	

	
	Proceeds from underwritten offering
	
	
	11,877
	
	
	-
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Net cash provided by financing activities
	
	
	9,641
	
	
	1,242
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Net decrease in cash and equivalents
	
	
	(995)
	
	
	(1,128)
	

	
	
	
	
	
	
	
	
	
	
	

	
	Cash and equivalents, beginning of period
	
	
	7,723
	
	
	3,351
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Cash and equivalents, end of period
	$
	6,728
	$
	2,223
	
	

	
	
	
	
	
	
	
	
	
	
	




The accompanying notes are an integral part of these unaudited Condensed Consolidated Financial Statements. Please see Note-15- Supplemental Disclosures of Cash Flow Information.
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U.S. ENERGY CORP. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS


1. ORGANIZATION, OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES Organization and Operations

U.S. Energy Corp. (collectively with its wholly-owned subsidiaries are referred to as the “Company” in these notes to unaudited Condensed Consolidated Financial Statements) is incorporated in the State of Delaware. The Company’s principal business activities are focused on the acquisition, exploration, development and processing of helium, carbon dioxide, nitrogen and hydrocarbons (collectively, "industrial gas" or "industrial gases"), and oil and natural gas properties (collectively referred to as "commodities" or "industrial gas and oil and natural gas") in the United States.

Basis of Presentation

The accompanying unaudited Condensed Consolidated Financial Statements are presented in accordance with U.S. generally accepted accounting principles (“GAAP”) and have been prepared by the Company pursuant to the rules and regulations of the Securities and Exchange Commission (the “SEC”) regarding interim financial reporting. Accordingly, certain information and footnote disclosures required by GAAP for complete financial statements have been condensed or omitted in accordance with such rules and regulations. In the opinion of management, all adjustments (consisting of normal recurring adjustments) considered necessary for a fair presentation of the Condensed Consolidated Financial Statements have been included.

For further information, refer to the consolidated financial statements and footnotes thereto included in our Annual Report on Form 10-K for the year ended December 31, 2024, as filed with the SEC on March 13, 2025. Our financial condition as of June 30, 2025, and operating results for the three and six months ended June 30, 2025, are not necessarily indicative of the financial condition and results of operations that may be expected for any future interim period or for the year ending December 31, 2025.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Significant estimates include oil and natural gas reserves that are used in the calculation of depreciation, depletion, amortization ("DD&A") and impairment of the carrying value of proved oil and natural gas properties, and the cost and timing of future asset retirement obligations. The Company evaluates its estimates on an on-going basis and bases its estimates on historical experience and on various other assumptions the Company believes to be reasonable. Due to inherent uncertainties, including the future prices of oil and natural gas, these estimates could change in the near term and such changes could be material.

Principles of Consolidation

The accompanying unaudited Condensed Consolidated Financial Statements have been prepared in conformity with GAAP and include the accounts of U.S. Energy Corp. and its wholly-owned subsidiaries. U.S. Energy Corp. accounts for its share of oil and natural gas exploration and production activities, and industrial gas activities in which it has a direct working interest, by reporting its proportionate share of assets, liabilities, revenues, costs, and cash flows within the relevant lines on the Condensed Consolidated Balance Sheets, Statements of Operations, and Statements of Cash Flows. All inter-company balances and transactions have been eliminated in consolidation.

Industry Segment and Geographic Information

The Company currently operates in the exploration and production segment of the oil and natural gas industry, onshore in the United States. The Company’s operations are all related to oil and natural gas from which the Company derives all its revenues. The Company manages its business as a single reportable segment, as its operations are focused on assets with similar economic characteristics, production processes, types of purchasers, regulatory environment and customers which are consistent across the Company. Therefore, the Company aggregates its operating regions into one reportable segment. Our principal properties and operations are currently in the Rockies region (Montana, and Wyoming), the Mid-Continent region (Oklahoma, Kansas, and North and East Texas), and West Texas, South Texas and Gulf Coast region. Our Chief Executive Officer is our chief operating decision maker (CODM). The CODM utilizes operating income or loss as the primary operating measure to evaluate the performance of properties, which is revenues less lease operating expenses. Other segment items primarily consist of total assets, DD&A, general and administrative expense, gain or loss on derivative activity, interest expense and income tax expense or benefit. Our significant segment expenses and other segment items are derived from and can be found within the Condensed Consolidated Balance Sheets and Condensed Consolidated Statements of Operations.
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Industrial Gas Properties

The Company capitalizes all costs associated with the acquisition, exploration and development of industrial gas properties. The acquisition of leases, costs of acquiring drilling permits, drilling, development and asset retirement costs are capitalized as exploration and unevaluated properties. When commercially viable quantities of industrial gas reserves are discovered, the associated costs are reclassified to evaluated assets. Insignificant unevaluated properties will be subject to amortization over the lease life unless the property is held in perpetuity by ongoing operations. The Company will periodically assess significant exploration and unevaluated properties on a property by property basis to determine whether they have been impaired. The assessment would include a review of capital plans including drilling or construction of production infrastructure on the property and assessment of expected cash flows for recoverability. Any additional costs to develop the properties or to construct infrastructure to produce and process industrial gases, including processing plant construction costs, will be capitalized as evaluated. Interest expense, if any, is capitalized on qualifying expenditures. Evaluated industrial gas properties are subject to DD&A once production commences utilizing the units of production method. Evaluated industrial gas properties are stated at cost, less accumulated depletion, depreciation and amortization.

The carrying value of evaluated properties is reviewed for impairment when there are indications that it may not be recoverable due to significant and prolonged declines in prices, significant reductions in estimated resources, changes in the Company’s plans or other significant events that indicate that an impairment may exist. If any such indication of impairment exists and the sum of the undiscounted cash flows is less than the carrying value of the evaluated property, the carrying value is reduced to estimated fair value and reported as an impairment charge in the period with a reduction in the associated carrying cost. Individual evaluated properties are grouped for impairment purposes at the lowest level for which there are identifiable cash flows. The fair value of impaired property is typically determined based on the present value of expected future cash flows using discount rates believed to be consistent with market participants. The impairment test incorporates several assumptions involving expectations of future cash flows which can change significantly over time. These assumptions include estimates of future production, future contracted industrial gas prices, estimates of future operating and development costs.

Proceeds from partial dispositions of unevaluated property are offset against the acquisition cost with no gain or loss recognized and the remaining unevaluated property will be subject to impairment assessment. In the event we dispose of all interest in a significant, unevaluated property, gain or loss will be recognized. Gain or loss will be recognized on dispositions of evaluated properties.

Recently Adopted Accounting Standards

In December 2023, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) 2023-09 "Income Taxes (Topic 740) Improvements to Income Tax Disclosures," which is effective for annual periods beginning after December 15, 2024.

The amendments from this update provide transparency about income tax information through improvements primarily related to the rate reconciliation and income taxes paid information. Among other disclosures, public business entities are required to disclose a tabular reconciliation, using both percentages and reporting currency amounts, showing detail from eight specific categories: (a) state and local income tax net of federal (national) income tax effect, (b) foreign tax effects, (c) effect of changes in tax laws or rates enacted in the current period, (d) effect of cross-border tax laws, (e) tax credits, (f) changes in valuation allowances, (g) nontaxable or nondeductible items, and (h) changes in unrecognized tax benefits. In addition, public business entities are required to separately disclose any reconciling item, disaggregated by nature and/or jurisdiction, in which the effect of the reconciling item is equal to or greater than five percent of the amount computed by multiplying the income (or loss) from continuing operations before income taxes by the applicable statutory income tax rate. Also, for the state and local category, a public business entity is required to provide a qualitative description of the states and local jurisdictions that make up the majority (greater than 50 percent) of the category. Additional disclosures required a disaggregation of both continuing income before income taxes and taxes paid by jurisdiction. The Company is currently assessing the impact of adopting this new guidance on its financial disclosures.

New Accounting Pronouncement Not Yet Adopted

In November 2024, the FASB issued ASU 2024-03, “Income Statement—Reporting Comprehensive Income—Expense Disaggregation Disclosures (Subtopic 220-40),” which expands disclosures around a public entity’s costs and expenses of specific items (i.e. employee compensation, and DD&A), requires the inclusion of amounts that are required to be disclosed under GAAP in the same disclosure as other disaggregation requirements, requires qualitative descriptions of amounts remaining in expense captions that are not separately disaggregated quantitatively, and requires disclosure of total selling expenses, and in annual periods, the definition of selling expenses. The amendment does not change or remove existing disclosure requirements. The amendment is effective for fiscal years beginning after December 15, 2026, and interim periods with fiscal years beginning after December 15, 2027. Early adoption is permitted, and the amendment can be adopted prospectively or retrospectively to any or all periods presented in the financial statements. The Company is currently assessing the impact of adopting this standard.


2. ACQUISITIONS AND DIVESTITURES Acquisition of industrial gas acreage

On January 7, 2025, the Company entered into, and simultaneously closed the related party transactions contemplated by, a Purchase and Sale Agreement (the “Synergy Purchase Agreement”), with Synergy Offshore LLC (“Synergy”). Synergy is controlled by Mr. Duane H. King, a member of the Board of Directors of the Company, who serves as the Chief Executive Officer and Manager of Synergy, and John A. Weinzierl, the Company’s Chairman, who is an approximate sixty percent beneficial owner of Synergy.

Pursuant to the Synergy Purchase Agreement, the Company purchased from Synergy, 24,000 net operated acres located across the Kevin Dome structure in Toole County, Montana, which are highly contiguous to the 144,000 net acres located across the Kevin Dome structure in Toole County, Montana acquired by the Company in June 2024 from Wavetech Helium, including all leases, wells, rights and interests in, under or derived from all communalization, unitization, or pooling agreements or pooling orders, easements, mineral interests, contracts, production, equipment, claims, receivables, indemnities, permits, seismic studies and records, associated therewith (collectively, the “Property”), subject to Synergy retaining an undivided twenty percent (20.00%) of Synergy’s right, title, and interest in the Property, and certain excluded assets (the “Synergy Reserved Interest”).

The Property was acquired in consideration for (a) $2.0 million in cash, subject to customary adjustments; (b) 1,400,000 shares of the Company’s common stock (representing 4.76% of the Company’s outstanding common stock at the time of the entry into the Purchase Agreement) (the “Closing Shares”); (c) a carried working interest whereby the Company agreed to cover and pay for 100% of Synergy’s costs attributable to the Synergy Reserved Interest, until the

earlier of (i) 78 months from the closing date; or (ii) the date the total costs associated therewith total $20 million; (d) the Company's agreement to pay Synergy 18% of the cash amounts it actually realizes from our sequestration of carbon oxides or similar substances derived directly from the area of mutual interest (“AMI”) surrounding the Property; and (e) the Company's agreement to pay Synergy 18% of the gain we may receive in connection with the sale of the future, first, gas processing plant located on the Property (which includes any expansions connected to the initial installation that processes production from within the AMI in which the Company has a financial interest), in the same form as the consideration we receive upon such sale. Total consideration was $4.7 million. The transaction was accounted for as an asset acquisition and recorded as an unevaluated industrial gas asset upon closing.

Divestitures

During the second quarter of 2025, we entered into a negotiated post-closing cash settlement and recognized an additional loss of $424 thousand on our

$6.825 million divestment in Henderson, Anderson, Liberty and Chambers County, Texas that closed on December 31, 2024. The Company also closed on the sale of a portion of our operated Wyoming properties for approximately $500 thousand during the second quarter of 2025. Proceeds from the Wyoming divestiture were recorded as an adjustment to the full cost pool. The removal of the related asset retirement obligation was recorded as an adjustment to accumulated depreciation, depletion and amortization with no gain or loss recognized in the Statements of Operations.
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3. REVENUE RECOGNITION

The Company disaggregates revenues from its share of revenue from the sale of oil and natural gas and liquids by region. The Company’s revenues in the Rockies region, West Texas, South Texas, and Gulf Coast region, and Mid-Continent region for the three and six months ended June 30, 2025 and 2024, are presented in the following table:

	
	
	Three Months Ended June 30,
	
	Six Months Ended June 30,

	
	
	2025
	
	
	2024
	
	
	2025
	
	
	2024
	

	
	
	
	
	
	(in thousands)
	
	
	

	Revenue:
	
	
	
	
	
	
	
	
	
	
	
	

	Rockies
	
	
	
	
	
	
	
	
	
	
	
	

	Oil
	$
	1,340
	$
	2,042
	$
	2,697
	$
	3,763
	

	Natural gas and liquids
	
	34
	
	
	41
	
	103
	
	82
	

	Total
	$
	1,374
	
	$
	2,083
	
	$
	2,800
	
	$
	3,845
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	West Texas, South Texas, and Gulf Coast
	
	
	
	
	
	
	
	
	
	
	
	

	Oil
	$
	251
	$
	1,807
	$
	484
	$
	3,406
	

	Natural gas and liquids
	
	9
	
	69
	
	20
	
	115

	Total
	$
	260
	
	$
	1,876
	
	$
	504
	
	$
	3,521
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Mid-Continent
	
	
	
	
	
	
	
	
	
	
	
	

	Oil
	$
	253
	$
	1,623
	$
	433
	$
	3,030
	

	Natural gas and liquids
	
	141
	
	464
	
	485
	
	1,041
	

	Total
	$
	394
	
	$
	2,087
	
	$
	918
	
	$
	4,071
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Combined Total
	$
	2,028
	$
	6,046
	$
	4,222
	$
	11,437
	

	
	
	
	
	
	
	
	
	
	
	
	
	




Significant concentrations of credit risk

The Company has exposure to credit risk in the event of non-payment of oil and natural gas receivables by purchasers of its operated oil and natural gas properties. The following table presents the purchasers that accounted for 10% or more of the Company’s total oil and natural gas revenue for at least one of the periods presented:

Six Months Ended

June 30,

	
	2025
	
	
	2024
	

	Purchaser A
	45%
	25%

	Purchaser B
	21%
	28%

	Purchaser C
	7%
	4%




4. LEASES

The Company’s operating lease right-of-use asset and lease obligation are recognized at their discounted present value under the following captions in the

Condensed Consolidated Balance Sheets as of June 30, 2025 and December 31, 2024:

	
	
	
	June 30, 2025
	
	
	December 31, 2024
	

	
	
	
	(in
	thousands)
	
	

	
	Right-of-use asset
	$
	443
	$
	528

	
	Lease liability
	
	
	
	
	
	
	

	
	Current lease obligation
	$
	203
	$
	196

	
	Long-term lease obligation
	
	312
	
	
	415

	
	
	
	
	
	
	
	
	

	
	Total lease liabilities
	$
	515
	$
	611

	
	
	
	
	
	
	
	
	



The Company recognizes lease expense on a straight-line basis excluding short-term and variable lease payments, which are recognized as incurred. Short-term lease cost represents payments for oilfield equipment with original lease terms less than one year. The following are the amounts recognized as components of lease cost for the three and six months ended June 30, 2025 and 2024:

	
	
	Three Months Ended June 30,
	
	Six Months Ended June 30,

	
	
	2025
	
	
	
	2024
	
	
	2025
	
	
	2024
	

	
	
	
	
	
	
	(in thousands)
	
	
	

	Operating lease cost
	$
	49
	$
	49
	$
	97
	$
	97
	

	Short-term lease cost
	
	
	35
	
	138
	
	60
	
	350

	Total lease costs
	
	$
	84
	
	$
	187
	
	$
	157
	
	$
	447
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The Company’s Houston office operating lease does not contain implicit interest rates that can be readily determined; therefore, the Company used the incremental borrowing rates in effect at the time the Company entered into the leases.

As of June 30,

	
	2025
	
	
	
	
	2024
	

	
	
	(in
	thousands)
	

	Weighted average lease term (years)
	2.4
	
	
	3.4
	

	Weighted average discount rate
	4.25%
	
	
	4.25%

	Maturity of operating lease liabilities with terms of one year or more as of June 30, 2025 is presented in the following table:
	
	
	
	
	
	

	
	
	
	
	
	
	June 30, 2025

	
	
	
	
	
	
	(in thousands)
	

	2025
	
	$
	110
	

	2026
	
	
	
	
	
	224
	

	2027
	
	
	
	
	
	210
	

	Total lease payments
	
	$
	544
	

	Less: imputed interest
	
	
	
	
	(29)

	
	
	
	
	
	
	
	

	Total lease liability
	$
	515
	

	
	
	
	
	
	
	
	




5. OIL AND NATURAL GAS PRODUCING ACTIVITIES Full Cost Method Ceiling Test and Impairment

The reserves used in the ceiling test incorporate assumptions regarding pricing and discount rates over which management has no influence in the determination of present value. In the calculation of the ceiling test as of June 30, 2025, the Company used $70.48 per barrel for oil and $2.86 per one million British Thermal Units for natural gas (as further adjusted for property, specific gravity, quality, local markets and distance from markets) to compute the future cash flows of the Company’s producing properties. The discount factor used was 10%. The Company recorded a $2.8 million ceiling test write-down of its oil and natural gas properties during the three months ended June 30, 2025, due to the reduction in the value of proved oil and natural gas reserves primarily as a result of a decrease in crude oil prices and reserve reductions from recent divestitures.

The Company recorded a $5.4 million ceiling test write-down of its oil and natural gas properties during the six months ended June 30, 2024, due to a reduction in the value of proved oil and natural gas reserves primarily as a result of a decrease in crude oil and natural gas prices, as well as reserves revisions related to wells shut-in during the first quarter of 2024 and updates to the decline curves for certain wells.


6. Credit Facility

On January 5, 2022, the Company entered into a four-year credit agreement (“Credit Agreement”) with FirstBank Southwest (“FirstBank”) as administrative agent for one or more lenders (the “Lenders”), which provided for a revolving line of credit with an initial borrowing base of $15 million, and a maximum credit amount of $100 million. Borrowings under the Credit Agreement are collateralized by a first priority, perfected lien and security interests on substantially all assets of the Company (subject to permitted liens and other customary exceptions). On July 26, 2022, the Company entered into a letter agreement with FirstBank whereby it increased the borrowing base under the Credit Agreement from $15 million to $20 million. Under the Credit Agreement, revolving loans may be borrowed, repaid and re-borrowed until January 5, 2026, when all outstanding amounts must be repaid.

Under the Credit Agreement, revolving loans may be borrowed, repaid and re-borrowed until January 5, 2026, when all outstanding amounts must be repaid. Interest on the outstanding amounts under the Credit Agreement will accrue at an interest rate equal to the greater of (i) the prime rate in effect on such day, and (ii) the Federal Funds rate in effect on such day (as determined in the Credit Agreement) plus 0.50%, and an applicable margin that ranges between 0.25% to 1.25% depending on utilization of the amount of the borrowing base (the “Applicable Margin”). Interest expense from drawn balances recognized on the Credit Agreement and the weighted average interest rates for the three and six months ended June 30, 2025 and 2024 are presented in the following table:

	
	Three Months Ended June 30,
	
	
	Six Months Ended June 30,

	
	2025
	
	2024
	
	
	
	2025
	2024
	

	
	
	
	(in thousands)
	
	

	Interest expense
	$
	-   $
	114
	$
	-   $
	225

	Weighted average interest rate
	
	0%
	9%
	
	
	0%
	9%



The Credit Agreement contains various restrictive covenants and compliance requirements, which include: (i) maintenance of certain financial ratios, as defined in the Credit Agreement tested quarterly, that limit the Company’s ratio of total debt to EBITDAX (as defined in the Credit Agreement) to 3:1 and require its ratio of consolidated current assets to consolidated current liabilities (as each is described in the Credit Agreement) to remain at 1:1 or higher; (ii) restrictions on making restricted payments as defined in the Credit Agreement, including the payment of cash dividends and repurchases of equity interests (subject to certain limited rights to make restricted payments as long as no event of default has occurred, or would result from the restricted payment, certain financial ratios are met and the borrowing availability after giving pro forma effect to any borrowing to be made on the date of the restricted payment is greater than, or equal to, 20% of the then existing borrowing base); (iii) limits on the incurrence of additional indebtedness; (iv) a prohibition on the entry into commodity swap contracts exceeding a specified percentage of our expected production; and (v) restrictions on the disposition of assets. As of June 30, 2025, the borrowing base was $20 million.

There were no amounts outstanding on the Credit Agreement as of June 30, 2025 and December 31, 2024 and the Company incurred no cash interest expense. The Company incurs $25 thousand per quarter for the non-use fee if we have no borrowings under the Credit Agreement.


11
[image: ]

Table of Contents


7. COMMODITY DERIVATIVES

The Company’s results of operations and cash flows are affected by changes in market prices for crude oil and natural gas. To manage a portion of its exposure to price volatility from producing crude oil and natural gas, the Company may enter into commodity derivative contracts to protect against price declines in future periods. The Company does not enter into derivative contracts for speculative purposes. The Company does not apply hedge accounting. Accordingly, changes in the fair value of the derivative contracts are recorded in the Condensed Consolidated Statements of Operations and are included as a non-cash adjustment to net loss in the operating activities section in the Condensed Consolidated Statements of Cash Flows.

As of June 30, 2025 and December 31, 2024, the Company no longer has any commodity derivative contracts outstanding.

The following table summarizes the components of the commodity derivative settlement gain (loss) as well as the components of the net commodity derivative (gain) loss line-item presentation in the accompanying Condensed Consolidated Statements of Operations:

	
	
	
	Three Months Ended June 30,
	
	Six Months Ended June 30,
	

	
	
	
	2025
	
	
	2024
	
	
	2025
	
	
	2024
	
	

	
	
	
	(in thousands)
	
	
	
	
	
	
	
	
	

	
	Commodity derivative settlement gain (loss):
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Oil contracts
	$
	-
	
	$
	121
	$
	-
	$
	525
	

	
	Total commodity derivative settlement gain (loss)
	$
	-
	
	$
	121
	
	$
	-
	
	$
	525
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Total net commodity derivative gain (loss):
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Oil contracts
	$
	-
	
	$
	(112)
	$
	-
	$
	(1,493)
	

	
	Total net commodity derivative gain (loss)
	$
	-
	
	$
	(112
	)
	$
	-
	
	$
	(1,493
	)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	




8. COMMITMENTS AND CONTINGENCIES Contingencies

The Company is subject to litigation and claims arising in the ordinary course of business. The Company accrues for such items when a liability is both probable and the amount can be reasonably estimated. In the opinion of management, the anticipated results of any pending litigation and claims are not expected to have a material effect on the results of operations, the financial position, or the cash flows of the Company.


9. SHAREHOLDERS’ EQUITY

Equity Issuance

On January 22, 2025, the Company entered into an underwriting agreement for the offering of 4,871,400 shares of common stock, at a price to the public of $2.65 per share (such offering, the “Offering”).

The sale of 4,871,400 shares of common stock (including the full 635,400 over-allotment option) in connection with the Offering, closed on January 23, 2025. The Company generated approximately $11.9 million of net proceeds from the Offering, after deducting the underwriting discounts and commissions and offering costs payable by us, and plans to use such proceeds for the development of its recent acquisition in Montana, general corporate purposes, and working capital, or for other purposes that our board of directors, in their good faith, deems to be in the best interest of the Company. Additionally, management used $1.574 million from the over-allotment option exercise to purchase shares of common stock from Sage Road Capital, LLC (whose co-manager, Joshua L. Batchelor, was a then member of the Board of Directors of the Company) and its affiliates at a price equal to the public offering price of the Offering, less underwriting discounts, which sale took place in January 2025, as discussed below.

Related Party Share Repurchase

On January 27, 2025, the Company entered into a Share Repurchase Agreement with Banner Oil & Gas, LLC (“Banner”), Woodford Petroleum, LLC (“Woodford”), and Sage Road Energy II, LP, (“Sage Road”, and together with Banner and Woodford, the “Selling Stockholders”). In his capacity as co-Managing Partner of Sage Road Capital, LLC, which indirectly controls and manages certain funds which own a majority interest in Banner, Woodford and Sage Road, Joshua L. Batchelor, a then member of the Board of Directors of the Company, may be deemed to beneficially own the shares of common stock held by the Selling Stockholders.
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Pursuant to the Share Repurchase Agreement, the Company, in a private transaction, outside of, and separate from the Company’s previously disclosed share repurchase program, on January 27, 2025, repurchased (a) 534,020 shares of common stock held by Banner, (b) 41,229 shares of common stock held by Woodford, and (c) 60,151 shares of common stock held by Sage Road, for an aggregate of $1.574 million or approximately $2.48 per share, which was the net price per share of the 4,871,400 shares of common stock sold in our underwritten public offering which closed on January 23, 2025, less underwriting discounts and commissions, and which represented an 8.2% premium to the closing sales price of the Company's common stock on January 27, 2025.

The share repurchase program was approved by the disinterested members of the Board of Directors of the Company, as well as the Company’s Audit Committee, comprised solely of independent directors not affiliated with Mr. Batchelor or the Selling Stockholders.

Stock Option Plans

From time to time, the Company may grant stock options under its incentive plan covering shares of common stock to employees of the Company. Stock options, when exercised, are settled through the payment of the exercise price in exchange for new shares of stock underlying the option. These awards typically expire ten years from the grant date.

For the three and six months ended June 30, 2025 and 2024, there was no compensation expense related to stock options. As of June 30, 2025 and June 30, 2024, all stock options had vested. No stock options were granted or exercised during the three and six months ended June 30, 2025 and 2024. The stock options had de minimis intrinsic values for the periods reported. Presented below is information for stock options outstanding and exercisable as of June 30, 2025, and December 31, 2024:

	
	June 30, 2025
	December 31, 2024

	
	
	
	
	Weighted
	
	
	
	
	Weighted
	

	
	
	
	
	Average
	
	
	
	Average

	
	Number of
	
	Exercise
	Number of
	
	Exercise

	
	Shares
	
	Price
	Shares
	
	Price

	
	
	
	
	
	
	
	
	
	
	

	Stock options outstanding and exercisable
	16,500
	
	$
	10.00
	
	22,176
	$
	30.48
	

	
	
	
	
	
	
	
	
	
	
	



The following table summarizes information for stock options outstanding and for stock options exercisable at June 30, 2025 by the remaining contractual term:

Options Outstanding and Exercisable

	
	
	
	
	Exercise
	
	
	
	
	Weighted
	Remaining
	

	
	
	
	
	Price
	
	
	
	
	Average
	Contractual

	Number of
	
	
	Range
	
	
	
	
	Exercise
	Term

	Shares
	
	
	Low
	
	High
	
	
	
	Price
	(years)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	16,500
	
	$
	7.20
	$
	11.60
	$
	10.00
	2.3

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Restricted Stock

The Company grants restricted stock under its incentive plans covering shares of common stock to employees and directors of the Company. Significantly all of the restricted stock awards are time-based awards and are amortized ratably from grant date over a requisite service period. Forfeitures of restricted stock awards are recognized as they occur. Restricted stock granted to employees is reduced by shares forfeited to pay withholding tax. Non-vested shares of restricted stock are not included in common shares outstanding until vesting has occurred.

The following table presents the changes in non-vested restricted stock awards to all employees and directors for the six months ended June 30, 2025:

	
	
	
	
	
	
	Weighted-Avg.
	

	
	
	
	
	
	
	Grant Date
	

	
	
	
	
	
	
	Fair Value
	

	
	
	Shares
	
	
	Per Share
	

	
	
	
	
	
	
	
	
	

	
	Non-vested restricted stock as of December 31, 2024
	1,450,695
	
	$
	1.41
	

	
	Granted
	1,140,000
	
	$
	2.03
	

	
	Vested
	(901,515)
	$
	1.52
	

	
	
	
	
	
	
	
	
	

	
	Forfeited
	(76,000)
	$
	2.03
	

	
	Non-vested restricted stock as of June 30, 2025
	1,613,180
	
	
	$
	1.76
	
	



For the six months ended June 30, 2025 and 2024, the Company recognized $1.0 million and $0.7 million, respectively, of stock compensation expense related to restricted stock grants. Unrecognized compensation cost related to non-vested awards not yet recorded in the Company’s Condensed Consolidated Statements of Operations as of June 30, 2025 was $1.7 million. This cost is expected to be recognized over a weighted average period of 1.8 years.
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Share Repurchase Program

On January 29, 2025, the Board of Directors of the Company authorized and approved an extension of the ongoing share repurchase program for up to $5.0 million of the outstanding shares of the Company’s common stock originally approved by the Board of Directors on April 26, 2023 and subsequently extended, subject to any future extension in the discretion of the Board of Directors of the Company, the repurchase program is now scheduled to expire on June 30, 2026, when a maximum of $5.0 million of the Company’s common stock has been repurchased, or when such program is discontinued by the Board of Directors.

Under the stock repurchase program, shares are repurchased from time to time in the open market or through negotiated transactions at prevailing market prices, or by other means in accordance with federal securities laws. Repurchases are made at management’s discretion at prices management considers to be attractive and in the best interests of both the Company and its stockholders, subject to the availability of stock, general market conditions, the trading price of the stock, alternative uses for capital, and the Company’s financial performance. The repurchase program is funded using the Company’s working capital. The repurchased shares are cancelled and therefore will not be held in treasury or reissued.

The following table presents the activity in the share repurchase program for the three and six months ended June 30, 2025 and 2024:

	
	
	
	Three Months Ended June 30,
	
	Six Months Ended June 30,
	

	
	
	
	2025
	
	
	2024
	
	
	2025
	
	
	2024
	
	

	
	
	
	(in
	thousands)
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Shares repurchased
	
	72
	
	
	145
	
	197
	
	464
	

	
	Weighted average price per share
	$
	1.153
	
	$
	1.158
	
	$
	1.610
	$
	1.100
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Value of shares repurchased
	$
	83
	
	$
	168
	
	$
	316
	$
	506
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	




10. ASSET RETIREMENT OBLIGATIONS

The Company has asset retirement obligations (“ARO”) associated with the future plugging and abandonment of proved properties. Initially, the fair value of a liability for an ARO is recorded in the period in which the ARO is incurred with a corresponding increase in the carrying amount of the related asset. The liability is accreted to its present value each period and the capitalized cost is depleted over the life of the related asset. If the liability is settled for an amount other than the recorded amount, an adjustment to the full cost pool is recognized. The Company had no assets that are restricted for the purpose of settling ARO.

In the fair value calculation for the ARO there are a number of assumptions and judgments, including the ultimate retirement cost, inflation factors, credit-adjusted risk-free discount rates, timing of retirement and changes in legal, regulatory, environmental, and political environments. To the extent future revisions to assumptions and judgments impact the present value of the existing ARO, a corresponding adjustment is made to the oil and natural gas property balance.

The following is a reconciliation of the changes in the Company’s liabilities for asset retirement obligations as of June 30, 2025 and December 31, 2024:

	
	
	
	
	June 30, 2025
	
	
	December 31, 2024
	
	

	
	
	
	
	(in
	thousands)
	
	
	

	
	Balance, beginning of year
	$
	14,083
	$
	18,490
	

	
	Acquired or incurred
	
	
	26
	
	
	
	2
	

	
	Cost and life revisions
	
	
	(1,304)
	
	
	(150)
	

	
	Plugged
	
	
	(135)
	
	
	(374)
	

	
	Sold
	
	
	(493)
	
	
	(5,435)
	

	
	Accretion
	
	
	578
	
	
	1,550
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Balance, end of period
	
	$
	12,754
	$
	14,083
	

	
	
	
	
	
	
	
	
	
	
	

	
	Asset retirement obligations - current
	$
	800
	$
	1,000
	
	

	
	Asset retirement obligations - noncurrent
	
	
	11,954
	
	
	13,083
	

	
	
	
	
	
	
	
	
	
	
	

	
	Balance, end of period
	
	$
	12,754
	$
	14,083
	

	
	
	14
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11. INCOME TAXES

The Company’s tax provision or benefit from income taxes for interim periods is determined using an estimate of its annual effective tax rate, adjusted for discrete items, if any. Each quarter the Company updates its estimate of the annual effective tax rate and makes a year-to-date adjustment to the provision. The Company’s effective tax rate was approximately 0% and 0% for the six months ended June 30, 2025 and 2024, respectively. The primary difference in the Company’s effective tax rate and the statutory rate for both periods is related to the movement in the valuation allowance against the Company’s net deferred tax assets.

Deferred taxes are recognized for the expected future tax consequences of temporary differences between the financial statement and tax basis of assets, liabilities, net operating losses and tax credit carry-forwards. We review our deferred tax assets (“DTAs”) and valuation allowance on a quarterly basis. As part of our review, we consider positive and negative evidence, including cumulative results in recent years. The January 5, 2022 transaction triggered an Internal Revenue Code ("IRC") Section 382 ownership change, and therefore placed additional limitations on the Company’s pre-transaction net operating loss ("NOL") and other tax attributes. No additional ownership changes have occurred since then.

The Company recognizes, measures, and discloses uncertain tax positions whereby tax positions must meet a “more-likely-than-not” threshold to be recognized. During the six months ended June 30, 2025 and 2024, no adjustments were recognized for uncertain tax positions.

12. INCOME (LOSS) PER SHARE

Basic net income (loss) per common share is calculated by dividing net income (loss) attributable to common shareholders by the weighted-average number of common shares outstanding for the respective period. Diluted net income per common share is calculated by dividing adjusted net income by the diluted weighted average number of common shares outstanding, which includes the effect of potentially dilutive securities. Potentially dilutive securities for this calculation consist of stock options and unvested shares of restricted common stock, which are measured using the treasury stock method. When the Company recognizes a net loss, all potentially dilutive shares are anti-dilutive and are consequently excluded from the calculation of dilutive net loss per common share. Unvested shares of restricted stock participate in dividend distributions; however, they do not participate in losses. Therefore, dividends, if any, attributable to participating securities are not included as a reduction in the calculation of loss attributable to common shareholders.
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The following table sets forth the calculation of basic and diluted net income (loss) per share for the three and six months ended June 30, 2025 and 2024:

	
	
	
	Three Months Ended June 30,
	
	Six Months Ended June 30,
	

	
	
	
	2025
	
	
	
	2024
	
	
	2025
	
	
	2024
	
	

	
	
	
	
	
	(in thousands except per share data)
	
	
	
	

	
	Net loss attributable to common shareholders
	$
	(6,058)
	$
	(1,974)
	$
	(9,169)
	$
	(11,511)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Basic weighted average common shares outstanding
	
	32,673
	
	
	25,453
	
	33,371
	
	25,421
	

	
	Dilutive effect of potentially dilutive securities
	
	-
	
	
	
	-
	
	-
	
	-
	
	

	
	Diluted weighted average common shares outstanding
	
	32,673
	
	
	
	25,453
	
	
	33,371
	
	
	25,421
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Basic and Diluted net loss per share
	$
	(0.19)
	$
	(0.08)
	$
	(0.27)
	$
	(0.45)
	

	
	Diluted net loss per share
	$
	(0.19)
	$
	(0.08)
	$
	(0.27)
	$
	(0.45)
	



For the three and six months ended June 30, 2025 and 2024, potentially dilutive securities excluded from the calculation of weighted average shares because they were anti-dilutive were as follows:

	
	Three Months Ended June 30,
	Six Months Ended June 30,

	
	2025
	
	2024
	
	2025
	
	2024
	

	
	
	
	(in thousands)
	
	

	Stock options
	17
	23
	17
	23
	

	Unvested shares of restricted stock
	1,613
	1,368
	1,613
	1,368
	

	Total
	1,630
	
	1,391
	
	1,630
	
	1,391
	

	
	
	
	
	
	
	
	
	




13. FAIR VALUE MEASUREMENTS

The Company’s fair value measurements are estimated pursuant to a fair value hierarchy that requires us to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair value. The valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or liability as of the measurement date, giving highest priority to quoted prices in active markets (Level 1) and the lowest priority to unobservable data (Level 3). In some cases, the inputs used to measure fair value might fall in different levels of the fair value hierarchy. The lowest level input that is significant to a fair value measurement in its entirety determines the applicable level in the fair value hierarchy. Assessing the significance of a particular input to the fair value measurement in its entirety requires judgment, considering factors specific to the asset or liability, and may affect the valuation of the assets and liabilities and their placement within the hierarchy level. The three levels of inputs that may be used to measure fair value are defined as:

Level 1 - Quoted prices for identical assets and liabilities traded in active markets.

Level 2 - Observable inputs other than Level 1 that are directly or indirectly observable for the asset or liability, including quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets or liabilities in active markets, or other observable inputs that can be corroborated by observable market data.

Level 3 - Unobservable inputs supported by little or no market activity for financial instruments whose value is determined using pricing models, discounted cash flow methodologies, or similar techniques, as well as instruments for which the determination of fair value requires significant management judgment or estimation.

While the Company believes its valuation methods are appropriate and consistent with other market participants, the use of different methodologies or assumptions to determine the fair value of certain financial instruments could result in a different estimate of fair value at the reporting date. The following is a description of the valuation methodologies used for complex financial instruments measured at fair value:
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Recurring Fair Value Measurements

Marketable Equity Securities

We measure the fair value of marketable equity securities based on quoted market prices obtained from independent pricing services. The Company has an investment in the marketable equity securities of Anfield Energy (“Anfield”), which it acquired as consideration for sales of certain mining operations. Anfield is traded in an active market under the trading symbol AEC:TSXV and has been classified as Level 1.

We have approximately 2.4 million shares of marketable equity securities valued at $210 thousand and $131 thousand as of June 30, 2025 and December 31, 2024.

Credit Facility

The Company’s credit facility approximates fair value because the interest rate is variable and reflective of market rates.

Other Financial Instruments

The carrying value of financial instruments included in current assets and current liabilities approximate fair value due to the short-term nature of those instruments.

Nonrecurring Fair Value Measurements

Asset Retirement Obligations

The Company measures the fair value of asset retirement obligations as of the date a well is acquired, the date a well begins drilling, or the date the Company revises its ARO assumptions. The Company’s estimated AROs are based on historical experience in plugging and abandoning wells, estimated economic lives, estimated plugging and abandonment costs and federal and state regulatory requirements, all unobservable inputs, and therefore, are designated as Level 3 within the valuation hierarchy. The liability is discounted using the credit-adjusted risk-free rate estimated at the time the liability is incurred or revised upwards. The credit adjusted risk-free rate used to discount the Company’s plugging and abandonment liabilities range from 7.30% to 19.00%. See Note 10-Asset Retirement Obligations.



14. OTHER CURRENT ASSETS AND ACCOUNTS PAYABLE AND ACCRUED LIABILITIES Other Current Assets

The following table presents the components of other current assets as of the dates indicated:



Prepaid expenses
[image: ]

Joint interest billings receivable
[image: ]
Income tax receivable

Other
[image: ]

Total other current assets
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	June 30, 2025
	
	
	December 31, 2024

	
	(in
	thousands)
	

	$
	489
	$
	119

	
	153
	
	
	378

	
	27
	
	
	
	28

	
	41
	
	
	
	47

	$
	710
	$
	572
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Accounts Payable and Accrued Liabilities.

The following table presents the components of accounts payable and accrued liabilities as of the dates indicated:

	
	
	
	
	June 30, 2025
	
	
	December 31, 2024
	
	

	
	
	
	
	(in
	thousands)
	
	
	

	
	Accounts payable
	$
	3,842
	$
	2,197
	
	

	
	Operating expense and oil and natural gas property accruals
	
	
	732
	
	
	2,417
	
	

	
	Interest Payable
	
	
	-
	
	
	
	172
	

	
	Production taxes payable
	
	
	545
	
	
	653
	

	
	Other
	
	
	67
	
	
	
	27
	
	

	
	
	
	
	
	
	
	
	
	

	
	Total accounts payable and accrued expenses
	
	$
	5,186
	$
	5,466
	
	

	
	
	
	
	
	
	
	
	
	
	

	15. SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
	
	
	
	
	
	
	
	
	

	
	
	
	
	Six Months Ended
	
	
	

	
	
	
	
	June 30, 2025
	
	
	June 30, 2024
	
	

	
	
	
	
	(in
	thousands)
	
	
	

	
	Cash paid for interest
	$
	-
	
	$
	(382)
	

	
	Cash received for income taxes
	
	
	-
	
	
	
	(70)
	

	
	
	
	
	
	
	
	
	
	
	

	
	Investing activities:
	
	
	
	
	
	
	
	
	

	
	Change in capital expenditure accruals
	
	
	(2,742)
	
	
	(88)
	

	
	Change in accrual for acquisition costs
	
	
	-
	
	
	
	(155)
	

	
	Common stock issued for acquisition of industrial gas properties
	
	
	(2,632)
	
	
	(2,678)
	

	
	Asset retirement obligations
	
	
	(1,907)
	
	
	(302)
	

	
	Financing activities:
	
	
	
	
	
	
	
	
	

	
	Accrual for repurchase of common stock
	
	
	-
	
	
	
	(59)
	



The Company had no debt in the current period and therefore had no cash interest payments, but did make payments for the Credit Facility non-use fee.


16. SUBSEQUENT EVENTS

Expected Write-Down of Oil and Natural Gas Properties

Under the full-cost method of accounting, the net book value of proved oil and natural gas properties, less related deferred income taxes, may not exceed a calculated “ceiling.” The ceiling limitation is the estimated after-tax future net cash flows from proved oil and natural gas reserves. Estimated future net cash flows are calculated using the unweighted arithmetic average of commodity prices in effect on the first day of each of the previous 12 months, adjusted for location and quality differentials, held flat for the life of the production (except where prices are defined by contractual arrangements), less estimated operating costs, production taxes and future development costs, all discounted at 10 percent per annum. Future cash outflows associated with settling accrued asset retirement obligations are excluded from the calculation.

We expect to record a further write-down of our oil and natural gas properties in the third quarter of 2025 due to lower commodity prices used in the calculation of the ceiling test as higher third quarter 2024 commodity prices will be removed from the ceiling test calculation and replaced with what we expect to be lower third quarter 2025 commodity prices. Depending on actual commodity prices, estimated price differentials, lease operating costs, revisions to reserve estimates, and the amount and timing of capital expenditures, the write-down could be approximately $0.5 million to $1.5 million in the third quarter of 2025.

Credit Facility

Effective August 1, 2025, the Company has agreed to an amended Credit Agreement with First Bank Southwest with a borrowing base of $10.0 million with a maturity date of May 31, 2029. The amended agreement is subject to customary closing activities, we anticipate executing the agreement in the third quarter of 2025.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Introduction

This information should be read in conjunction with the interim unaudited Condensed Consolidated Financial Statements and the notes thereto included in this Quarterly Report on Form 10-Q, and the audited Consolidated Financial Statements and notes thereto and “Management’s Discussion and Analysis of Financial Condition and Results of Operations” contained in our Annual Report on Form 10-K for the year ended December 31, 2024, filed with the Securities and Exchange Commission on March 13, 2025 (the “Annual Report”).

Certain abbreviations and oil and gas industry terms used throughout this Report are described and defined in greater detail under “Glossary of Oil and Natural Gas Terms” on page 4 of our Annual Report.

Certain capitalized terms used below and otherwise defined below, have the meanings given to such terms in the footnotes to our unaudited Condensed Consolidated Financial Statements included above under “Part I - Financial Information” – “Item 1. Financial Statements”.

In this Quarterly Report on Form 10-Q, we may rely on and refer to information regarding the industries in which we operate in general from market research reports, analyst reports and other publicly available information. Although we believe that this information is reliable, we cannot guarantee the accuracy and completeness of this information, we have not independently verified any of it, and we have not commissioned any such information.

See also “Cautionary Statement About “Forward-Looking Statements” above.

Unless the context requires otherwise, references to the “Company,” “we,” “us,” “our,” “U.S. Energy”, and “U.S. Energy Corp.” refer specifically to U.S.

Energy Corp. and its consolidated subsidiaries.

In addition, unless the context otherwise requires and for the purposes of this report only:

· “Bbl” refers to one stock tank barrel, or 42 U.S. gallons liquid volume, used in this report in reference to crude oil or other liquid hydrocarbons;

· “BOE” refers to barrels of oil equivalent, determined using the ratio of one Bbl of crude oil, condensate, or natural gas liquids, to six Mcf of natural gas;

· “Bopd” refers to barrels of oil per day;

· "Industrial gases" refers to helium, carbon dioxide, nitrogen and hydrocarbons;

· “Mcf” refers to a thousand cubic feet of natural gas;

· “Mcfe” means 1,000 cubic feet equivalent, determined using the ratio of six Mcf of natural gas to one Bbl of crude oil, condensate or natural gas liquids;

· “NGL” refers to natural gas liquids;

· “Exchange Act” refers to the Securities Exchange Act of 1934, as amended;

· “SEC” or the “Commission” refers to the United States Securities and Exchange Commission;

· “Securities Act” refers to the Securities Act of 1933, as amended; and

· “WTI” means West Texas Intermediate.

Where You Can Find Other Information

We file annual, quarterly, and current reports, proxy statements and other information with the SEC. The SEC maintains an Internet site that contains reports, proxy and information statements, and other information regarding issuers that file electronically with the SEC like us at https://www.sec.gov (our filings can be found at https://www.sec.gov/cgi-bin/browse-edgar?action=getcompany&CIK=0000101594) and on the “Investors – SEC Filings” page of our website at https://usnrg.com. Copies of documents filed by us with the SEC are also available from us without charge, upon oral or written request to our Secretary, who can be contacted at the address and telephone number set forth on the cover page of this Report.
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Summary of The Information Contained in Management’s Discussion and Analysis of Financial Condition and Results of Operations

Our Management’s Discussion and Analysis of Financial Condition and Results of Operations (MD&A) is provided in addition to the accompanying unaudited Condensed Consolidated Financial Statements and notes to assist readers in understanding our results of operations, financial condition, and cash flows. MD&A is organized as follows:

· General Overview. A general overview of the Company and our operations.

· Recent Developments. Discussion of recent developments affecting the Company and our operations.

· Plan of Operations and Strategy. Discussion of our strategy moving forward and how we plan to seek to increase stockholder value.

· Critical Accounting Policies and Estimates. Accounting estimates that we believe are important to understanding the assumptions and judgments incorporated in our reported financial results and forecasts.

· Results of Operations. An analysis of our financial results comparing the three and six months ended June 30, 2025 and 2024.

· Liquidity and Capital Resources. A discussion of our financial condition, including descriptions of balance sheet information and cash flows.

General Overview

U.S. Energy Corp. (collectively with its wholly-owned subsidiaries are referred to as the “Company” is incorporated in the State of Delaware. The Company’s principal business activities are focused on the acquisition, exploration, and development of industrial gases, oil and natural gas properties in the United States.

Material Developments

Synergy – acquisition of industrial gas properties

On January 7, 2025, we entered into and simultaneously closed the transactions contemplated by, a purchase and sale agreement, with Synergy Offshore LLC (“Synergy”). Synergy is controlled by Mr. Duane H. King, a member of the Board of Directors of the Company, who serves as the Chief Executive Officer and Manager of Synergy, and John A. Weinzierl, the Company’s Chairman, who is an approximate sixty percent beneficial owner of Synergy.

We acquired approximately 24,000 net operated acres located across the Kevin Dome structure in Toole County, Montana, including all leases, wells, rights and interests in, under or derived from the acquired acreage subject to Synergy retaining an undivided twenty percent (20%) of Synergy’s right title and interest in the property.

Consideration for the transaction consisted of the following: (a) $2.0 million in cash, subject to customary adjustments; (b) 1,400,000 shares of the Company’s common stock; (c) a carried working interest whereby the Company agreed to cover and pay for 100% of Synergy’s costs attributable to the Synergy acreage, until the earlier of (i) 78 months from the closing date; or (ii) the date the total costs associated therewith total $20 million; (d) our agreement to pay Synergy 18% of the cash amounts we actually realize from any law or regulation from our sequestration of carbon oxides or similar substances derived directly from an agreed area of mutual interest including Synergy’s acreage; and (e) our agreement to pay Synergy 18% of the gain we may receive in connection with the sale of the future, first, gas processing plant located on Synergy’s acreage.
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Underwritten Offering

On January 22, 2025, the Company entered into an underwriting agreement for the offering of 4,871,400 shares of common stock, at a price to the public of $2.65 per share (such offering, the “Offering”).

The sale of 4,871,400 shares of common stock (including the full 635,400 over-allotment option) in connection with the Offering, closed on January 23, 2025. The Company generated approximately $11.9 million of net proceeds from the Offering, after deducting the underwriting discounts and commissions and offering costs payable by us, and has used, and continues to use such proceeds for the development of its Montana assets, general corporate purposes, and working capital, or for other purposes that our board of directors, in their good faith, deems to be in the best interest of the Company. Additionally, management used $1.574 million from the over-allotment option exercise to purchase shares of common stock from Sage Road Capital, LLC (whose co-manager, Joshua L. Batchelor, was a then member of the Board of Directors of the Company) and its affiliates at a price equal to the public offering price of the Offering, less underwriting discounts, which sale took place in January 2025, as discussed below.

Related Party Share Repurchase

On January 27, 2025, the Company entered into a Share Repurchase Agreement with Banner Oil & Gas, LLC (“Banner”), Woodford Petroleum, LLC (“Woodford”), and Sage Road Energy II, LP, (“Sage Road”, and together with Banner and Woodford, the “Selling Stockholders”). In his capacity as co-Managing Partner of Sage Road Capital, LLC, which indirectly controls and manages certain funds which own a majority interest in Banner, Woodford and Sage Road, Joshua L. Batchelor, a then member of the Board of Directors of the Company, may be deemed to beneficially own the shares of common stock held by the Selling Stockholders.

Pursuant to the Share Repurchase Agreement, the Company, in a private transaction, outside of, and separate from the Company’s previously disclosed share repurchase program, on January 27, 2025, repurchased (a) 534,020 shares of common stock held by Banner, (b) 41,229 shares of common stock held by Woodford, and (c) 60,151 shares of common stock held by Sage Road, for an aggregate of $1.574 million or approximately $2.48 per share, which is the net price per share of the 4,871,400 shares of common stock which we sold in our underwritten public offering which closed on January 23, 2025, less underwriting discounts and commissions, and which represented an 8.2% premium to the closing sales price of the Company’s common stock on January 27, 2025.

Stock Repurchase Program

On January 29, 2025, the Board of Directors of the Company authorized and approved an extension of the ongoing share repurchase program for up to $5.0 million of the outstanding shares of the Company’s common stock originally approved by the Board of Directors on April 26, 2023 and subsequently extended, subject to any future extensions in the discretion of the Board of Directors of the Company, the repurchase program is now scheduled to expire on June 30, 2026, when a maximum of $5.0 million of the Company’s common stock has been repurchased, or when such program is discontinued by the Board of Directors.

Under the stock repurchase program, shares may be repurchased from time to time in the open market or through negotiated transactions at prevailing market prices, or by other means in accordance with federal securities laws. Repurchases will be made at management’s discretion at prices management considers to be attractive and in the best interests of both the Company and its stockholders, subject to the availability of stock, general market conditions, the trading price of the stock, alternative uses for capital, and the Company’s financial performance. The repurchase program will be funded using the Company’s working capital.

During the six months ended June 30, 2025, the Company repurchased 197,400 shares for $317 thousand, at a weighted average price of $ 1.61 per share. During the six months ended June 30, 2024, the Company repurchased 463,500 shares for $505 thousand at a weighted average price of $ 1.09 per share. As of June 30, 2025, a total of $3.5 million remained available under the repurchase program for future repurchases.

The share repurchase program was approved by the disinterested members of the Board of Directors of the Company, as well as the Company’s Audit Committee, comprised solely of independent directors not affiliated with Mr. Batchelor or the Selling Stockholders.
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Drilling Program

During the second quarter of 2025, the Company drilled 2 new industrial gas wells on our Kevin Dome acreage in Montana. Both wells are currently being assessed, and completion work is ongoing. In addition, we successfully completed the discovery well we acquired in the Synergy transaction noted above. The Company continues to refine its development plan. These activities include evaluating initial plant designs and processing plant locations, designing our gathering system, finalizing permitting for injection wells and attaining right of ways among other activities in anticipation of first production of our industrial gas wells in 2026.

Full Cost Method Ceiling Test

The reserves used in the ceiling test incorporate assumptions regarding pricing and discount rates over which management has no influence in the determination of present value. In the calculation of the ceiling test as of June 30, 2025, the Company used $70.48 per barrel for oil and $2.86 per one million British Thermal Units (MMbtu) for natural gas (as further adjusted for property, specific gravity, quality, local markets and distance from markets) to compute the future cash flows of the Company’s producing properties. The discount factor used was 10%. The Company recorded a $2.8 million ceiling test write-down of its oil and natural gas properties during the three months ended June 30, 2025, due to a reduction in the value of proved oil and natural gas reserves primarily as a result of a decrease in crude oil prices.

We expect to record a further write-down of our oil and natural gas properties in the third quarter of 2025 due to lower commodity prices used in the calculation of the ceiling test. Depending on actual commodity prices, estimated price differentials, lease operating costs, revisions to reserve estimates, and the amount and timing of capital expenditures, the write-down could be approximately $0.5 million to $1.5 million in the third quarter of 2025.

Credit Facility

Effective August 1, 2025, the Company has agreed to an amended Credit Agreement with First Bank Southwest with a borrowing base of $10.0 million with a maturity date of May 31, 2029. The amended agreement is subject to customary closing activities, we anticipate executing the agreement in the third quarter of 2025.

Plan of Operations and Strategy

During the remainder of 2025 and beyond, we intend to seek additional opportunities in the oil, natural gas and industrial gas sectors, including but not limited to further acquisition of assets, participation with industry partners in exploration and development projects, acquisition of existing companies, and the purchase of other industrial gas assets.

Key elements of our business strategy include:

· Deploy our Capital in a Conservative and Strategic Manner and Review Opportunities to Bolster our Liquidity. In the current industry environment, maintaining liquidity is critical. Therefore, we plan to be highly selective in the projects we evaluate and to review opportunities to bolster our liquidity and financial position through various means.


●



Evaluate and Pursue Value-Enhancing Transactions. We plan to continuously evaluate strategic alternative opportunities with the goal of enhancing stockholder value.


Critical Accounting Policies and Estimates

The preparation of our unaudited Condensed Consolidated Financial Statements in conformity with generally accepted accounting principles in the United States (“GAAP”) requires us to make assumptions and estimates that affect the reported amounts of assets, liabilities, revenues and expenses, as well as the disclosure of contingent assets and liabilities at the date of our financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results may differ from these estimates under different assumptions or conditions. A summary of our significant accounting policies is detailed in Part II, Item 7 – Management’s Discussion and Analysis of Financial Condition and Results of Operations of our 2024 Annual Report on Form 10-K filed with the SEC on March 13, 2025.

Results of Operations

Comparison of our Statements of Operations for the Three Months Ended June 30, 2025 and 2024

For the three months ended June 30, 2025, we recorded a net loss of $6.1 million, which was primarily due to declining commodity prices and lower production, resulting in reduced revenue for the period, which was also affected by property divestitures. In the following sections, we discuss our revenue, operating expenses, and other income (expense) for the three months ended June 30, 2025 compared to the three months ended June 30, 2024.
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Revenue. Presented below is a comparison of our oil and natural gas sales, production quantities and average sales prices for the three months ended June 30, 2025 and 2024:

	
	
	
	
	Three months ended June 30,
	
	
	Change
	
	
	

	
	
	
	
	2025
	
	
	2024
	
	
	
	Amount
	
	
	Percent
	
	

	
	
	
	
	(in thousands except average prices and production quantities)
	

	
	Revenue:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Oil
	$
	1,844
	$
	5,472
	$
	(3,628)
	
	(66)%
	

	
	Natural gas and liquids
	
	
	184
	
	574
	
	
	(390)
	
	(68)%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Total revenue
	$
	2,028
	$
	6,046
	$
	(4,018)
	
	(66)%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Production quantities:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Oil (Bbls)
	
	
	33,445
	
	71,634
	
	
	(38,189)
	
	(53)%
	

	
	Natural gas and liquids (Mcfe)
	
	
	92,226
	
	236,742
	
	
	(144,516)
	
	(61)%
	

	
	BOE
	
	
	48,816
	
	111,091
	
	
	(62,275)
	
	(56)%
	

	
	BOE/Day
	
	
	536
	
	1,221
	
	
	(685)
	
	(56)%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Average sales prices:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Oil (Bbls)
	$
	55.14
	$
	76.39
	$
	(21.25)
	
	(28)%
	

	
	Natural gas and liquids (Mcfe)
	$
	2.00
	$
	2.42
	$
	(0.42)
	
	(17)%
	

	
	BOE
	$
	41.54
	$
	54.42
	$
	(12.88)
	
	(24)%
	



The decrease in our oil and natural gas revenue of $4.0 million for the three months ended June 30, 2025, as compared to the three months ended June 30, 2024, was primarily due to a decrease of 56% in production quantities and a decrease in realized commodity pricing of 24% on a per barrel of oil equivalent (BOE) basis. For the three months ended June 30, 2025, we produced 48,816 BOE, or an average of 536 BOE per day, as compared to 111,091 BOE or an average of 1,221 BOE per day during the comparable period in 2024. The decrease in our production quantities primarily relates to the divestitures of our properties in the Karnes County, East Texas and Mid-con regions which occurred in the second half of 2024 and the natural decline in production in remaining producing assets. During the three months ended June 30, 2025, our production was 69% oil and 31% natural gas and liquids compared to 64% oil and 36% natural gas and liquids produced during the three months ended June 30, 2024.

Oil and Natural Gas Production Costs. Presented below is a comparison of our oil and natural gas production costs for the three months ended June 30, 2025 and 2024:

	
	
	Three months ended June 30,
	
	
	Change
	
	

	
	
	2025
	
	
	
	2024
	
	
	
	Amount
	
	
	Percent
	

	
	
	
	
	
	
	(in
	thousands)
	
	
	
	

	Lease operating expenses
	$
	1,569
	$
	3,076
	$
	(1,507)
	
	(49)%

	Gathering, transportation and treating
	
	
	2
	
	63
	
	$
	(61)
	
	(97)%

	Production taxes
	
	
	148
	
	367
	$
	(219)
	
	(60)%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total
	$
	1,719
	$
	3,506
	$
	(1,787)
	
	(51)%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Lease operating expense per BOE
	$
	32.14
	$
	27.69
	$
	4.45
	
	16%




For the three months ended June 30, 2025, lease operating expenses were $1.6 million or $32.14 per BOE. While lease operating expenses decreased by $1.5 million when compared to $3.1 million or $27.69 per BOE for the three months ended June 30, 2024, the cost on a BOE basis increased as the mix of properties changed because of the divestment of our Karnes County, East Texas, and Mid-con properties.

For the three months ended June 30, 2025, gathering, transportation, and treating expense decrease was attributable to the divestiture of properties that included gathering and transportation costs in the second half of 2024.

For the three months ended June 30, 2025, production taxes consistently remain between 6% and 7% of revenue. This decrease in production taxes was attributable to the decrease in revenue of 66% discussed above.

Depreciation, Depletion and Amortization. Our depreciation, depletion, and amortization (“DD&A”) was $1.1 million and $2.2 million for the three months ended June 30, 2025 and 2024, respectively. Depletion expense on our oil and natural gas properties is the primary driver of DD&A expense. Our depletion rate was $15.37 per BOE and $15.30 per BOE for the three months ended June 30, 2025 and 2024, respectively. Our depletion rate can fluctuate because of acquisitions, changes in drilling and completion costs, impairments, revisions in asset retirement obligation cost estimates or timing, divestitures, changes in the mix of our production, the underlying proved reserve volumes and estimated future development costs.

Impairment of oil and natural gas properties. The Company recorded a ceiling test write down of $2.8 million for the three months ended June 30, 2025, resulting from a reduction in commodity prices in the second quarter. The Company recorded a $5.4 million ceiling test write-down of its oil and gas properties during the three months ended June 30, 2024, due to a reduction in the value of proved oil and natural gas reserves. The reduction was primarily due to lower commodity prices used in the full cost pool ceiling test, as well as reserves revisions related to wells shut-in during the first quarter of 2024 and updates to the decline curves for certain wells.
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General and Administrative Expenses. Presented below is a comparison of our general and administrative expenses for the three months ended June 30, 2025 and 2024:

	
	
	
	Three months ended June 30,
	
	
	Change
	
	

	
	
	
	2025
	
	
	
	2024
	
	
	
	Amount
	
	
	Percent
	

	
	
	
	
	
	
	
	(in
	thousands)
	
	
	
	

	Compensation and benefits
	$
	629
	$
	901
	$
	(272)
	
	(30)%

	Stock-based compensation
	
	
	563
	
	
	476
	
	
	87
	
	18%

	Professional fees, insurance and other
	
	
	1,054
	
	
	714
	
	
	340
	
	48%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total general and administrative expenses
	$
	2,246
	$
	2,091
	$
	155
	
	7%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



General and administrative expenses increased by $0.2 million for the three months ended June 30, 2025 as compared to the prior year period. The increase was primarily attributable to an increase in both professional fees primarily attributable to divestitures, and acquisition related activities as well as incremental costs associated with a partial outsourcing of our accounting function to a third-party provider including transition costs offset by compensation and benefits. Stock-based compensation was higher because of the value of the restricted stock awards being amortized for the three months ended June 30, 2025, than those being amortized during the three months ended June 30, 2024.

Other Income (Expense). Presented below is a comparison of our other income (expense) for the three months ended June 30, 2025 and 2024:

	
	Three months ended June 30,
	
	
	Change
	
	

	
	2025
	
	
	
	2024
	
	
	
	Amount
	
	
	Percent
	

	
	
	
	
	
	(in
	thousands)
	
	
	
	

	Commodity derivative loss, net
	$
	-
	$
	(112)
	$
	112
	
	100%

	Interest expense, net
	
	(47)
	
	(131)
	
	
	84
	
	
	64%

	Other income
	
	228
	
	(19)
	
	
	247
	
	-1300%

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total other income (expense)
	$
	181
	$
	(262)
	$
	443
	
	169%

	
	
	
	
	
	
	
	
	
	
	
	
	
	



For the three months ended June 30, 2025, we did not have any open commodity derivative positions. For the first three months of 2024, we recognized losses on commodity derivative contracts of $1.4 million, primarily as the result of a decrease in the fair value of our outstanding commodity derivative contracts from settlements of open positions and higher WTI prices.

Interest expense primarily represents the interest and fees on our credit facility with FirstBank Southwest. As of December 31, 2024 and June 30, 2025, we had no amounts outstanding on our credit facility. For the three months ended June 30, 2025, while there was no balance outstanding on the credit facility, we did incur fees to maintain our credit facility.

During the second quarter of 2025, we entered into a negotiated post-closing cash settlement and recognized an additional loss of $424 thousand on our $6.825 million divestment in Henderson, Anderson, Liberty and Chambers County, Texas that closed on December 31, 2024. The Company also closed on the sale of a portion of our operated Wyoming properties for approximately $500 thousand during the second quarter of 2025. Proceeds from the Wyoming divestiture were recorded as an adjustment to the full cost pool with no gain or loss recognized in the Statements of Operations.



Comparison of our Statements of Operations for the Six Months Ended June 30, 2025 and 2024

For the six months ended June 30, 2025, we recorded a net loss of $9.2 million which was primarily due to declining commodity prices and lower production, resulting in reduced revenue for the period, which was also affected by property sales. In the following sections, we discuss our revenue, operating expenses, and other income (expense) for the six months ended June 30, 2025 compared to the six months ended June 30, 2024.
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Revenue. Presented below is a comparison of our oil and natural gas sales, production quantities and average sales prices for the six months ended June 30, 2025 and 2024:

	
	
	
	
	Six months ended June 30,
	
	
	Change
	
	
	

	
	
	
	
	2025
	
	
	2024
	
	
	
	Amount
	Percent
	
	

	
	
	
	
	(in thousands except average prices and production quantities)
	
	

	
	Revenue:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Oil
	$
	3,615
	$
	10,199
	$
	(6,584)
	
	(65)%
	

	
	Natural gas and liquids
	
	
	607
	
	1,238
	
	
	(631)
	
	(51)%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Total revenue
	$
	4,222
	$
	11,437
	$
	(7,215)
	
	(63)%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Production quantities:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Oil (Bbls)
	
	
	63,438
	
	140,232
	
	
	(76,794)
	
	(55)%
	

	
	Natural gas and liquids (Mcfe)
	
	
	194,316
	
	483,948
	
	
	(289,632)
	
	(60)%
	

	
	BOE
	
	
	95,824
	
	220,890
	
	
	(125,066)
	
	(57)%
	

	
	BOE/Day
	
	
	529
	
	1,214
	
	
	(685)
	
	(56)%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Average sales prices:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Oil (Bbls)
	$
	56.98
	$
	72.73
	$
	(15.75)
	
	(22)%
	

	
	Natural gas and liquids (Mcfe)
	$
	3.12
	$
	2.56
	$
	0.56
	
	22%
	

	
	BOE
	$
	44.06
	$
	51.78
	$
	(7.72)
	
	(15)%
	



The decrease in our oil and natural gas revenue of $7.2 million for the six months ended June 30, 2025, as compared to the six months ended June 30, 2024, was primarily due to a decrease of 56% in production quantities and a decrease in realized commodity pricing of 15% on a per barrel of oil equivalent (BOE) basis. For the six months ended June 30, 2025, we produced 95,824 BOE, or an average of 529 BOE per day, as compared to 220,890 BOE or an average of 1,214 BOE per day during the comparable period in 2024. The decrease in our production quantities primarily relates to the divestitures of our Karnes County, East Texas and Mid-con regions properties, which occurred in second half of 2024 and the natural decline in production in remaining producing assets. During the six months ended June 30, 2025, our production was 66% oil and 34% natural gas and liquids compared to 63% oil and 37% natural gas and liquids produced during the six months ended June 30, 2024.

Oil and Natural Gas Production Costs. Presented below is a comparison of our oil and natural gas production costs for the six months ended June 30, 2025 and 2024:

	
	
	
	Six months ended June 30,
	
	
	Change
	
	

	
	
	
	2025
	
	
	
	2024
	
	
	
	Amount
	Percent
	

	
	
	
	
	
	
	
	(in thousands)
	
	

	Lease operating expenses
	$
	3,178
	$
	6,262
	$
	(3,084)
	
	(49)%

	Gathering, transportation and treating
	$
	18
	
	$
	127
	$
	(109)
	
	(86)%

	Production taxes
	$
	296
	$
	710
	$
	(414)
	
	(58)%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total
	$
	3,492
	$
	7,099
	$
	(3,607)
	
	(51)%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Lease operating expense per BOE
	$
	33.16
	$
	28.35
	$
	4.81
	
	17%




For the six months ended June 30, 2025, lease operating expenses were $3.2 million or $33.16 per BOE. While lease operating expenses decreased by $3.1 million when compared to the $6.3 million or $28.35 per BOE for the six months ended June 30, 2024, the cost on a BOE basis increased as the mix of properties changed because of the divestment of our Karnes County, East Texas, and Mid-con properties.

For the six months ended June 30, 2025, the gathering, transportation, and treating expense decrease was attributable to the divestiture of properties that included gathering and transportation costs in the second half of 2024.

For the six months ended June 30, 2025, production taxes consistently remain between 6% and 7% of revenue. This decrease in production taxes was attributable to the decrease in revenue of 63% discussed above.

Depreciation, Depletion and Amortization. Our depreciation, depletion, and amortization (“DD&A”) was $2.2 million and $4.4 million for the six months ended June 30, 2025 and 2024, respectively. Depletion expense on our oil and natural gas properties is the primary driver of DD&A expense. Our depletion rate was $14.38 per BOE and $15.60 per BOE for the six months ended June 30, 2025 and 2024, respectively. Our depletion rate can fluctuate because of acquisitions, changes in drilling and completion costs, impairments, revisions in asset retirement obligation cost estimates or timing, divestitures, changes in the mix of our production, the underlying proved reserve volumes and estimated future development costs.

Impairment of oil and natural gas properties. The Company recorded a ceiling test write down of $2.8 million for the six months ended June 30, 2025, resulting from a decrease in commodity prices. The Company recorded a $5.4 million ceiling test write-down of its oil and gas properties during the six months ended June 30, 2024, due to a reduction in the value of proved oil and natural gas reserves. The reduction was primarily due to lower commodity prices used in the full cost pool ceiling test, as well as reserves revisions related to wells shut-in during the first quarter of 2024 and updates to the decline curves for certain wells.
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General and Administrative Expenses. Presented below is a comparison of our general and administrative expenses for the six months ended June 30, 2025 and 2024:

	
	
	
	Six months ended June 30,
	
	
	Change
	
	

	
	
	
	2025
	
	
	
	2024
	
	
	
	Amount
	Percent
	

	
	
	
	
	
	
	
	(in thousands)
	
	

	Compensation and benefits
	$
	1,401
	$
	2,072
	$
	(671)
	
	(32)%

	Stock-based compensation
	
	
	1,034
	
	
	676
	
	
	358
	
	53%

	Professional fees, insurance and other
	
	
	2,200
	
	
	1,549
	
	
	651
	
	42%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total general and administrative expenses
	$
	4,635
	$
	4,297
	$
	338
	
	8%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



General and administrative expenses increased by $0.3 million for the six months ended June 30, 2025 as compared to the prior year period. The increase was primarily attributable to an increase in both professional fees primarily attributable to divestitures, and acquisition related activities as well as incremental costs associated with a partial outsourcing of our accounting function to a third-party provider including transition costs offset by a decrease in compensation and benefits. Stock-based compensation was higher because of the value of the restricted stock awards being amortized for the six months ended June 30, 2025 than those being amortized during the six months ended June 30, 2024.

Other Income (Expense). Presented below is a comparison of our other income (expense) for the six months ended June 30, 2025 and 2024:

	
	
	Six months ended June 30,
	
	
	Change
	
	

	
	
	2025
	
	
	
	
	2024
	
	
	
	Amount
	Percent
	

	
	
	
	
	
	
	
	(in thousands)
	
	

	Commodity derivative gain (loss), net
	$
	-
	
	$
	(1,493)
	$
	1,493
	
	100%

	Interest expense, net
	
	
	(95)
	
	
	(251)
	
	
	156
	
	62%

	Other income (expense), net
	
	
	252
	
	
	(15)
	
	
	267
	
	(1780)%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total other income (expense)
	$
	157
	$
	(1,759)
	$
	1,916
	
	109%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



For the six months ended June 30, 2025, we did not have any open commodity derivative positions. For the six months ended June 30, 2024, we recognized losses on commodity derivative contracts of $1.4 million, primarily as the result of a decrease in the fair value of our outstanding commodity derivative contracts from settlements of open positions and higher WTI prices.

Interest expense primarily represents the interest and fees on our credit facility with FirstBank Southwest. As of December 31, 2024 and June 30, 2025, we had no amounts outstanding on our credit facility. For the six months ended June 30, 2025, while there was no balance outstanding on the credit facility, we did incur fees to maintain our credit facility. Other income (expense), net primarily represents interest income on the Company's cash balance and changes in the fair value of our marketable equity securities.


Liquidity and Capital Resources

Based on the current commodity price environment and our current working capital, we believe we have sufficient liquidity and capital resources to execute our business plan while continuing to meet our current financial obligations. We continue to manage our commitments in order to maintain flexibility with regard to our activity level and capital expenditures.

As of June 30, 2025, the Company was in compliance with all financial covenants related to the credit facility.

For the remainder of 2025, we anticipate our industrial gas development cost to total between $1.0 to $2.5 million, representing funds required to complete our recently drilled industrial gas wells, and onsite and preliminary design for our anticipated industrial gas processing plant and related infrastructure. The total costs depend primarily on the timing of these activities. The extent of capital deployment over the next 12 months will depend largely on the timing of the construction of our industrial gas processing plant. In addition, depending on timing, regulatory requirements and weather, we may incur costs for plugging and abandonment of oil and natural gas wells of up to $ 800 thousand. We view much of these capital activities as discretionary for which we can control both the timing and amount of the expenditures. Other activities, such as some repairs and maintenance may be required from time to time by regulatory bodies. We anticipate our expenditures will be funded primarily by cash on hand, operating cash flows, proceeds from divestitures of oil and natural gas properties, and if necessary, borrowings under our credit facility and project specific financing. In the event that readily available sources of cash flow are insufficient to fund our capital needs, we may utilize equity and credit markets as a funding mechanism.

Sources of Cash

For the six months ended June 30, 2025, we funded our capital expenditures with cash on hand and proceeds from our January 2025 equity offering. In January 2025, we raised $11.9 million ($10.3 million after the repurchase of certain shares of common stock held by affiliates of Sage Road Capital, which entities are related parties (see also Material Developments-Related Party Share Repurchase, above, and related issuance costs)) in an underwritten offering of 4,871,400 shares of our common stock. In future quarters, if cash flows are not sufficient to fund our capital expenditures and operations, we may raise funds through additional equity offerings (public and/or private) or from other sources of financing. We also may re-evaluate our capital spend program as economic conditions warrant. Additionally, we may enter into carrying cost and sharing arrangements with third parties for certain development programs. All of our sources of liquidity can be affected by the changes in economic conditions, rising interest rates, changes in debt and equity markets, force majeure events, fluctuations in commodity prices, operating costs, tax law changes, and volumes produced, all of which would affect us and our industry.
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Credit Agreement

On January 5, 2022, we entered into a four-year credit agreement with FirstBank Southwest as administrative agent, which provides for a revolving line of credit with a borrowing base of $20 million, and a maximum credit amount of $100 million (the “Credit Agreement”). Under the Credit Agreement, revolving loans may be borrowed, repaid and re-borrowed until January 5, 2026, when all outstanding amounts must be repaid. The Credit Agreement contains customary indemnification requirements, representations and warranties and customary affirmative and negative covenants applicable to the Company and its subsidiaries. In addition, the Credit Agreement contains financial covenants, tested quarterly, that limit our ratio of total debt to EBITDAX (as defined in the Credit Agreement) to 3:1 and require our ratio of consolidated current assets to consolidated current liabilities (as each is described in the Credit Agreement) to remain at 1:1 or higher. We were in compliance with all financial covenants as of June 30, 2025.

The borrowing base is subject to redetermination semi-annually, commencing on or about April 1 and October 1 of each year during the four-year term of the Credit Agreement. Our borrowing base can be adjusted as a result of changes in commodity prices, acquisitions or divestitures of proved properties, or financing activities, all as provided for in the Credit Agreement.

Cash flows provided by our operating activities, proceeds received from divestitures of properties, capital markets activities, and our capital expenditures, including acquisitions, all impact the amount we borrow under our revolving Credit Agreement. There were no amounts outstanding on the Credit Agreement as of June 30, 2025.

Uses of Cash

We use cash for the acquisition and development of industrial gas and oil and gas properties, workovers and capital expenditures, operating and general and administrative costs, settlements of commodity derivative contracts, debt obligations including interest, and share repurchases. During the six months ended June 30, 2025, we spent approximately $4.7 million on the acquisition and development of industrial gas properties and capital expenditures.

The amount and allocation of our future capital expenditures will depend upon a number of factors, including our cash flows from operating, investing, and financing activities, our ability to execute our development program, and the number and size of acquisitions that we complete. In addition, the impact of industrial gas and oil and natural gas prices on investment opportunities, the availability of capital, tax law changes, and the timing and results of our development activities may lead to changes in funding requirements for future development. We periodically review our capital expenditure budget to assess if changes are necessary based on current and projected cash flows, acquisition and divestiture activities, and other factors. We will continue to monitor the economic environment through the remainder of the year and adjust our activity level as warranted.

Cash Flows

The following table summarizes our cash flows for the six months ended June 30, 2025 and 2024:

	
	
	Six months ended June 30,
	
	
	
	
	Change
	
	

	
	
	2025
	
	
	2024
	
	
	
	
	
	
	

	
	
	
	(in
	thousands)
	
	
	
	
	
	
	

	Net cash provided by (used in):
	
	
	
	
	
	
	
	
	
	
	
	

	Operating activities
	$
	(6,126)
	$
	326
	$
	(6,452)
	

	Investing activities
	
	
	(4,509)
	
	(2,696)
	
	
	(1,813)
	

	Financing activities
	
	
	9,641
	
	1,242
	
	
	8,399
	
	



Operating Activities. Cash used in operating activities of $6.1 million for the six months ended June 30, 2025 was mainly due to a $9.2 million net loss and a reduction of accounts payable and accrued liabilities of $3.0 million, offset by $2.2 million of depreciation, depletion, accretion, and amortization and a $3.2 million impairment of oil and natural gas properties and loss on sale of assets. Cash used in operating activities of $0.3 million for the six months ended June 30, 2024, was mainly due to of net loss of $11.5 million, offset by $4.4 million of depreciation, depletion, accretion, and amortization and a $5.4 million impairment of oil and natural gas properties.

Investing Activities. Cash used in investing activities for the six months ended June 30, 2025 was $4.5 million as compared to cash used in investing activities of $2.7 million for the comparable period in 2024. The primary use of cash in our investing activities for the six months ended June 30, 2025 was attributable to the Synergy acquisition noted above in Material Developments - Synergy - acquisition of industrial gas properties and recent drilling activity. For the six months ended June 30, 2024, the primary use of cash in our investing activities related to the Wavetech acquisition and returning idle wells to production and improvements to our gathering system in East Texas.

Financing Activities. Cash provided by financing activities for the six months ended June 30, 2025 was $9.6 million as compared to cash used in financing activities of $1.2 million for the comparable period in 2024. As discussed in Material Developments - Underwritten Offering above, the primary driver of finance cash inflow during the first half of 2025 was our first quarter equity offering which generated net proceeds of $11.9 million offset by a share repurchases. Cash provided by financing activities during the six months ended June 30, 2024 primarily related to borrowings under our credit facility reduced by share repurchases of $0.6 million and tax withholdings related to share based compensation.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Pursuant to Item 305(e) of Regulation S-K (§ 229.305(e)), the Company is not required to provide the information required by this Item as it is a “smaller reporting company,” as defined by Rule 229.10(f)(1).
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Item 4. Controls and Procedures

Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

We are required to maintain disclosure controls and procedures (as defined by Rules 13a-15(e) and 15d-15(e) under the Exchange Act) that are designed to ensure that information required to be disclosed by the Company in reports that it files or submits under the Exchange Act is (i) recorded, processed, summarized and reported within the time periods specified in the SEC rules and forms and (ii) accumulated and communicated to the Company’s management, including its principal executive officer and principal financial officer, as appropriate to allow timely decisions regarding required disclosure.

As of June 30, 2025, our management, including our Chief Executive Officer and Chief Financial Officer, carried out an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures as defined in Rules 13a-15(e) and 15d-15(e) of the Exchange Act. Based on the results of the evaluation, the Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls were not effective as of June 30, 2025 to ensure that information required to be disclosed by us in reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in SEC rules and forms and is accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosures. Such determination was made due to a material weakness in our internal control over financial reporting as of December 31, 2024, as discussed below.

A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such that there is a reasonable possibility that a material misstatement of the Company’s annual or interim financial statements will not be prevented or detected on a timely basis. As previously reported in our Annual Report on Form 10-K for the year ended December 31, 2024, filed with the SEC on March 13, 2025, in connection with our assessment of the effectiveness of our internal control over financial reporting at the end of our last fiscal year, management identified a material weakness in our internal control over financial reporting as of December 31, 2024. Specifically, our accounting system was not designed appropriately, and reliance could not be placed on some of the control elements of the accounting system. These control elements include a lack of certain functionality related to system-based account reconciliations, missing systematic controls in areas such as segregation of duties enforcement and data input validation, and an absence of independent evaluation of third-party information technology controls ("ITGCs"). The Company's manual review controls partially compensate for the system design limitations, but this material weakness cannot be remediated without the implementation of a system-based solution.

Limitations on Effectiveness of Controls and Procedures

In designing and evaluating the disclosure controls and procedures, management recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives. In addition, the design of disclosure controls and procedures must reflect the fact that there are resource constraints and that management is required to apply its judgment in evaluating the benefits of possible controls and procedures relative to their costs.

Changes in Internal Control over Financial Reporting

In January 2025, we began outsourcing much of our day-to-day accounting to a third-party provider, which involves utilizing a new accounting system that we believe will remediate the historic material weakness by year end 2025. The outsourcing arrangement is subject to the Company's supervision and review and many processes such as oil and natural gas reserves, income taxes, payroll, asset retirement obligations, and financial reporting among other corporate accounting functions continue to be maintained by Company accounting personnel. We anticipate assessing controls over the new accounting system as part of our year end 2025 reporting.

Except as disclosed above there were no changes in our internal control over financial reporting during the three months ended June 30, 2025, that have materially affected or are reasonably likely to materially affect, our internal control over financial reporting.

PART II – OTHER INFORMATION

Item 1. Legal Proceedings

From time to time, we may become party to litigation or other legal proceedings that we consider to be a part of the ordinary course of our business. We are not currently involved in any legal proceedings that we believe could reasonably be expected to have a material adverse effect on our business, prospects, financial condition or results of operations. We may become involved in material legal proceedings in the future.

Item 1A. Risk Factors.

There have been no material changes from the risk factors previously disclosed in the Company’s Annual Report on Form 10-K for the year ended December 31, 2024, as filed with the SEC on March 13, 2025, under the heading “Item 1A. Risk Factors”, except as set forth below, and investors should review the risks provided in the Annual Report and below, prior to making an investment in the Company. The business, financial condition and operating results of the Company can be affected by a number of factors, whether currently known or unknown, including but not limited to those described in the Annual Report and below, any one or more of which could, directly or indirectly, cause the Company’s actual financial condition and operating results to vary materially from past, or from anticipated future, financial condition and operating results. Any of these factors, in whole or in part, could materially and adversely affect the Company’s business, financial condition, operating results and stock price.
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Item 2. Unregistered Sales of Equity Securities and use of Proceeds

Recent Sales of Unregistered Securities

There have been no sales of unregistered securities during the quarter ended June 30, 2025 which have not previously been reported in a Current Report on Form 8-K.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

The following table sets forth share repurchase activity for the three months ended June 30, 2025:

	
	
	
	
	
	
	
	
	Total Number
	
	
	Approximate
	

	
	
	
	
	
	
	
	
	of Shares
	
	
	Dollar Value of
	

	
	
	
	
	
	
	
	
	Purchased as
	
	
	Shares that
	

	
	
	
	
	
	
	
	
	Part of
	
	
	May Yet Be
	

	
	
	
	
	
	
	
	
	Publicly
	
	
	Purchased
	

	
	
	
	Total Number
	
	Average
	Announced
	
	
	Under the
	

	
	
	
	of Shares
	
	Price Paid Per
	Plans or
	
	
	Plans or
	

	Period
	
	Purchased
	
	Share
	Programs(1)
	
	
	Programs(1)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	April 1 - April 30, 2025
	
	71,800
	
	$
	1.153
	71,800
	$
	3,514,370
	
	

	
	May 1 - May 31, 2025
	
	—
	$
	—
	—
	$
	3,514,370
	
	

	
	June 1 - June 30, 2025
	
	—
	
	$
	—
	—
	$
	3,514,370
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total
	71,800
	
	$
	1.153
	71,800
	$
	—
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



(1) On January 29, 2025, the Board of Directors of the Company authorized and approved an extension of the ongoing share repurchase program for up to $5.0 million of the currently outstanding shares of the Company’s common stock originally approved by the Board of Directors on April 26, 2023 and subsequently amended, subject to any future extension in the discretion of the Board of Directors of the Company, the repurchase program is now scheduled to expire on June 30, 2026, when a maximum of $5.0 million of the Company’s common stock has been repurchased, or when such program is discontinued by the Board of Directors. Under the stock repurchase program, shares may be repurchased from time to time in the open market or through negotiated transactions at prevailing market rates, or by other means in accordance with federal securities laws. Repurchases are made at management’s discretion at prices management considers to be attractive and in the best interests of both the Company and its stockholders, subject to the availability of stock, general market conditions, the trading price of the stock, alternative uses for capital, and the Company’s financial performance. The repurchase program is funded using the Company’s working capital. The program does not obligate the Company to acquire a minimum amount of shares.

*In addition to the shares repurchased pursuant to the repurchase program described in footnote (1) above, includes 76,000 total shares that were withheld by or returned to the Company during the quarter ended June 30, 2025, at an average price of $2.03 per share, in satisfaction of tax withholding obligations that arose upon the vesting of restricted stock; such shares do not count against the share repurchase authorization discussed in footnote (1), above.

Item 3. Defaults Upon Senior Securities.

Not applicable.


Item 4. Mine Safety Disclosures.

Not applicable.


Item 5. Other Information.

(c) Rule 10b5-1 Trading Plans. Our directors and executive officers may from time to time enter into plans or other arrangements for the purchase or sale of our shares that are intended to satisfy the affirmative defense conditions of Rule 10b5-1(c) or may represent a non-Rule 10b5-1 trading arrangement under the Exchange Act. During the quarter ended June 30, 2025, none of the Company’s directors or officers (as defined in Rule 16a-1(f)) adopted or terminated any contract, instruction or written plan for the purchase or sale of Company securities that was intended to satisfy the affirmative defense conditions of Rule 10b5-1(c) or any “non-Rule 10b5-1 trading arrangement.”
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	U.S. ENERGY CORP.
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	By: /s/ Ryan L. Smith
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	Chief Executive Officer (Principal Executive Officer)

	Date: August 12, 2025
	By: /s/ Mark L. Zajac

	
	
	MARK L. ZAJAC,

	
	
	Chief Financial Officer (Principal Financial and Accounting Officer)
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Exhibit 31.1

CERTIFICATION

I, Ryan L. Smith, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of U.S. Energy Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant, as of, and for, the periods presented in this report;

4. I am responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. I have disclosed, based on my most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Date: August 12, 2025

By: /s/ Ryan L. Smith
[image: ]

Ryan L. Smith

Chief Executive Officer

(Principal Executive Officer)

Exhibit 31.2

CERTIFICATION

I, Mark L. Zajac, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of U.S. Energy Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant, as of, and for, the periods presented in this report;

4. I am responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. I have disclosed, based on my most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Date: August 12, 2025

By: /s/ Mark L. Zajac
[image: ]

Mark L. Zajac

Chief Financial Officer

(Principal Financial and Accounting Officer)

Exhibit 32.1

CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of U.S. Energy Corp. (the “Company”) for the period ended June 30, 2025 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I Ryan L. Smith, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, to my knowledge, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company, at the dates and for the periods indicated.

Date: August 12, 2025

By:	/s/ Ryan L. Smith
[image: ]

Ryan L. Smith

Chief Executive Officer

(Principal Executive Officer)

Exhibit 32.2

CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of U.S. Energy Corp. (the “Company”) for the period ended June 30, 2025 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I Mark L. Zajac, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, to my knowledge, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company, at the dates and for the periods indicated.

Date: August 12, 2025

By:  /s/ Mark L. Zajac
[image: ]

Mark L. Zajac

Chief Financial Officer

(Principal Financial and Accounting Officer)
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