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The followingdefined termsreused in this report:
iBblo means barrel;
fiBcfo means billion cubic feet,;
B 0 a mehms board of directors;
CEGmeéansCenterpoiiner gy Gas Transmi ssionbés East pipe
C E Oneans Chief Executive Officer;
C F Oneans Chief Financial Officer;
C O 2neans carbon dioxide;
fi C O Omieans Chief Operating Officer;
i D D & Aneans depreciation, depletion and amortization;
i E S Orefers to the Panhandle Oil and Gas Inc. Employee Stock Ownership and 401(k)t&an
qualified, defined contribution plan
F A Smeans the Financial Accounting Standards Board;
gr os sorigerlolsss aeethe wellstor acres in which the Comphlas a working interest;
|l ndependent Consul t i nogh |Pned erpoel neduern tE nGQoi nnseuel rt(isn) go
Engi neer i nreferskoDeGolyes and MacNaughton of Dallas, Tef@agproved
reserves calculated as of September 30, 2010, or to Pirtresigy Services, L.L.C. of
Oklahoma City, Oklahomdor proved reserves calculated as of September 30, 2008 and 2009;
i L O BEmeans lease operating expense;
fiMcfo means thousand cubic feet,;
fiMcfddo means thousand cubic feet per day;
fiMcfe0 means natural gas stated on an Mcf basis a
natural gas equivalent by using the ratio of one Bbl of crude oil to six Mcf of natural gas;
fimineralso ,minéral acrexd  oninerdiinterestsd  r e f e r reraltaceade ®venednm perpetuity by
the Company
net owén elts aacrree sdoet er mi ned by mul tiplying gross
revenue interest in such wells or agres
NY ME kefers to the New York Mercantile Exchange;
PEPmeanPanhandl e Eastern Pipeline Companyds Tex
p | & term applied to identified areas with potential oil and/or natural gas reserves;
PV-100 means estimated pretax present value pf f
froyaltyintereso r ef ers t o wel | i nterests in which the
complete and operate a well, but receives a much smaller proportionate share (as compared to a
working interest) of productign
ASECO me a nrstedtStates Séturities and Exchange Commission;
fworking interestt r ef ers t o wel |l i nterests in which the
complete and operate a well and receives a proportionate share of praduction
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Fiscal yearreferences
All referencego yeardn this reportunless otherwise noted,e f er t o t he Companyds
September 30.

References to natural gas
All references to natural gas reserves, sales and prices include associated natural gas liquids.



PART |
ITEM 1 BUSINESS
GENERAL

Panhandl e Oi Compangl &ra s i P avadfeumddéd ineRange, Texas County,
Oklahomain 1926, as Panhandle Cooperative Royalty Company and operatedazeaativeuntil
1979 whenthe Company merged into Panhandle Royalty Company and its beasrae publicly
tradedOn April 2, 2007 the CompanyosGasmaiéenanaes ¢ h
change was made to clear up confusi on Rahahde t
has never been a Royalty Trust.

an
h e

While operating as eooperativethe Company returned most of fiistincome to shareholders as
cashdividends.Upon conversion to a public company in 19a8hough still paying dividends, the
Company began to retain a substantial part of its cash flow to participate with a working interest in the
drilling of wells on its mineral acreagamd to purchasedditional mineral acreag&everal acquisitions
of additional mineral acreage and small companies were made®@0thand®0s, and the acquisition of
Wood Oil Companynow a wholly owned subsidiaryas consummated October 2001.

In January 2006 the Company last split its Class A Common Stock onfartene basis.In

March 2007the Company last increased its authorized Class A Common 8twokl2 million shareso
the current 24 million shares.

The Companys involved in theacquisition management and development of oil aaturalgas

propertiesincludingwe | | s | ocat ed on ahdleasel®dmp @amagé&s miPaa@haln
mineraland leaseholgroperties are located primarily Arkansas, Kansa§)klahoma, New Mexic and
Texas with properties also located severot her st at es. The majnaiural t y o

gas production is from wells located in Oklahoma.

The Companybds office i s 05400 aldrte @and Blvd.GOklahted Ce n
City, OK 73112 telephoné (405)9481560,facsimilei (405)948-2038. Its website is
www.panhandleoilandgascom.

The Companyiles periodicreportswith the SECon Forms 16Q and 16K. Thesd-orms,the
Companyds annual report to sfeaailable vee dfeharge theongh c ur
its website as soon as reasonably practicable after they are filed with theA&Be(the Company posts
copies ofits various corporate governandecument®n the website From time to timgthe Company
postsother important disclosures to investors infthBr e s s drRifel ppa@asmion gectton & the s 0
website, as allowed by SEC rules.

Materials filed with the SEC may be rel@dd and
F Street, N.E.Washington, D.C. 20549. Information on the operation of the Public Reference Room
may be obtained by calling the SEC e8d0-SEG0330. The SE@Iso maintains an Internet website at
www.sec.govhat contains reports, proxy and information statements, and other information regarding
the Company thatasbeenfiled electronically with the SEC.

BUSINESS STRATEGY

Typically, more tharB0%of Panhand e 6 s r evenues are derived fr
and natural gagseeltem 8-fiFi nanci al ). St & he m&€mwm mpnaturalgassholdings, an d
including its mineral acreagkaghold acreagandworking and royaltynterests in producmwellsare
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mainlyin Oklahoma withother significant holdings Arkansas, Kansadlew MexicoandTexas(see
tem2iiDescri ption. ofEPplopraties oand develnayanent o
gas properties are conducted in association with operating ailaedachlgas companies, primarily larger
independent companies. The Company does not operate any of its mgtaradgas properties, but has

been an active working interest participamtrf many years in wells drill e
properties andn third-party drilling prospects. Aignificantp er cent age of t he Comp
drilling participations have been on properties in which the Compamgmineral acreage anoh many
casesalready owns an interest in a producing well in the udibst of these wells are in unconventional

plays (shale gas) located in Oklahoma and Arkansas.

PRINCIPAL PRODUCTS AND MARKETS

The Companyos prnatoral gas antlo alesser ekienciude oib These
products are sold to various purchasers, including pipeline and marketing companies, which service the
areas where the Company &acethaCanpangdoes gaperaeny sfthar e |
wellsin which itowns an interestt relies on the operating expertise of numerous companies that operate
wellsin the areas where the Company owns interests. iftlisdesexpertise in the drilling and
completion of new wells, producing well operations and, in mossc#s® marketing or purchasing of
productionfrom the wells Natural gas sales are principally handled by the well operator and are
normally contracted on a monthly basis with third padfuralgas marketers and pipeline companies.
Payment fonaturalgas sold is receiveay the Compangither from the contracted purchasers or the
well operator. Crude oil sales are generally handled by the well operator and payment for oil sold is
receivedby the Companyrom the well operator or from the crude oil poaser.

Prices of oil anchaturalgas are dependent on numerous factors beyond the control of the
Companyjncludingcompetition,weatherjnternational events and circumstanegply and demand,
actions taken by the Organization of Petroleum Exporting Counfi@EQ®), and economic, political
and regulatory developments. Since demand for natural gas is generally highest during winter months,
prices received f orprodutienar€ subjectamsgaSonal varationst a | gas

Beginning in calendar 20Q0the Company enteredtmprice risk management instruments
(derivativest o r educe t he Co mptamfluduatiorsphe gricerofenatirad gas Mier t
derivativecontactsa ppl v t o onl y a pmaturdligaproductibn ahdipmvid€anipp a n y ¢
partial price protection against declines in natural gas prices. d@hasative contractexpose the
Company to risk of financial loss anghylimit the benefit of futire increases inatural gagprices. A
more thorough discussion of gederivative contracts contained intem7-iManage ment 0 s
Discussion and Analysis of Financial Condition and Results of Opedation

COMPETITIVE BUSINESS CONDITIONS

The oil andnaturalgas industry is highly competitive, particularly in the search for new oil and
naturalgas r eserves. There are many factors affect
for its products which are beyond its control. Some of theserfantludethe quantity and price of
foreign oil imports, changes in prices received for its oil @etdralgas production, business and
consumer demand for refined oil products and natural gas, and the effects of federal and state regulation
of the expbration for, production of and sales of oil and natural gas. Changes in existing economic
conditions, weather patterns and actions taken by OPEC and otpevdikcing countries hawae
dramatic influence on the price Panhandle receives for its oh@archl gas production.

The Companyloes not operate any of the wells in which it has an interest; ratbbeston
companies with greater resources, staff, equipment, research and experience for operatiobathwells
in the drilling and productiophass. The Company uses its strong financial base and its menedal
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leaseholdacreage ownership, coupled with its own geologic and economic evag&tiparticipate in
drilling operations with these larger companies. This metlogg allows the Corpany tocompete
effectively in drilling operations it could not undertake on its own due to financial and personnel limits
and allows it to maintain low overhead costs.

SOURCES AND AVAILABILITY OF RAW MATERIALS

The existence afecoverableil andnatual gas reserveim commercial quantitieis essential to

the ultimate realizati on andleagehdldoreagefThesenminerghed C o mp
leaseholdgropertiesare theraw materiad to its business. The production and sale of oilrzatdral gas
from the Companyds properties is essential to p

viability of the Company. The Company reinvesiportion of its cash flowo purchase oil andatural

gas leasehold acreage atula lesseextent additional mineral acreag® assure the continued

availability of acreage with which to participate in exploration, drilling and development operations and
subsequentlythe production and sale of oil andturalgas. This participation in exglation and

production activities andurchasef additional acreags necessary toontinue to supply the Company
with the raw materials with which to generate additional cash flow. Mineral and leasehedde
purchases are made framanyowners The Company does not rely on any particular companies or
persondor the purchasesf additional mineral and leasehold acreage

MAJOR CUSTOMERS

T he Co mp a nnataralga®probduct@mmigisoldn most caseshroughits well operators to
many different purchasers on a wiey-well basis. During 2QL0, sales hroughthreeseparatavell
operatorsaccounted for approximatelyp%, 14%and11% respectivelyp f t he Co nopanch y 6 s
naturalgas salesGenerally,ifongpur chaser declines to continue
natural gas, several other purchasers can be located. Prigemngisllyconsistent from purchaser to
purchaser.

P

PATENTS, TRADEMARKS, LICENSES, FRANCHISES AND ROYALTY AGREEMENTS

The Comjany does not own any patents, trademarks, licenses or franchises. Royalty agreements
on producing oil andaturalg as wel | s st e mmi navnefshippofmirterdal@cre@ge mp a n'y
generate a portion of the Co mpavneshisof mireralacaages .
and this ownership is perpetual, unless sold by the Company. Royalties are due and payable to the
Company whenever oil and/oaturalgas is producedndsold r om wel | s | ocated on
mineral acreage.

REGULATION

Al of t he Co mpaadngrpreducweepltopertiésmare aatedsohshore in the
United StatesOil andnaturalgas production is subject to various taxes, such as gross production taxes
and, in some cases, ad valorem taxes.

The State oDOklahoma and other states require permits for drilling operations, drilling bonds and
reports concerning operations and impose otlgriatiors relating to the exploratidior and production
of oil andnaturalgas. These states also have regulationsadithg conservation matters, including
provisions for the unitization or pooling of oil andturalgas properties and the regulation of spacing,
plugging and abandonment of wells. As previously discusseddh®any relies on theell operators
to compy with governmental regulations.

Vari ous aspect s o0 hatutalgas op€rationp aerggtlated byi agencaes ol the
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federal governmentTransportation of natural gas in interstate commerce is generally regulated by the
Federal Energy Regatiory CommissionffFERQ) pursuant to the Natural Gas Act of 1938 and the
Natural Gas Policy Act of 1978NGPA0). The intestate transportation and gathering of natural gas
(and operational and safety matters related thereto) may be subject to redpylatiate and local
governments.

FERCO6s jurisdiction over interstate natur al
under which FERC continudd regulate the maximum selling prices of certain categorieatoifralgas
sol d i n iiinterstaetandantrdstats aommerce. Effective January 1, 1993, however, the
Natur al Gas Well head Decontrol Act (the fnADecont
saleso of natur al gas. B e ¢ a ues ley prdduders, altnatsral dag s 0 i
produced from the Companydés natur al gas propert
private contracts in effect. FERCO6s jurisdicti

Decontrol Ad.

Sales of natural gageaffected by intrastate and interstatduralgas transportation regulation.
Beginning in 1985, FERC adopted regulatory changes that have significantly altered the transportation
and marketing of natural gas. These changae wtended by FERC to foster competition by
transforming the role of interstate pipeline companies from wholesale marketers of natural gas to the
primary role ofnaturalgas transportersAs a result of the various omnibus rulemaking proceedings in
thelate 1980s and the individual pipeline restructuring proceedings of the early-i®80d, interstate
pipelines must provide open and nondiscriminatory transportation and transpeaxdted services to
all producers, natural gas marketing companaslldistribution companies, industrial end users and
other customers seeking service. Through similar orders affecting intrastate pipelines that provide
similar interstate services, FERC expanded the impact of open access regulations to intrastatecommer

More recently, FERC has pursued other policy initiatives that have affected natural gas
marketing. Most notable arfl) permittingthe largescale divestiture of interstate pipelioened
naturalgas gathering facilities to affiliated or naiffiliated companies; (2) further development of rules
governing the relationship of the pipelines with their marketing affiliates; (3) the publication of standards
relating to the use of electronic bulletin boards and electronic data exchange by the pipsiaies to
transportation informatioavailableon a timely basis and to enable transactions to occur on a purely
electronic basis; (4) further review of the role of the secondary market for released pipeline capacity and
its relationship to open access senitéhe primary market; and (5) development of policy and
promulgation of orders pertaining to its authorization of mabkestd rates (rather than traditional eost
of-service based rates) for transportation or transportatiated services upon the pipé ne 0 s
demonstration of lack of market control in the relevant service market.

As a result of these changes, sellers and buyers of natural gas have gained direct access to the
particular pipeline services they need and are able to conduct busineadamer number of counter
parties. These changes generally have improved the access to markets for natural gas while substantiall
increasing competition in the natural gas marketpldde effect of futureegulationsoy FERC and
other regulatory ageies cannot berpdicted.

Sales of oil are not regulated and aradeat market prices. The price received from the sale of
oil is affected by the cost of transporting it to market. Much of that transportation is through interstate
common carrier piglines. Effective January 1, 1995, FERC implemented regulations generally
grandfathering all previously approved interstate transportation rates and establishing an indexing system
for those rates by which adjustments are made annually based on tHenfd¢ian, subject to certain
conditions and limitationsOver time, theseegulations tend to increase the cost of transporting oil by
interstate pipeline, althougtomeannual adjustments may result in decreased fat@sgiven year.
These regulatins have generally beapheldon judicial review. Every five years, FERC will examine
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the relationship between the annual change in the applicable index and the actual cost changes
experienced by the oil pipeline industry.

ENVIRONMENTAL MATTERS

As the Company is directly involved in the extraction and use of natural resources, it is subject to
various federal, state and local provisions regarding environmental and ecological matters. Compliance
with these laws may necessitate significant capitdhgs; however,todatf¢ he Company6s co
compliance has beemmaterial The Company does not believe the existence of these environmental
laws, as currently written and interpretedj | | materially hinder or adve
busines®perations; however, there can be no assurances of future ewehgges in laws, or the
interpretation of laws, governing our industry. Current discussions involving the governance of hydraulic
fracturing in the future could havenaaterialimpact onthe Company Since the Company does not
operate any wellg whichit owns an interest, actual compliance with environmental laws is controlled
by the well operatorsyith Panhandle being responsible for its proportionate share of the costs involved.
As such to its knowledgethe Companys not aware of any instances of raampliance with existing
regulations and thaabsent an extraordinary eveatynoncompliance will not have a material adverse
effect onthe financial condition othe Company. Ahough the Company is not fully insured against all
environmental risks, insuranceveragas maintainedat levelswhich arecustomary in the industry.

EMPLOYEES

At September 30, 2@, Panhandle employel8 persons on a fulime basiswith five of the
employeeserving aexecutive officers The Presidenand CEGis alsoadirector of the Company.

RISK FACTORS

In addition to the other information included in this FormKl@he following risk factors should
be considered i n ebusnéssand fututrgprospects. The malpfactorg described
below are not necessarily exhaustiaed investors are encouraged to perform their own investigation
with respect to the Company and its business. Investors should also read the other inforriagion
Form 10K, including the financial statements and related notes.

Worldwide and in the United States economic recession contiresto have a negative effect on
demand for and the price of oil and natural gas.

Continuingeffects of the economiecessiortouldlead to (1) adecline ofoil and natural gas
reserves due to curtailed drilling activi() risk of insolvency of well operators and oil and natural gas
purchasers(3) limited availability of certain insurance contrgasd(4) limited access tderivative
instruments.A decline in reserves would lead to a decline in productionamndd have a negative
impact on profitability and Company value.

Oil and natural gas prices are volatile. Volatility inoil and natural gas pricescan adversely affect
results and the price of the Company6s coilmmon s
and natural gas producing properties difficult and can disrupt markets.

Oil and ratural gas prices have historically been a#itl coninue to be volatile. The prices for
oil andnatural gas are subject to wide fluctuation in response to a number of factors, including:

e worldwide economic conditions;
e economic, political and regulatory developments;
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market uncertainty;

relatively minor clanges in the supply of and demanddibrandnatural gas;
availability and capacity of necessary transportation and processing facilities;
commodity futures trading;

weather conditions;

import prices;

political conditions in major oil producing regiorespecially the Middle Easind West
Africa;

actions taken by OPE@nd

competition from alternative sources of energy.

In recent years, oil and natural gas price volatility has become increasingly derieee.
volatility makes it difficult to budget and project the return on exploration and developnogatts and
to estimate with precision the value of producing properties that are owned or acquired. In addition,
volatile prices often disrupt the market oil andnatural gas properties, as buyers and sellers have more
difficulty agreeing on the purchase price of propertiResults of operations may fluctuate significantly
as a result of, among other things, variationsii@andnatural gas prices drproduction performance.

A substantial decline in oil and natural gas price$or an extended period of timewould have a
material adverse effect on the Company.

A substantial decline in oil and natural gas pricesan extended period of tinveould have a
materi al adverse effect on the Companyés financ
the quantities of oil and natural gas that may be economically produced. A significant decrease in price
levels for an extended period wolldve amaterialnegative effect in several ways, including:

e cash flow would be reduced, decreasing funds available for capital expenditures employed to
replace reserves or increase production;

e certain reserves may no longer be economic to produce, detadioth lower proved reserves
and cash flow; and

e access to sources of capital, such as equity ortlenng debt markets, could be severely
limited or unavailable.

We cannot control activities on properties we do not operate.

The Company does not apée any of the properties in which it has an interest and has very
limited ability to exercise influence over operations of these properties or their associated costs. Our
dependence on the operator and other working interest owners for these prdjdetslimmited ability to
influence operations and associated costs could materially and adversely affect the realization of targeted
returns on capital in drilling or acquisition activities and targeted production growth rates. The success
and timing of dilling, development and exploitation activities on properties operated by others depend on
a number of factors that are beyond the Company
financial resources, approval of other participants for drilliefjsvand utilization of appropriate
technology.

The Co mpaivatwéastivities may reduce thecash flowreceived for oil and natural gas
sales.

In orderto manage exposure to price volatility in our natural gas, we enter into natural gas
derivativecontractdor a portion of our expected production. Commodity pdegvativesmay limit the
cash flowmwe actually realize and therefore reduce revenues in the future. The fair value of our natural
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gas derivative instruments outstanding as of SepteBthe?.0was an asset 0$1,620,326.
Lower oil and natural gas prices may cause impairment charges.

The Company has elected to utilize the successful efforts method of accounting for its oil and
naturalgas exploration and development activities. Bragtion expenses, including geological and
geophysical costs, rentals and exploratory dry holes, are charged against income as incurred. Costs of
successful wells and related production equipment and development dry holes are capitalized and
amortized byproperty using the unidf-production method as oil amdturalgas is produced.

Alllong-:l i ved assets, pr i nc nauelgaspropertieg ar€momtpradifoy 6 s
potential impairment when circumstances indicate that the carrying ofalne asset may be greater than
its future net cash flows. The need to test a property for impairment may result from significant declines
in sales prices or unfavorable adjustments to oilreatdralgas reservesOnce assets are classified as
held fa sale, they are reviewed for impairmeBecause of the uncertainty inherent in these factors, the
Companycannotpredict when or if future impairment charges will be recorded. If an impairment charge
is recognized, cash flow from operating activitiesot impacted but net income andnsequently
shareholde®equity, are reduced.

Our estimated proved reserves are based on many assumptions that may prove to be inaccurate.
Any material inaccuracies in these reserve estimates or underlying assumptiongl materially
affect the quantities and present value of our reserves.

It is not possible to measure underground accumulations of oil or natural gas in an exact way. Oil
and natural gas reserve engineering requires subjective estimates of underground accumulations of oll
and natural gas and assumptions concerning futur@aihatural gas prices, future production levels,
and operating and development costs. In estimating our level of oil and natural gas reserves, we and our
IndependenConsultingPetroleumEngineeringFirm make certain assumptions that may prove to be
incorrect, including assumptions relating to the level of oil and natural gas prices, future production
levels, capital expenditures, operating and development costs, the effects of regulation and availability of
funds. If these assumptions prove to be incoyat estimates of reserviihe economically recoverable
guantities of oil and natural gas attributable to any particular group of propeheeslassifications of
reserves based on risk of recovery and our estimates of the future net cash flows freserwes could
change significantly.

Our standardizedneasures calculated usinthe 12month average price calculated as the
unweighted arithmetic average of thesfiday-of-the-month oil and natural gas price for each month
within the 12month peiod prior to September 30, 201eld flat over the life of the propertiaad costs
in effect as of the date of estimation, less future development, production and income tax expeisses, and
discounted atenpercent per annum to reflect the timing wiure net revenue in accordance with the
rules and regulations of the SEC. Over time, we may make material changes to reserve estimates to take
into account changes in our assumptions and the results of actual development and production.

The reserve eshates we make for fields that do not have a lengthy production history are less
reliable than estimates for fields with lengthy production histories. A lack of production history may
contribute to inaccuracy in our estimates of proved reserves, futuhegbian rates and the timing of
development expendituregurther,our lack of knowledgeof all individual well information known to
the well operators such as incomplete well stimulation efforts, restricted production rates for various
reasons and up to date well production data, etc. may ddfesencesn our reserve estimates.

Becausdorwardlooking prices and costs are not used to estigiatunted future net cash
flows from our estimated proved resesythe standardizedneasureof our estimated proved reserves is
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not necessarily the same as the current market value of our estipraved oil and natural gas reserves.

The timing of both our production and our incurrence of expenses in connection with the
development and production of oil and natural gas properties will affect the timing of actual future net
cash flows from proed reserves, and thus their actual present value. In additidenghercent discount
factor we use when calculating discounted future net cash flows in compliance with the Financial
Accounting St and asatesmenBhomidandhdusalgdsprdduciBgactiyities
disclosuresnay not be the most appropriate discount factor based on interest rates in effect from time to
time and risks associated withe Companyor the oil and natural gas industry in general.

Failure to find or acquire additional reserveswill causereserves and productionto decline
materially from their current levels.

The rate of production from oil and natural gas properties generally declines as reserves are
depletedThe Companyds pr ov endteriallg as eesewessare prodlickdeptitetbe i n e
extent that the Company acquires additional properties containing proved reserves sealutiimhal
successful exploration and development drilling, successfullyesp@w technologies or idenifs
additional behindpipe zones or secondary recovery reser¥egure oil and natural gas production is
therefore highly dependent upon the level of success in acquiring or finding additional re¥aeses.
above activitiesre conductedith well operatorsas the Company does not operate ainys wells.

Drilling for oil and natural gagvariablyinvolves unprofitable efforts, not only from dry wells
but also from wells that are productive but do not produce sufficient net reserves to return a profit afte
deducting drilling, operating and other costs. In addition, wells that are profitable may not achieve a
targeted rate of returnThe Companyelieson t he oper atorsd seismic dat
technologies in identifying prospects and in condggcérplorationand developmerdctivities. The
seismic data and other technologies used do not alb@ratorso know conclusively prior to drilling a
well whether oil or natural gas is presandmay becommerciallyproduced.

Cost factors can advergdffect the economics of any project, artimatdy the cost of drilling,
completing and operating a well is controlledvisil operatorsaandexistingmarket conditions Further
drilling operations may be curtailed, delayed or canceled as a resuthefows factors, including
unexpected drilling conditions, title problems, pressure or irregularities in formations, equipment failures
or accidents, adverse weather conditions, environmental and other governmental reqyitleenerds
andavailability of drilling rigs, equipment and servicaad potentially the expected sales price to be
received for oil onaturalgas produced from the wells

Reserve estimates for September 30, 2QXdxlculated under the new SEC reporting rules,
Modernization of Oil andGas Reporting Requirementare not directly comparable to reserve
estimates made in prior years.

This report presents reserve estimates prepared using the new SEC reportiMpdéesization
of Oil and Gas Reporting Requiremenisich are differenin a number of respects from rules used for
reserve estimates made in prior yeafrbe changes includel) permitting use of new technologies to
determine proved reserves, if those technologies have been demonstrated empirically to lead to reliable
conclusions about reserve volumé2) enabling companies to additionally disclose their probable and
possible reserves to investors, in addition to their proved resésyedlowing previously excluded
resources, such as oil sands, to be classified ascrataral gas reserves rather than mining reserves;
(4) requiring companies to report the independence and qualifications of a preparer or auditor, based on
current Society of Petroleum Engineers critgftg;requiring the filing of reports for companitat rely
on a third party to prepare reserve estimates or conduct a reserve au(}; r@qdiring companies to
report oil and natural gas reserves using an average price based upon therpoatHL@eriod, rather
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than yeafend prices.The result igeserve estimates beginning with the fiscal year ended September 30,
2010 will not be directly comparable to estimated reserves reported in préscaligears.

Oil and natural gas drilling and producing operations involve various risks.

The Companyd subject to all the risks normally incident to the operation and development of oll
and natural gas properties and the drilling of oil and natural gas wells, including well blowouts, cratering
and explosions, pipe failures, fires, abnormal pressuresntrottable flows of oil, natural gas, brine or
well fluids, release of contaminants into the environment and other environmental hazards and risks.

The Company maintains insurance against many potential losses or liabilities arising from well
operatiors in accordance with customary indugtractices and in amounts belieyegdmanagemertb
be prudent. However, this insurance does not pritagainst all operational risks. For example, the
Company does not maintain business interruption insurahdeitionally, pollution and environmental
risks generally are not fully insurable. These risks could give rise to significarsureccosts that
could have a material adverse effectupone Company o6s. financi al resul t

Future legislative or regulatory changes may result in increased costs and decreased revenues, cash
flows and liquidity.

Companies which operate wells in which Panhandle owns a working interest are subject to
extensive federal, state and local regulation. Panhandle, as a workiegtintener, is therefore
indirectly subject to the same regulations. New or chalayeslandregulations such as those described
below could have an adverse effect on our business.

Federal Income Taxation

Proposals to repeal the expensing of intangible drilling costs, repeal the percentage depletion
allowance and increase the amortization period of geological and geophysical expenses, if enacted, woul
increase and accel er at e lincohme takesAn p @esulytiese charggsme nt o
woulddecreasd h e C o rogsl flows@wilable fateveloping its oil and natural gas properties.

Hydraulic Fracturing

The vast majority of oil and natural gas wells drilledecent years, and future wedlgpected to
be drilled,in which the Company owns an intereare, or are expected to lgdraulically fractured as
a part of the process of completing the wells and putting them on production. Some members of
Congress have proposed legislation toegithan or further regulate the hydraulic fracturing process. We
cannot predict whether any such legislation will be enactatieractedwhat its provisions would be.
If legislation is passed to ban hydraulic fracturing, the number of wells drilke ifuture may drop
dramatically, and the economic performance of those drilitbe negatively affected. Legislation
imposing further regulation of hydraulic fracturing may result in increased costs to drill, complete and
operate wells, as well asldgs in obtaining permits to drill wells.

Climate Change

The EPA has proposed regulations for the purpose of restricting greenhouse gas emissions from
stationary sources. Also, the U.S. Congress has considered legislation that would establsida cap
trade program in order to reduce emissions of greenhouse gases such as carbon dioxide and methane.
Such regulatory and legislative proposals to restrict greenhouse gas emissions, or to generally address
climate change, c oul d ngnoosts as aperatord ohvells@hicmthbea ny 6 s 0 p
Company owns a working interestcur costs to complwith new rules The increase in costs to the
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well operators, and ultimatetite Companyas a working interest ownerould include new or increased
coststo install new emissions control equipment, operate and maintain existing equipment, obtain
allowances to authorize greenhouse gas emissions and pay greenhouse gas related taxes. There also
could be an adverse effect on demand for oil and natural gas mérket place.

Shortages of oil field equipment, servicegjualified personneland resulting cost increasesould
adversely affect results of operations.

The demand for qualified and experienced field personnel to drill wells and conduct field
operations, geologists, geophysicists, engineers and other professionals in the oil and natural gas industr
can fluctuate significantly, often icorrelation with diand natural gas prices, causing periodic shortages.
There have also been shortages of drilligg, hydraulic fracturing equipment and persorarad other
oilfield equipment, as demand for rigs and equipment increased along with the number of nglls bei
drilled. These factors also cause significant increases in costs for equipment, services and personnel.
Higher oil and natural gas prices generally stimulate increased demand and result in increased prices for
drilling rigs, crews and associated suep] equipment and services. These shortages or price increases
could adversely affect thé o mp a profittrargin, cash flow and operating resuttisrestrictits ability
to drill wells and conduct ordinary operations.

Competition in the oil and natural gas industry is intense, and most of our competitors have
greater financial and other resources than we do.

We compete in the highly competitive areas of oil and natural gas acquisition, development,
exploration and production. We face intense cortipatirom both major and independent oil and
natural gas companies in seeking to acquire desirable producing propeeidagiew poperties for
future exploration andeekingthe human resource expertisecessary teffectivelydevelop properties
We also face similar competition in obtainisgfficient capital to maintain drilling rights in all drilling
units.

Many of our competitors have financial and other resources substantially greater than ours, and
some of them are fully integrated aitd natiral gascompanies. These compan&sable to pay more
for development prospects and productive oil and natural gas propertiaseabte to define, evaluate,
bid for, purchaseand subsequently dridl greater number of properties and prospects thafimancial or
human resources perméffectively reducing our right tparticipate indrilling on certain of our acreage
as a working interest owneOur ability to develop and exploit our oil and natural gas properties and to
acquire additionadjuality properties in the future will depend upon our ability to successutijuate,
select and acquire suitable properties jandin drilling with reputableoperatorsn this highly
competitive environment.

ITEM 1B UNRESOLVED STAFF COMMENTS
None
ITEM 2 PROPERTIES
At September 30, 2, Panhandl eds princiopal properties
254422 net mineral acres, held principally ArkansasNew Mexicq North DakotaOklahoma,Texas
andsix otherstates. The Company also held lease$®066net acreprimarily in Oklahoma. At

September 30, 20, Panhandle heldorking interestsiroyalty interest or botln 4,989producing oiland
naturalgas wells andOwellsin the process of being drillead completed.

Consistent with industry practice, t@®@mpanydoes not have current abstracts or title opinions
(10)



on allof its mineral properties and, therefore, canp@tcertairthat it has unencumbered title to all of
theseproperties. In recent yeaesfew insignificantc hal | enges have been
fee title to its properties.

mad e

The Companyays ad valorem taxes on minerals ownexiire states.
ACREAGE
Mineral Interests Owned
The following table of mineral interests ownmdlects, in each respective state, the number of net

and gross acres, net and gross producing acres, net and gross acres leased, and net and gross acres op
(unleasedps of September 30, 2010

Net Gross
Net Gross Acres Acres Net
Net Gross Acres Acres Acres Leased Leased Acres Gross Acre:
Acres Producing Producing to Others to Others Open Open
State 1) 1) 2) 2) 3) 3)
Arkansas 9,951 45,277 4,106 16,174 3,312 13,102 2,533 16,001
Colorado 8,217 39,080 223 447 7,994 38,633
Florida 5,589 12,239 5,589 12,239
Kansas 3,082 11,816 144 1,200 2,938 10,616
Montana 1,007 17,947 1,007 17,947
North Dakota 11,179 64,286 110 800 11,069 63,486
New Mexico 57,396 174,460 1,352 7,125 525 760 55,519 166,57&
Oklahoma 112,975 945,038 36,799 296,339 1,099 9,029 75,077 639,67C
South Dakota 1,825 9,300 1,825 9,300
Texas 43,174 359,864 7,451 70,500 547 5,578 35,176 283,78¢
OTHER 27 262 27 262
Total: 254,422 1,679,569 49,962 392,138 5,706 28,916 198,754 1,258,51¢
(1) AProduci ngo r e pacresnevimidch Panhahdie owns anreyaltg dr working interest in a producing well.
2)fiLeasedo represents the mineral acres owned by Panhand
B AOpend represents miner al a eased or inproductiah. by Panhandl e t hat
Leases

The following table reflects net mineral acres leased from others, lease expiration dates, and net

leased acres held by production.
Net Acres
Held by
State Net Acres Net Lease Acres Expiring Productior
2011 2012 2013 2014 2015

Kansas 2,117 2,117
Oklahoma 15,077 1,597 167 600 653 32 12,028
Texas 504 3 501
Other 1,368 1,368
TOTAL 19,066 1,597 170 600 653 32 16,014

PROVED RESERVES

The following table summarizes estimates of proved reserves of ailaandhlgas held by
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Panhandle. Alprovedreserves are located within the United Stated are principally made up of small
interests iM,989wells. Other than this report, ttGomm ny 6 s

other federal agency.

r e s earewict filed with anpna t e s

Net Proved Developed Reserves Barrels of Oll Mcf of Natural Gas Mcfe
September 30, 2010 861,240 57,344,190 62,511,630
September 30, 2009 882,987 45,036,460 50,334,382
September 30, 2008 895,430 35,970,450 41,343,030
Net Proved Undeveloped Reserves

September 30, 2010 63,769 40,826,265 41,208,879
September 30, 2009 37,886 8,991,350 9,218,666
September 30, 2008 94,530 12,180,220 12,747,400
Net Total Proved Reserves

September 30, 2010 925,009 98,170,455 103,720,509
September 30, 2009 920,873 54,027,810 59,553,048
September 30, 2008 989,960 48,150,670 54,090,430

Reservedor 2008exclude approximatel®.9 Bcf of CO2 gas reserved hese reserves were sold
in the fourth quarter of 2009.

The determination of reserestimates is a function of testing and evaluating the production and
development of oil and natural gas reservoirs in order to establish a production decline curve. The
established production decline curves, in conjunction with estimated future oil tanal gas prices,
development costs, production taxes and operating expenses, are used to estimate oil and natural gas
reserve quantities and associated future net cash flows. As information is processed, over time, regardini
the development of individua¢servoirs and as market conditions change, estimated reserve quantities
and future net cash flows will change as wélktimated reserve quantities and futureaash flowsare
affected by changes in product prices, and these prices have varied substantially in recent years and are
expected to vary substantially from current pricing in the future.

In January 2010, the FASB updated its oil aaturalgas estimation and stilosure requirements
to align its requirement satunaligdshepartihgeuleS, Bitich are mo d e r n
effective for annual reports on Form 101 K for f
update includes the following chges:(1) permitting use of new technologies to determine proved
reserves, if those technologies have been demonstrated empirically to lead to reliable conclusions about
reserve volumeg2) enabling companies to additionally disclose their probable asiboseserves to
investors, in addition to their proved resery83;allowing previously excluded resources, such as oil
sands, to be classified as oil and natural gas reserves rather than mining rébergsiring companies
to report the independea and qualifications of a preparer or auditor, based on current Society of
Petroleum Engineers criterigg) requiring the filing of reports for companies that rely on a third party to
prepare reserve estimates or conduct a reserve aud{®)amdjuirirg companies to report oil and natural
gas reserves using an average price based upon the prramiB period, rather than yeand
prices.The update must be applied prospectively as a change in accounting principle that is inseparable
from a change inaounting estimate and is effective for entities with annual reporting periods ending on
or after December 31, 200&ffective September 30, 2010, the Company adopted the new requirements.
See Note 10 for disclosures regarding our natural gas areseites.

The @mpany is not able to disclose the effects resulting from the implementation of these
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changes on the financial statements or on the amount of proved reserves and disclosed guantities.
order to accurately report the quantitative effectpgfing oil and gas modernization rules, it would

have been necessary for the Company to prepare two sets of reserve reports, one applying the new oil ar
gas modernization rules and another applying the rules in efif§eptéémber 3®009. The Company

has interests in several thousand developed and undeveloped properties which are evaluated in the
reserve estimation process. The Company has a total of eighteen employees including one petroleum
engineerand one engineering tecBtaff time was not aviable for the engineering staff to perform
necessary controls to ensure the accuracy of the report, for accounting personnel to recalculate DD&A
and retest for impairment of producing properties and be able to timely prepare and file this F&rm 10
with the SEC. Therefore, the Company determined that it was not practicable to perform a second
reserve estimation process under the prior rules.

Proved oil andhaturalgas reserves are those quantities of oilraatdralgas which, by analysis
of geosciencand engineering data, can be estimated with reasonable certainty to be economically
produciblei from a given date forward, from known reservoirs, and under existing economic conditions,
operating methods, and government regulatiopsor to the time atvhich contracts providing the right
to operate expire, unless evidence indicates that renewal is reasonably certain, regardless of whether
deterministic or probabilistic methods are used for the estimatfiba.project to extract the
hydrocarbons must hawommenced or the operator must be reasonably certain that it will commence the
project within a reasonable time. The area of the regetwosidered as proved includes: (i) the area
identified by drilling and limited by fluid contacts, if any, and &djacent undrilled portions of the
reservoir that can, with reasonable certainty, be judged to be continuous with it and to contain
economically producible oil araturalgas on the basis of available geoscience and engineering data. In
the absence of datm fluid contacts, proved quantities in a reservoir are limited by the lowest known
hydrocarbons as seen in a well penetration unless geoscience, engineering or performance data and
reliable technology establishes a lower contact with reasonable certdimtye direct observation from
well penetrations has defined a highest known oil elevation and the potential exists for an associated
naturalgas cap, proved oil reserves may be assigned in the structurally higher portions of the reservoir
only if geosci@ace, engineering, or performance data and reliable technology establish the higher contact
with reasonable certainty. Reserwahich can be produced economically through application of
improved recovery techniques (including, but not limited to, fluiddtipn) are included in the proved
classification when: (i) successful testing by a pilot project in an area of the reservoir with properties no
more favorable than in the reservoir as a whole, the operation of an installed program in the reservoir or
ananalogous reservoir, or other evidence using reliable technology establishes the reasonable certainty c
the engineering analysis on which the project or program was based; and (ii) the project has been
approved for development by all necessary partieeatities, including governmental entitieBxisting
economic conditions include prices and costs at which economic producibility from a reservoir is to be
determined. The price shall be the average price during theohth period prior to the endingtdeof
the period covered by the report, determinedraanweighted arithmetic average of the fitat-of-the-
month price for each month within such period, unless prices are defined by contractual arrangements,
excluding escalations based upon futuredamons.

Developed oil anaaturalgas reserves are reserves of any category that can be expected to be
recovered through existing wells with existing equipment and operating methods or in which the cost of
the required equipment is relatively minor compared to the cost of a new welhrangtt installed
extraction equipment and infrastructure operational at the time of the reserves estimate if the extraction is
by means not involving a well.

Undeveloped oil andaturalgas reserves are reserves of any category that are expected to be
recovered from new wells on undrilled acreage, or from existing wells where a relatively major
expenditure is required for recompletioReserves on undrilled acreage shall be limited to those directly
offsetting development spacing areas that are rebgooertain of production when drilled, unless
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evidence using reliable technology exists that establishes reasonable certainty of economic producibility
at greater distances. Undrilled locations can be classified as having undeveloped reserves only if a
development plan has been adopted indicating that they are scheduled to be drilled within five years,
unless the specific circumstances justify a longer time. Under no circumstances shall estimates for
undeveloped reserves be attributable to any acreagénfoh an application of fluid injection or other
improved recovery technique is contemplated, unless such techniques have been proved effective by
actual projects in the same resenar an analogous reservoir or by other evidence using reliable
technobgy establishing reasonable certainty.

Theindependentonsulting petroleum engineering firm of DeGolyer and MacNaughton of
Dallas, Texas calculatd h e C o mipaancnatoral gas reserves as of September 30,(286&0
Exhibits 23 and 99) Reservess of September 30, 2008 and 2009 were calculated by Pinnacle Energy
Services, L.L.C. of Oklahoma City, Oklahoma.

The Companyds net proved (including certain
natural gas reserves, all of which are locatetiénUnited States, as of September 320200® and
208, have been est i nraeépenden@oysultingPetroldlimEngineearinygérss. All
studies have been prepared in accordance with regulations prescribed by the Securities and Exchange
Conmmission. The reserve estimates were based on economic and operating conditions existing at
September 30, 2@, 200 and 20@. Since the determination and valuation of proved reserves is a
function of testing and estimation, the reserves presented df@mekpected to change as future
information becomes available.

ESTIMATED FUTURE NET CASH FLOWS

Set forth below are estimated f umetproed net <cas
reserves (based on the estimated units set forth in the immegiagegding tablefor the year indicated
and the present value of such estimated future net cash flows, computed by applying a 10% discount
factor as required by the rules and regulations of the SEC. Estimated future net cask 8bws
September 30, 2B and 200Mave been computed by applying prioésil and natural gas on
September 30 of each ydarfuture production of proved reserves less estimated future expenditures to
be incurred with respect to the development and productitreséreserves As of September 30, 2010,
the Company adopted the new SEC RMedernization of Oil and Gas ReportilRequirements|In
accordance with the new SEC rule, the estimated future net cash flows as of September 30, 2010 were
computed using the #onth aveage price calculated as the unweighted arithmetic average ofsthe fi
day-of-the-month oil and natural gas price for each month within thent@th period prior to September
30, 2010 held flat over the life of the properties ampblied to future production of proved reserves less
estimated future development and production expenditures for these reserves. The pricing used for each
of the three years presented is in accordance with SEC regulations in effect for eadlihgearounts
presentecre net of operating costs and production taxes levigkddrgspective states. Prices used for
determining future cash flows from oil and natural ga®fSeptember 3@®010, 200 and2008, were as
follows: 2010 - $69.23Bbl, $4.33Mcf ; 2000 - $66.96/Bbl, $2.86/Mcf; 2008 - $97.74/Bbl, $4.5UMcf
(these natural gas prices are representative of local pipelines in Oklalidmeag future net cash flows
based on SEC pricingllesshould not be construed as the fair market value ofthe@aomp 6 s r es er
A market value determination would need to include many additional factors, including anticipated oil
andnaturalgas priceand production coshcreases or decreas@gich could affect the economic life of
the properties
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Estimated Future Net Cash Flows

9-30-10 9-30-09 9-30-08
Proved Developed $ 202,056,455 $ 131,674,245 $ 182,996,389
Proved Undeveloped 84,200,597 15,372,040 31,863,340
Income Tax Expense 99,118,090 43,832,666 67,278,008
Total Proved $ 187,138,962 $ 103,213,619 $ 147,581,721

10% Discounted Present Value of Estimated Future Net Cash Flows

9-30-10 9-30-09 9-30-08
Proved Developed $ 103,270,565 $ 73,869,512 $ 104,840,854
Proved Undeveloped 21,960,347 6,800,080 15,068,040
Income Tax Expense 52,730,503 26,923,084 41,896,610
Total Proved $ 72,500,409 $ 53,746,508 $ 78,012,284

The future net cash flowfsr 9-30-08 are net of immaterial amounts of future cash flow to be
received from CO2 reserve3hesereserves were sold in the fourth quarter of 2009

OIL AND NATURAL GAS PRODUCTION

The followingtabé s et s forth t he Comp aauyadas fontreetiscggr od u
periods indicated.

Year Ended Year Ended Year Ended

9-30-10 9-30-09 9-30-08
Bbls - Oil 102,379 128,160 132,40z
Mcf - Natural Gas 8,302,342 9,109,988 6,928,03¢
Mcfe 8,916,616 9,878,948 7,722,45(

Natural gs production includez36,308and193,408Mcf of CO2 sold at average prices®85
and$.86 per Mcf for the years endeSeptember 30, 20@&nd2008, respectively.

AVERAGE SALES PRICES AND PRODUCTION COSTS

The following table sets forth unit price and cost data for the fiscal periods indicated.

Year Endec Year Endec Year Endec

Average Sales Price 9-30-10 9-30-09 9-30-08

Per Bbl, Oil $ 7283 $ 51.79 $ 103.91
Per Mcf, Natural Gas (1) $ 44 $ 338 $ 7.98
Per Mcfe $ 4.94 $ 3.79 $ 8.94

Q) Proceeds from the sale of natural gas liquids have been included in natural gas sales, and
are therefore included in the price per Mcf of natural gas.
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Year Endec Year Endec Year Endec

Average Production (lifting costs) 9-30-10 9-30-09 9-30-08
(Per Mcfe of Natural Gas)
(1) $ 092 $ 0.78 $ 0.86
(2) 0.16 0.12 0.44

$ 1.08 $ 0.90 $ 1.30

(2) Includes actual well operating costempression, handling and marketing fpagl on
natural gas sales and other minor expenses associated with well operations.

(2) Includes production taxemly. The low production tax rate per Mcfe in 2009 and 2010 is
because of a | arge proportion of the Comp
horizontally drilled wells which are eligible for either Oklahoma production tax credits or
reduced Arkansas production tax rates.

Approximately28% o f t h e Co mpnaturalgassevenielis generated from royalty
interestan approximately3,600wells. Royalty interests bearo share of the operating costs on those
producing wells.

GROSS AND NET PRODUCTIVE WELLS AND DEVELOPED ACRES

The foll owing table sets forth niumalghsavellsdsefdo s g
September 3@®010. Panhandle ownsitherworking intereststoyalty interests obothin these wells.
The Company does not operate any wells.

Gross Wells Net Wells
0]] 997 20.47
Natural Gas 3,992 92.30
Total 4,989 112.77
Il nformation on multiple completions is not a

nat believed to beignificant.

As of September 30, 20, Panhandle owne@P2,138gross developed mineral acres d9¢962
net developed mineral acres. Panhandle has also leased fronil88)&d?gross developed acres
containng 16,014net developed aes.

UNDEVELOPED ACREAGE

As of September 3@010, Panhandle ownet],287,431gross an®?04460net undeveloped
mineral acres, and leases28)044gross and®,052net acres.

DRILLING ACTIVITY

The following net productive development and exploratory wells and net dry development and
exploratory wells in which the Company haither a working interest,rayalty interest or bothvere
drilled and completed during the fiscal years indicatBde Gmpany did not purchase amglls during
these periods.
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Development Wells Net Productive Wells Net Dry Wells
Fiscal years ended:
September 30, 2010 4.029693 0.057282
September 30, 2009 8.893170 0.092978
September 30, 2008 8.120236 0.067177
Exploratory Wells
Fiscal years ended:
September 30, 2010 0.160270 0.000000
September 30, 2009 0.867702 0.138051
September 30, 2008 0.985659 0.083333
Purchased Wells
Fiscal years ended:
September 30, 2010 -0-- -0--
September 30, 2009 --0-- -0 --
September 30, 2008 -0-- -0--

PRESENT ACTIVITIES

The following table sets forth the gross and net oilrmatdralgas wells drilling or testing as of
September 30, 2M, in which Panhandle owrestheraworking interest, aoyalty interestor both These
wells werenot yet producingit September 30, 20.

Gross Wells Net Wells
Oil 7 0.15976
Natural Gas 33 0.74449

OTHER FACILITIES

The Companyeasesl2,369square feet of office space in Oklahoma City, OK. [Ease
obligation endin 2012,

SAFE HARBOR STATEMENT

This report, including information included in, or incorporated by reference from, future filings
by the Company with the SEC, as well as information contained in written material, press releases and
oral statemerst contais, or may contai n, cer tleokinystastdamaniSse ment s
within the meaning othefederal securities laws. All statements, other than statements of historical facts,
included or incorporated by reference in this report, vhddress activities, events or developments
which are expectetb, or anticipated willor may occur in the futurgare forwardlooking statements.
The words fibelieves, 0 Aintends, 0 Aexpects, 0 fAan
expressions are used to identify forwdmdking statements.

These forwardooking statements include, amondets, such things as: the amount and nature
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of our future capital expenditures; wells to be drilled or reworked; prices for oil and natural gas; demand
for oil and natural gas; estimates of proved oil and natural gas reserves; development and ingll drilli
potential; drilling prospects; business strategy; production of oil and natural gas reserves; and expansion
and growth of our business and operations.

These statements are based on certain assumptions and analyses made by the Company in light c
expeience and perception of historical trends, current conditions and expected future developments as
well as other factors believed appropriate in the circumstances. However, whether actual results and
development will conform to our expectations and preahs is subject to a number of risks and
uncertaintieswhich could cause actual results to differ materially from our expectations.

Oneshould not place undue reliance on any of these forleaidng statements. THéompany
does noturrenty interd to update forwardooking information and to release publicly the results of any
future revisions made to forwatdoking statements to reflect events or circumstgnebgh reflect the
occurrence of unanticipated evergier the date of this report.

In order to provide a more thorough understanding of the possible effects of some of these
influences on any forwarlboking statements made, the following discussion outlines certain factors that
in the future could cause consolidated result2@id andbeyond to differ materially from those that
may be presented in any such forwaydking statement made by or on behalf of the Company.

Commodity Prices.The prices received for oil and natural gas production have a direct impact on
t he Co mgvauesy @rdditability and cash flamas well as the ability to me#s projected financial
and operational goals. The prices for natural gas and crude oil are dependent on a number of factors
beyond the Companyds c¢ont r oratural gasweatherdconditppnsinthe h e d
continental United States (which can greatly influence the demand for natural gas at any given time as
well as the price we receive for such natural gas) and the ability of current distribution systems in the
United Sates to effectively meet the demand for oil and natural gas at any given time, particularly in
times of peak demand which may result because of adverse weather conditions.

Oil prices are sensitive to foreign influences based on political, social arragofactors, any
one of which could have an immediate and significant effect on the price and supply of oil. In addition,
prices of both natural gas and oil are becoming more and more influenced by trading on the commodities
marketswhich has at timesjncreasd the volatility associated with these prices.

Uncertainty of Oil and Natural Gas Reserve3here are numerous uncertainties inherent in
estimating quantities of proved reserves and th
contol. The oil and natural gas reserve data included in this report represents only an estimate of these
reserves. Oil and natural gas reservoir engineering is a subjective and inexact process of estimating
underground accumulations of oil and naturalthas cannot be measured in an exact manner. Estimates
of economically recoverable oil and natural gas reserves depend on a number of variable factors,
including historical production from the area compared with production from other producing areas and
asumptions concerning future oil and natural gas pricésre operating costseverance and excise
taxes development costand workover and remedial costs.

Some or all of these assumptions may vary considerably from actual results. For these reasons
estimates of the economically recoverable quantities of oil and natural gas and estimates of the future net
cash flows from oil and natural gas reserves prepared by different engineers or by the same engineers bu
at different times may vary substantyallAccordingly, oil and natural gas reserve estimates may be
subject to periodic downward or upward adjustments. Actual production, revenues and expenditures with
respect to oil and natural gas reserves will vary from estimates, and those vardenreesaterial.
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The Company does not operate any of the properties in which it has an interest and has very
limited ability to exercise influence over operations for these properties or their associated costs.
Dependence on the operator and other workiteg@st owners for these projects and the limited ability
to influence operations and associated costs could materially and adversely affect the realization of
targeted returns on capital in drilling or acquisition activities and targeted production gategth

The information regarding discounted future net cash flows included in this report is not
necessarily the current market value of the estimated oil and natural gas reserves attributable to the
Companyds properti es. 201Cestimatee discountes €uture yet cash BowsS E C,
from proved oil and natural gas reserves are determined based @n f i s c-mdnth gverage @fs 1 2
the firstday-of-themonth oil and natural gas pricésl and natural gas prices used for 2008 and 2009
werebased on the Septembersjibtprice of each respective yeand costs as of the date of the
estimate. Actual future prices and costs may be materially higher or lower. Actual future net cash flows
are also affected, in part, by the amount and tiroingjl and natural gas productiosupply and demand
for oil and natural gas and increases or decreases in consumption.

In addition, the 10% discount factor dse calculating discounted future net cash flows for
reporting purposes is not necessailily most appropriate discount factor based on interest rates in effect
from time to time and the risks associated with operatibtise oil and natural gas industry in general.

ITEM 3 LEGAL PROCEEDINGS

There were no material legal proceedings invol\Raghandle owood Oilon September 30,
201Q or atthe date of this report.

ITEM 4 SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of Panha
the fiscal year endefleptember 30, 2M.
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PART Il

ITEM 5 MARKET FOR REGISTRANT & COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN?*
Among Panhandle Oil & Gas Inc, the S&P Smallcap 600 Index
and the S&P Oil & Gas Exploration & Production Index
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e Panhandle Oil & Gas Inc +e+eee-- S&P Smallcap 600 == == S&P Oil & Gas Exploration & Production

*$100 invested on 9/30/05 in stock or index, including reinvestment of dividends.
Fiscal year ending September 30.

Copyright© 2010 S&P, a division of The McGraw-Hill Companies Inc. All rights reserved.

The above graph compares the cumulathyear total return provided shareholders on Panhandle
Oil and Gas Inc.6s common stock relative to the
and the S&P Oil & Gas Exploration & Production index. iAvestment of $100 (with reinvestment of
all dividends) is assumed to have been made in our common stock and in each of the indexes on
September 30, 2@)and its relative performance is tracked through September B30, 20

On July 22, 2008, th€ 0 mp a Glas®sCommon Stodk i Co mmo n wa listed dn the
New York Stock Exchange (symbol PHX@nd, prior to that, it was listed on the American Stock
Exchange under the same symb®he following table sets forth the high and low trade prices of the
CommonStock during the periods indicated:

Quarter Ended High Low

December 31, 2008 $ 28.18 $ 13.75
March 31, 2009 $ 23.75 $ 13.15
June 30, 2009 $ 24.62 $ 15.79
September 30, 2009 $ 28.02 $ 18.17
December 31, 2009 $ 26.25 $ 19.06
March 31, 2010 $ 29.65 $ 20.34
June 30, 2010 $ 29.29 $ 21.97
September 30, 2010 $ 30.31 $ 21.00
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As of November22, 2010, thee werel, 716 holders ofrecordof Panhandlé s C [Carsnmon A
Stockandapproximatelyt,000beneficial owners

During the past two years, cash dividends have Heelared angaid as follows on th€lass A
Common Stock:

Date Rate Per Shar
December 2008 $0.07
March 2009 $0.07
June 2009 $0.07
September 2009 $0.07
December 2009 $0.07
March 2010 $0.07
June 2010 $0.07
September 2010 $0.07
Approval by the Companyds board of directors

any dividends.

While the Companwnticipates it willcontinue to pay didends on its common stock, the
paymentand amounof future cash dividends will depend upon, among other things, financial condition,
funds from operations, the level of capital and development expenditures, future business prospects,
contractual restriadns and any other factors considered relevant by the board of directors.

T h e C o nopeditfiagilitysalsocontains a provision limiting the paying or declaring of a cash
dividend tofifteen percent ohet cah flowprovided by operating activities from the Consolidated
Statement of Cash Floves the precedind2-month period. See Note 4 to the consolidated financial
statements contained hereintam 87 fiFinancial Statements f or a f ur t he@edt di scus
facility.

On May 28, 2008and July 29, 2008he Company announced thathtsard ofdirectors had
approved stock repurchase progsampurchase up to $2,000,080d $3,000,000 (respectively) the
Companyo0s c olimsepnogrants werekcomiad in 2008.Upon approval by the
sharehol ders of the Companyés 2010 Restricted S
approved repurchasd upto $1.5 millioro f t he Co mp a n y féom tincedortimeequal 0t 0 ¢ k
the aggregate numberf s hares of common stock awarded purs
Stock Plan, contributed by the Company to its ESOP and credited to the accounts of directors pursuant tc
the Deferred Compensation Plan for Nemployee DirectorsThe shares areeld in treasury and are
accounted for using the cost methdkt. September 30, 2@ and September 30, 200L1,632and
11508( respectively) treasury shares were contri bu
participants.

ITEM 6 SELECTED FINANC IAL DATA
The following table summarizes consolidated financial data of the Company and should be read
in conjunction with the AManagement 6s Discussi o

Operationso and t h$tate@Gents 9fahe Comnpanye idcluding theNotes treiteto,
included elsewhere in this report.
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As of and for the year ended September 30,

2010 2009 2008 2007 2006
Revenues
Oil and natural gas sales $ 44,068,947 $ 37,421,688 $ 69,026,785 $ 37,449,174 $ 36,008,527
Lease bonuses and rentals 1,120,674 188,906 167,559 208,625 410,984
Gains (losses) on derivative contracts 6,343,661 (661,828) (940,823) 765,316 -
Income from partnerships 405,134 323,848 631,891 383,391 536,365
51,938,416 37,272,614 68,885,412 38,806,506 36,955,876
Costs and expenses
Lease oper. exp. and prod. taxes 9,639,864 8,897,235 10,055,762 6,057,456 5,262,834
Exploration costs 1,583,773 711,582 455,943 1,050,069 222,892
Depr., depl. and amortization 19,222,123 28,168,933 19,784,660 15,291,625 10,142,367
Provision for impairment 605,615 2,464,520 526,380 3,761,832 3,009,953
Loss (gain) on asset sales, int. & other (1,028,148) (2,677,407) 14,826 65,568 (178,288)
Gen. and administrative 5,594,499 4,866,044 5,006,512 3,877,492 3,335,899
Bad debt expense (recovery) - (185,272) 591,258 - -
35,617,726 42,245,635 36,435,341 30,104,042 21,795,657

Income (loss) before provision

(benefit) for income taxes 16,320,690 (4,973,021) 32,450,071 8,702,464 15,160,219
Provision (benefit) for income taxes 4,901,000 (2,568,000) 10,894,302 2,359,000 4,586,000
Net income (loss) $ 11,419,690 $ (2,405,021) $ 21,555,769 $ 6,343,464 $ 10,574,219
Basic and diluted earnings (loss) per share $ 1.36 $ (0.29) $ 2.54 $ 0.75 $ 1.25
Dividends declared per share $ 028 % 028 $ 028 $ 025 $ 0.185
Weighted average shares outstanding

Basic and diluted 8,422,387 8,397,337 8,492,378 8,499,233 8,479,406
Net cash provided by (used in):

Operating activities $ 27,806,475 $ 37,710,606 $ 40,063,896 $ 28,106,500 $ 23,470,145

Investing activities $ (9,845516) $ (36,322,992) $ (37,846,172) $ (26,940,679) $ (21,118,606

Financing activities $ (13,003,609) $ (1,643,414) $ (2,311,376) $ (610,814) $ (3,556,019
Total assets $ 105,124,839 $ 108,549,632 $ 122,007,183 $ 78,539,797 $ 70,949,242
Long-term debt $ - $ 10,384,722 $ 9,704,100 $ 4,661,471 $ 1,166,649
Shareholders' equity $ 73,581,996 $ 64,122,343 $ 68,348,901 $ 53,681,371 $ 49,065,697

All share angershare amounts are adjusted for the effeet2for-1 stock split effectivén January
2006

ITEM 7 MANAGEMENTO0S DI SCUSSI ON AND ANALYSI S OF
AND RESULTS OF OPERATIONS

RESULTS OF OPERATIONS

General

T h e Co nmiripaylibesof business is to explore for, develop, produce and sell oil and
natural gas. Results of operations @ependent primarily upon reserve quantities and associated
exploration and development costs in finding new reserves, production quantities and related production
costs and oil and natural gas sales prié@$and natural gas prices have rebounded soraesrhce last
yearres | ti ng in increased revenues. On the other
remained low through the first nine months of fiscal 2010 and the Conaganydinglyexperienced a
decline in production. We have seenaeréase in drilling during the last quarter of fiscal 2010 and are
experiencing a shift in drilling activity toward oil and natural gas licquids areas where the Company
owns mineral acreage such as the Anad&temg Woodford Shale, Horizontal Granif¥ash,
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Cleveland, Tonkawa and other areas in western Oklahoma. As of September 3theCbbnpany had

32 working interestvells which were drilling or testing in which the Company owns an average riet
revenue interest. Production from these weltsnbined with other wells to be drilled in the oil and

natural gas liquidsich areasis expected to provide an increase in production for 2011. Also, the first
well in our internally generated Joiner City prospect, a horizontal Woodford Shale pliagbeobil and
natural gas liquidsich Marietta Basin in southern Oklahoma, is expected to be completed during the first
guarter of 2011.

Increased oil and naturgasprices, as well as drilling success during 2010, resulted in higher oil
and natural gs reserves as of September 30, 2010. The increased reserves in turn resulted in lower
DD&A and impairment costs during 2010.

With the expected increase in drilling activity on our acreage duringy, 208 expect additions to
properties and equipment foil and natural gas activities to significantly increase inl2@impared to
2010. Additions to properties and equipment are distinct from capital expenditures in that these include
cash andccruedadditions therefore, additions to properties and equeptirepresent amounts added to
properties and equipment in the period, whereas capital expenditures represent amounts paid in the
period. During 2010 we paidoff all amounts borrowed under our credit facility and ended 2010 with a
cash balance of appromiat el y $5. 6 mi | | i dree.positiohtombin€dowitipita caghd s d
holdings provides the resources for the Company to capitalize on the current increase in drilling on its
acreage.

The Company had no off balance sheet arrangements dudifgeprioryears
The following table reflects certain operating data for the periods presented:

For the Year Ended September 30,

Percent Percent
2010 Incr. or (Decr.) 2009 Incr. or (Decr.) 2008

Production:

Oll (Bbls) 102,379 -20% 128,160 -3% 132,402

Natural Gas (Mcf) 8,302,342 -9% 9,109,988 31% 6,928,038

Mcfe 8,916,616 -10% 9,878,948 28% 7,722,450
Average Sales Price:

Oil (per Bbl) $ 7283 41% $ 51.79 -50% $ 103.91

Natural Gas (Mcf) (1) $ 4.41 30% $ 338 -58% $ 7.98

Mcfe $ 4.9 30% $ 3.79 -58% $ 894

(1) Proceeds from the sale of natural gas liquids have been included in natural gas sales, and are
therefore included in the price pdicf of natural gas.

Fiscal Year2010 Compared to Fiscal Year2009

Overview

The Company recorded necomeof $11,419,6900r $1.36per sharein 2010, compared to net
lossof $2,405021, or $29 per sharein 20M. Increased revenues in 2010 were mainly from increases in
oil and natural gas sales, gains on derivative contracts and lease bonuses. Higher oil and natural gas
prices more than offsetl®% decrease in production resulting in increased oil and naturabtgss
actual and forward | ooking prices | ower than th
on derivative contracts in 2010, compared to a loss in 2009; and the renewal of leases on most of the
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Companyds Ar kansas eagednereaset 20p0eavenmeifronelease lbonasesr

The decrease in expenses is primarily related to lower DD&A and impairment costs, resulting
from the increase in oil and natural gas reserves (as of September 30, 2010) which lowered the DD&A
rate per Mcfe bproduction. In 2010an income tax expense of $4,901,000 was incurred compared to a
tax benefit of $2,568,000 recognized in 2009.

Oil and Natural Gagandassociatedaturalgasliquids) Sales

Oil and natural gas sal@xreased ,647,25%r 18% for 2010 as compared to 200 Despite a
10% decrease in oil and natural gas production, 2010 oil and natural gas sales went up approximately
$6.6 million (compared to 2009) driven by higher oil and natural gas prices of 4130%nd
respectively. The pduction decrease occurred as fewer new wells were drilled and put on line in 2010,
thus the production decline of existing wells exceeded the production which came on line from new
wells.

Production by quarter for 20 was as follows
First quarter 2,278,133Mcfe
Second quarter 2,090,154Mcfe
Third quarter 2,236,236Mcfe
Fourth quarter  2,312,093Mcfe
Total 8,916,616Mcfe

Drilling activity on our acreage was low through the first three quarters of 2010; however, well
proposals and drillingave increased since. The new well proposals reflect a shift to oil and natural gas
liquids-rich areas where the Company ovmisieral acreagesuch as the AnadarK@€ang Woodford
Shale, Horizontal Granite Wash, Cleveland, Tonkawa and other areas in western Oklahoma. Because of
both the increase in wells being proposed and drilled on our acreage and the shift to oil andasatural
liquidsr i ch areas with i mproved well economics, we
2011.

Lease Bonus and Rentals

Lease bonus and rentals increased $931at68010 as compared to 200 This increase was
mostly due tdhe renewalof eases on most of the Companyods Ark
whichincreased 2010 revenue from lease bonappsoximately$723,000

Gains (Losses) on Natural Gas Derivative Contracts

Realized and unrealized gains and losses are scheduled below:

Gains (losses) on Fiscal year
derivative contracts 2010 2009
Realized $2,209,900 $2,497,800
Unrealized 4,133,761 (3,159,628
Total $6,343,661 ($661,828

Lease Operating Expensg€E) and Production Taxes

LOE increase®497,2930r 7% in 2QL0. LOE costs peMcfe of productiorincreased from $38
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in 200 to $92in 2010. Increased natural gas pricegich increased value based fees (primarily

gathering, transportation and marketing costs) caused total LOE and LOE per Mcfe to increase. Natural
gas production from the southeast Oklahoma Woodford Shale, Angdz=ke Woodford Shale and
Fayetteville $ale areas conting¢o increase as a proportion of total production. Value based fees are
charged as a percent of natural gas revenues and are significantly higher in these shale areas than like
fees charged in other of hatdiabamQuotofpraue paSes fegsiindhdse c t i
three shale areas typically are 12% to 22% of total natural gas revenues. Value based fees increased
$1,201,209, or 36%, in 2010 compared to 2009. Value based fees per Mcfe increased $.17, or 51%, in
2010 compred to 2009.

The increase in value based fees is partially offset by a decrease of $703,916 in LOE related to
field operating costs in 2010 compared to 2009, a 16% decrease. In 2010, field operating costs were $.3t
per Mcfe compared to $.42 per Mcfe209, a 9% decrease. These decreases are due to fewer new
wells coming on line in 2010 with high initial LOE, fewer well repairs made in 2010 compared to 2009
and the fiscal 2009 sale of wells in the Southeast Leedey field and the McEImo Dome Unétgl tiwirsy
fiscal 2010 LOE.

Production taxescreased $45,3360r 20% in 20L0. The increase is the result ocreased sales
of oil and natural gas. 2010 oil and natural gas sales increase@id@%roduction taxes increased 20%,
compared to 2009. Production taxes were 3.3% of oil and natural gas sales in 2010, compared to 3.2% i
20009. The | ow overall production tax rate i s d
revenues comopfrom horizontdly drilled wells which are eligible for either Oklahoma production tax
credits or reduced Arkansas production tax rates.

Exploration Costs

Exploration costs werel$683773in 2010 compared to $11,582in 200, an $872191increase
During 2010, leasehold impairment and expired leases totaled $1,191,598 compared to $634,918 during
2009, a $556,680 increase. Five exploratory dry holes incurred expenses of approximately $77,000
during 2009pneexploratory dry holéncurred expenses approximately $5,008uring 2010.

Also, the Company charged approximateB8%,000 to exploration costs in 2010 related to
geological and geophysical costs paid upon the execution of a joint exploration agreement with a
privately held independent operator to explore for oil in eastern Oklahoma.

Depreciation, Depletion and Amordizon (DD&A)

Total DD&A decreased $,9468100r 32% in 2010, while DD&A per Mcfedecreasedo $216in
2010as compared to $5in 200. Approximately $2,744,000 of the DD&A decrease is the result of a
10% decrease in 2010 oil and natural gas proocii he remaining DD&A decrease of approximately
$6,203,000 is attributable to the $.69 decline in the DD&A rate per Mcfe. This rate declined as a result
of increasegroved developedil and natural gas reserves as of September 30,(86&Note 10
Supplementary Information on Oil and Natural Gas Reserassjompared to September 30, 2009, and a
net reduction during fiscal year 2009 of approximately $3.1 million of asset basis subject to DD&A. This
asset basis reduction occurred as fiscal 2009 DR&& impairment, combined with the basis reduction
associated with assets sold, exceeded new additions to properties and equipment for oil and natural gas
activities.

Provision for Impairment

The provision for impairmerdecreased $858905in 2010 as compared to 200 During 2010,
impairment of $605,615 was recordedsavenfields. Approximately $380,000 of the impairment was
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related to the Buffalo Wallow field in Texashere the first horizontal well in the field was recently

drilled and compted with poor economic results. During 2009, impairment of $2,464,520 was recorded
on 13 fields driven by depressed oil and natural gas prigbikh negatively affected the estimates of

future net revenues from oil and natural gas properties.

Loss(Gan) on AssefSales Interest and Other

In 201Q the Company received $1,124,682 from the settlement of a lawsuit related to one well in
western Oklahoma. In 2008e Company sold a portion of its working interest in the Southeast Leedey
field and all d its working interest in the McElImo Dome CO2 Unit for a combined gain of approximately
$2.5 million.

General and Administrative Costs (G&A)

G&A increased $284550r 15% in 20L0 due to increases in the following expense categories:
personnel $433,84Tegal $161,016; board of directors $101,474; and insurance $87,350. Personnel
expenses increased mainly because of higher accrued performance bonuses based on improved Compal
performance metrics in fiscal 2010 compared to 2009. Legal expense increasedypdue to legal
costs of approximately $129,000 incurred during 2010 on a lawsuit related to one well in western
Oklahoma. The addition of a new director, an increase in the number of Board meetings and increased
director fees comprise theincrease boar d of directorsdé expense ir

Bad Debt Expens@gRecovery)

On July 22, 20085emGroup, L.P. and certain subsidiaries (SemGroup) filed voluntary petitions
for reorganization under Chapter 11 of the U.S. Bankruptcy c@ie October 28, 200%¢ U.S.
Bankruptcy Court confirmed the Fourth Amended Joint Plan of Affiliated Debtors which set forth
various settlement details for producers and interest owners. Based on the details of the plan, discussion
with operators i mp acnemtdhe @mganyiavaradghe rasenvd fdr doubjtful d g
accounts to $405,128 September 30, 2009, resulting in $186,129 of bad debt recd\ergdjustments
were made in 2010 to the Companyébés reserve for

Provision(Benefit)for Income Tars

The 2010 provision for income taxes of $4,901,000 was a result oftaxpirecome of
$16,320,690as compared to a benefit for income taxes of $2,568,000 in &&ting from a préax
loss of $4,973,021The provision for income taxes increase@010 by $7,469,000, the result of a
$21,293,711 increase in income (loss) before provision (benefit) for income taxes joc@apared to
2009, partially offset by the removal of the $278,000 valuation allowance on Oklahoma NOLs. The
effective tax ra¢ for 2010 was 30%, whereas the effective tax benefit rate for 2009 wasT52%.
Companyds utilization of excess per cdeacasedtiee de pl
provision for income taxes i2010, whereas itncreased the tax beneiit 2009 The effect of this
permanent tax benefit is that the effective tax ratkecseased when recording a provision for income
taxes as 2010, whileincreasng the effective taxate when recording a benefit for income taxes as in
2009 The benéf of excess percentage depletion is notdiyerelated to the amount ofcordedncome
orloss. Accordingly, in cases wheteerecordedncome orossis relatively small, the proportional
effect of the excess percentage depletion on the effeckvatamay become significanthe reversal
of the $278,000 valuation allowance on Oklahoma NOLs reduced the effective tax rate by 2% for 2010.

Liquidity and Capital Resources

At September 30, 2M, the Company had positive working capital 80998861, as compared
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to positive working capital of$436,692at September 30, 200

ANALYSIS OF CHANGE IN WORKING CAPITAL

As of As of
9/30/2010 9/30/2009 Change

CURRENT ASSETS:
Cash and cash equivaleiits $ 5597,258 $ 639,908 $ 4,957,350
Oil and natural gas sales receivables (net) 9,063,002 7,747,557 1,315,445
Refundable production tax¢®) 804,120 616,668 187,452
Derivative contract$3) 1,481,527 - 1,481,527
Deferred income taxdd4) - 1,934,900 (1,934,900
Other 412,778 68,817 343,961

Total current assets 17,358,685 11,007,850 6,350,835
CURRENT LIABILITIES:
Accounts payable 5,062,806 4,810,687 252,119
Derivative contract$3) - 1,726,901 (1,726,901
Deferred income taxes 354,100 53,100 301,000
Accrued income taxes and other liabilit{&3 1,842,918 980,470 862,448

Total current liabilities 7,259,824 7,571,158 (311,334
WORKING CAPITAL $ 10,098,861 $3,436,692 $ 6,662,169

(1) During 2010, cash provided by operating activities exceeded cash used in investing activities
enabling the Company to pay off its lwé-creditduring May 2010.

(2) Refundable production taxes of approximately $759,p€viously reported as narurrent
have now become current, thus increasing current refundable production taxes. This increase
was patrtially offset by payments received durisgdl 2010 of approximately $5180.

B3The Companyds current portion of fair valu
liability of $1,726,901 as of September 30, 20@%an asset of $481,527 as ofSeptember
30, 2010 due to bwerforwardlooking natural gas prices as®éptembeB0, 2010. The
Company has received net payments relative to its derivative contra@2099$00 during
2010.

(4) Approximately $1,039,000 of the decrease in the current assets portion of deferred income
taxesreht es t o expected utilization of the Con
credit during fiscal 2010. The change from a liability to an asset in the unrealized value of the
Companyds derivative contracts (aortiagnefnt i on
deferred income taxes approximately $896,000.

(5) Income taxes payable increasé&B$625 on higher net income before tax. Accrued liabilities
for employee bonuséscreased a combined $268,682
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ANALYSIS OF CHANGE IN CASH PROVIDED BY OPERATING ACTIVITIES

Net income (loss)

12 months ended 12 months ended

Adjustments to reconcile net income (loss) to

net cash provided by operating activities:
DD&A and impairmentl)
Provision for deferred income tax@y
Exploration costé3)

Net (gain) loss on asset sales and diher

Income from partnerships

Distributions received from partnerships

Other
Common stock contributed to ESOP

Common stock (unissued) to Directors'

Deferred Compensation Plan
Restricted stock awards
Bad debt expense (recovery)
Cash provided by changes in assets
and liabilities:
Oil and natural gas sales receivalfigs
Fair value of derivative contradis)
Refundable income tax€g)
Refundable production taxé®)
Other current assets
Accounts payable
Income taxes payal(é)
Accrued liabilities
Net cash provided by operating activities

(1) DD&A declined as a result of a decline in oil and natural gas production, increased oil and

9/30/2010 9/30/2009 Change
$ 11,419,600 $ (2,405,021) $ 13,824,711
19,827,738 30,633,453 (10,805,715
777,000 (3,814,000) 4,591,000
1,208,653 711,582 497,071
(1,189,605) (2,654,759) 1,465,154
(405,134) (323,848) (81,286)
523,317 432,805 90,512
64,555 4,708 59,847
287,194 245,811 41,383
359,628 256,688 102,940
12,028 - 12,028
- (185,272) 185,272
(1,315,445) 9,620,843 (10,936,288
(4,133,761) 3,159,628 (7,293,389
- 2,162,305 (2,162,305
(69,874) (921,769) 851,895
(343,961) 74,455 (418,416
(24,896) 287,883 (312,779
583,625 338,511 245,114
225,723 86,603 139,120
$ 27,806,475 $ 37,710,606 $ (9,904,131

natural gas reserves aadet reduction during fiscal year 2009 in asset basiDD&A,
impairment and basis in assets silding 200%xceeded additions to propesiand
equipment. An impairmertf $605,615vas recorded in 201@ompared to $264,520in

20009. For
Amortizationbo

(2) The deferred income tax expense changet¢fa,000 resulted from a provision for deferred

further

and

di scussi on
AProvisi on

for

rel ated t
Anahygi®a i r me n

income taxes during 2010 o7 $7,000 compared to a deferred income tax benefit of
$3,814000 during 2009. Deferred income tax provisions or beraftprimarily related to
expenditures for intangible drilling costghich are expensed for tax purposes in the year
incurred, but amortized over the life of the oil and natural gas properties for financial
purposesthus creating an income tax timing @ifénce. Levels of expenditures for intangible
drilling costs in relation to the before tax incomdass were significantly lesa 2010 than in

20009.
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(3) Leases expired or impaid during 201@xceeded those expired or imgairduring 200Dy
approximately$557,000.

(4) In 201Q wereceiwed $1,124,682 from the settlement of a lawsuit related to one well in
western Oklahomaln 2009 the Company sold portion ofits working interest in the
Southeast Leedey field and all of its working interest in the McEImod802 Unit for a
combinal gain of approximately $2.5 million

(5) For the year endin§eptembeB0, 2010, oil and natural gas sateseivables increasetiie to
higher average oil and natural gas prices; whereas, th®ejgembeB0, 2009 oil and
natural @gs sales receivables had decreased primarily as a result of lower average oil and
natural gas prices. The net change to cash provided by operating activities wasse décrea
$10,936,288as receivables collected during 2009 exceeded those edlthaing 2010

(6) During 2010, the Company had an unrealized gain related to derivative contracts of
$4133761 During 2009we had an unrealized loss related toiditive contracts of
$3,159,628

(7) During 2010, income taxes payable increads®B$25 wherea, during 2009 incomiaxes
payable increased $338,56kulting in a positive impact to net cash providedgrating
activities of $245,114Refundable income taxes did not change duzidit0 and decreased
$2,162,305 (primarily due to refund paymentspproximately $2.2 million) during 2009.
Refundable income taxes and income taxes payable okadalnegative effeathangeof
$1,917,191n 2010 compared to 2009

(8) During 2010 we received payment of approximately $552,000 of refundable production
taxes which were reflected as a receivable at September 30, 2009.

Additions to properties and equipment for oil and natural gas actiditiésg 2010 were
$11,585,521$28,540,290 ir2009). Average natural gas prices during 2@&@ehigher than 2009yet
drilling activity on our acreage did not increase until the fourth quarter of 201t this increase in
drilling, we are experiencing a shift in drilling activity toward oil and natural gas liquitisareas where
the Company owns significant mi¢acreage such as the Anadafkang Woodford Shale, Horizontal
Granite Wash, Cleveland, Tonkawa and other plays in western Oklahoma. As of September, 30, 2010
the Company had2 working interestvells which were drilling or testing in which the Companwns
an average 8% net revenue interest. Production from these wells combined with other wells to be
drilled in the oil and natural gas liquidieh areas during 201i% expected to result in@roduction
increase in 2011, compared to 2010.

Also, thefirst well in our internally generated Joiner City prospect, a horizontal Woodford Shale
prospect in the oil and natural gas liquitsh Marietta Basin in southern Oklahoma, is expected to be
completed during the first quarter of 2011. The Company oVt ZAacres, or approximately 6.7% of
60 sections (or drilling units), within the prospect. Due to the increase in drilling activity on our acreage,
manayement currently projec011 properties and equipment atiohs to be approximately $2illion,
compared to approximately Imillion during 2010

However, due to the Company not being the operator of any of its oil and natural gas properties, it
is extremely difficult for us to predict levels of participation in drilling and completing new wells, and
associated capital expenditures, with certainty.

For 2010, cash provided by operating activities was,806,475well in excess of gatal
expenditures of 11,308,506 Thisexcessllowed us to reduce bank debt by $10,384,722, which paid off
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the Company s -of-crediéduring May2010. Looking forward, the Company expects to fund capital
additions, overhead costs and dividend payments primarily from cash provided by operating activities.
However, during times of oil and natural gas price decreaseg;reased expenditures for drilling, the
Companyhasutilized its revolving lineof-credit facilityin the pasto help fund these expenditures. The
Companyds continued drilling activity, froommbi ned
new poduction,could esul t in future borrowings under the
has availability ($35 million abeptembeB0, 2010) under its revolving credit facility and also is in
compliance on its debt covenants (current ratio, debBtd [BA, tangible net worth and dividends as a
percent of operating cash flow). While the Company believes the availability could be increased (if
needed) by placing more of the Company®ds proper
increasesireat the discretion of the bank.

Contractual Obligationand Commitments

The Companyasa credit facilitywith Bank of Oklahoma (BOKyvhich consiss of a revolving
loan in the amount of $50,000,000 which is subject to a-aemiial borrowing basgetermination. The
current borrowing base i85,000,000. The revolving loan matures on October 31120Borrowings
under the revolving loan are due at maturity. The revolving loan bears interest at the national prime rate
plusa range 0f50% to 1.25%, or 30 day LIBORplusa range 02.00% to 275% annually The interest
rate spread from LIBOR dheprimerateincreases as a larger percent of the loan valtigeof
Company s o halturalgas properties is advanced.

Determinations of the borrowirttase are made sefannually or wheneveBOK believes there
has been a material change in the valub®iCompan§ sil andnaturalgas properties. The loan
agreement contains customary covenamksch, among other things, require periodic financial and
reserve reporting and | imit the Company®6s incur
of treasury stock, and require the Company to maintain certain financial ratios. At Septer2b&6,30,
the Company was in compliance with $eeovenants.

The table below summari zes tahdeconthdmeptasofy 6 s ¢ on
September 30, AM:

Payments due by period

Contractual Obligations Less than More than
and Commitments Total 1 Year 1-3 Years 3-5 Years 5 Years

Long-term debt obligations$ - % - % - $ - $ -
Building lease $ 323,141 $ 204,089 $ 119,052 $ - $ -

At September 30,20, t he Companyds der i vassépositienofct ont r act
$1,620,326. The utimate settlement amounts of the derivative contracts are unknown because they are
subject to continuing market risk. Please read [féni fiQuantitative and Qualitative Disclosures about
MarketRi sko and Note 1 of Not es sincdudemnteanodlifindreciale d F i
Statements and Supplementary Datao for additi on

As of September 30,20, t he Companyé6s assetl7nB®3IIAsstme nt
retirement obligations represg h e C o mp a nthedflguresexpenditeresdof plug and abandon the
wellsin which the Company owns a working interegten the oil and natural gas reserves are depleted.
Please read Note 1 of Notes to Consolidated Financial Statements incluém8ri fiFinancial
Statements and Supplementary Datao for addition
retirement obligations.
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Fiscal Year 20® Compared to Fiscal Year 208
Overview

The Company recorded a net loss of $2,405,62%.29 per sharein 2009, compared to net
income of $21,555,769, or $2.54 per share, in 2Q@8ver oil and natural gas prices during 2009
resulted in significantly lower total revenues in 2009 as compared to 2008, notwithstsulastentially
increased prodtion volumes. Total expenses increased in 2009 over 2008 as there were significant
increases iMD&A and provision for impairment, which were partially offset by decreases in lease
operating expenses and production taxes, general and administrativeesxged bad debt expense. An
income tax benefit of approximatel $ million was incurred in 2009, whereas approximately $10.9
million of income tax expense wascognizedn 2008.

Oil and Natural Gagnd associated natural gas liguiBsjes

Oil and natural gas salefecreased3,605,096r 46% for 2009 as compared to 2008he
decrease in oil and natural gas salaslargely due to a 50% decrease in oil prices and a 58% decrease
in natural gas prices, partially offset by a 28% increase in ptiotiuen a Mcfe basis. Production
increased even though 2009 additions to properties and equipment for oil and natural gas activities
decreased significantly compared to 2008. This occurred because many wells in which the Company
owned significant workingnterests (as high as 42%) came on line in the latter half of 2008 and in the
first quarter of 2009résultinginn e ar | 'y a f ul I|beingrendad s 2009)hel magtity 0d n
new production whichame on linein 2009 wadrom wells in the Woodford Shale in southeast
Oklahoma and the Fayetteville Shale in Arkansas.

Production by quarter for 2009 was as follows:
First quarter 2,495,299Mcfe
Second quarter  2,380,124Mcfe
Third quarter 2,647,474Mcfe
Fourth quarter 2,356,051 Mcfe
Total 9,878,948\ cfe

Gains (Losses) on Natural Gas Derivative Contracts

Realized and unrealized gainsldosses are scheduled below:

Gains (losses) on Fiscal year
derivative contracts 2009 2008
Realized $2,497,800  ($1,480,100
Unrealized (3,159,628) 539,277
Total ($661,828) ($940,823

Lease Operating Expensg€E) and Production Taxes

LOE increased $1,066,856 or 16% in 2009. LOE costs per Mcfe of production decreased from
$.86 in 2008 to $.78 in 200As a result of continuedrilling and completion of new wells, the
Companybds ownership of net wells increased. Th
LOE on newly completed wells resulted in increased overall LOE cbistaever,certainLOE costs
such as tmnasportation, compression and marketnfignatural gasiecreasedramatically on a per Mcfe
basis due to the much lower natural gas sales prices on which these exgeasakulatedon a
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percentage basis)hese lower expenses plus the significantdase in total Mcfe production lowered
per Mcfe costs.

Production taxes decreased $2,225,383 or 65% in ZD@@decreasavasprimarily the result of
significantlylower oil and natural gas sales in 20@s production taxes are paid as a percentage of sales.
However thedecreasevasnot proportional to the salelscrease due to nelaorizontalwells which came
on line in Arkansaand Oklahomavhich qualifiedfor production tax crediter lower productia tax
ratesfrom these states. Thelserizontally drilled wellsareprimarily in the Woodford Shalplayin
southeast Oklahomand the Fayetteville Shale play in Arkansas

Exploration Costs

Exploration costs were/d1,582in 2009 compared to $455,943 in 2008 2&%639ncrease.
Expired impairedor abandoned leasehold costs charged to exploration costs in 2081 69,564
morethan in 2008. Five exploratory dry holes (in which the Company had very small workiregis}er
were drilled in 2009 compared to none during 2008 resulting in an $86,075 increase in exploration costs
related to exploratory dry holes.

Depreciation, Depletion and Amortization (DD&A)

Total DD&A increased $8,384,273 or 42% in 2009, while DDBer Mcfe increased to2485 in
2009 as compared to $2.56 in 200%e 28% increase in total Mcfe produced in 2@¥9¢ompared to
the 2008 periodaccounedfor approximately $5.5 million of the overall DD&A increase. The remaining
increase of approxiately $2.9 millionwasattributable to the increase in DD&A plgicfe whichwas
related to lower oil and natural gas reserve volumes per well resulting from lower oil and natural gas
prices (expected reserves per well decrease when oil and natural gaslecioee as the lower prices
result in wells reaching their economic | imits
and increasing the DD&A rate per Mcfe of production), eredsubstantialljigherdrilling and
completioncosts for haezontally drilled wells primarily in the Woodford and Fayetteville Shale areas.
These same wells also accaeohor the majority of the 2009 increase in natural gas production.

Provision for Impairment

The provision for impairment increased $1,938,1¥R009 as compared to 2008 2009,
thirteen fields were impaired $2,433,65hereas in 2008 seven fields were impaired $514,180. The
amount and number of fields impaired increased in 2009 as lower oil and natural gas price projections
were used toalculate oil and natural gas reserves and future net cash flows as compared to 2008. These
lower price projections resulted in lower future net cash flameéslower estimated fair valuerhich is
used to test each field for impairment.

Loss(Gains)on AssetSales Interest and Other

During 2009, the Company sold a portion of its interest in the Southeast Leedey Field in
Okl ahoma and all of its interest in the McEI mo
CO2 production. Theotal proceedfrom the 2009 sale of these interests were approximately $3.4
million; the combined gain was approximately $2.5 million, whereas approximately $16,000 was
recorded as gain on sale of assets in 2Q@8s on sale of assets decreased $204,189 in 2009 as
compared to 2008.Two low performing wells in western Oklahoma were sold in 2008 at avdsle
none were sold at a loss in 2009.

(32



General and Administrative Costs (G&A)

G&A decreased $140,468 or 3% in 200 to decreased personnel related costs of
approximately 229,000, which included a decrease in employee bonus costs of approximately $500,000
in the 2009 period (the result of beginning to ratably accrue for estimated 2008 annual employee bonuses
during the 2008 fiscal period due to specific bopegormance criteria being established plus recording
the full 2007 annual discretionary bonuses approved and paid during the 2008 fiscal period), partially
offset by increases in legal fees of approximately $106,000.

Bad Debt Expense (Recovery)

Bad debt expensdecreased $76,530in 200 as compared to 280 On July 22, 2008
SemGroup, L.P. and certain subsidiaries (SemGroup) filed voluntary petitions for reorganization under
Chapter 11 of the U.S. Bankruptcy code. All of the 2008 bad debhsgmwf $591,256preserdgd over
80% ofthe total amount owed the Company directly and indirectly, through the operators of the affected
wells where SemGroup was the purchaser of©ih. October 28, 2009, the U.S. Bankruptcy Court
confirmed the Fourth Aended Joint Plan of Affiliated Debtors which set forth various settlement details
for producers and interest owners. Based on the details of the plan, discussion with operators impacted
and management s judgment , t heul &@cunfs#r$4051280 wer e d
September 30, 2009, resulting in $186,129 of bad debt recovery.

Provision(Benefit)for Income Taxes

In 2009 the Companyecordeda benefit for income taxes 02$%68,000as a result of a prax
loss of $,973,021as compared to a provision for income taxes of $10,894,302 in the 2008 period as a
result of pretax income of $32,450,071. The resulting effective tax benefit rate in 20082%¢aas
compared to an effective tax provision rate of 34% in 2008. TheGQompas ut i |l i zati on
percentage depletion (which is a permanent tax benefit) increased the tax benefit in the 2009 period,
whereas it decreased the provision for income taxes in the 2008 period. The effect of this permanent tax
benefit is that theftective tax rate is increased when recording a benefit for income taxes as in the 2009
period, while reducing the effective tax rate when recording a provision for income taxes as in the 2008
period. The benefit of excess percentage depletion is notlgirelated to the amount of a recorded loss
or income. Accordingly, in cases where a recorded loss or income is relatively small, the proportional
effect of the excess percentage depletion on the effective tax rate may become significant.

With the cecline in prices and the loss in 2009, the Company established a valuation allowance on
certain state tax net operating loss carryforwards (NOLSs) for which the Company noldeligxex
were more likely than not to be realized prior to expiration. Taduced the benefit recognized during
2009 by $278,000.

CRITICAL ACCOUNTING POLICIES

Preparation of financial statements in conformity with accounting principles generally accepted in
the United States requires management to make estimates, judgmesgswangtions that affect the
reported amounts of assets, liabilities, revenues and expenses, and the disclosure of contingent assets al
liabilities. However, the accounting principles used by the Company generally do not change the
Companyo6s hflewsaorriquidity. Exdising rules must baterpretedand judgments made on
how the specifics of a given rule apply to the Company.

The more significant reporting areas i mpacte
crude oil and natural gasserve estimatiorgerivative contractampairment of assets, oil and natural
gas sales revenue accryabfundable productiontaxasn d pr ovi si on f or i ncome
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judgments and estimates in these areas are based on information availabletiffrarmternal and external
sources, including engineers, geologists, consultants and historical experience in similar matters. Actual
results could differ from the estimates as additional information becomes known. The oil and natural gas
sales revenuaccrual is particularly subject to estimataccuraciesl ue t o t he Company?o6.
nontoperator on all of its propertieg\s such, poductionand pricenformation obtained from well

operators is substantially delayed. This causes the estimétieceat productioand pricesised in the

oil and natural gas revenue accrual to be subjdatioe change

Oil and Natural Gas Reserves

Management considers the estimation df e = C o monude wilyaddsnhatural gas reserves to be
the most significant of its judgments and estimates. These estimates affect the unaudited standardized
measure disclosures, as well as DD&A and impairment calculations. Changes in crude oil and natural
gasreserve st i mates affect the Companyds calcul ation
assessment of the need for asset impairments. On an annual basis, withrnsedipdate, the
C o mp a Imde@esdenConsulting Petroleum Engineer, with assistance framg@any staff, prepares
estimates of crude oil and natural gas reserves based on available geologic and seismic data, reservoir
pressure data, core analysis reports, well logs, analogous reservoir performance history, production data
and other available soees of engineering, geological and geophysical informatd@iween periods in
which reserves would normally be calculated, the Company updates the reserve calculations utilizing
prices current with the periodAs of September 30, 2010, the Company aeldphe new SEC Rule,
Modernization of Oil and Gas ReportifRequirements In accordance with the new SEC rule, the
estimated oil and natural gas reserves at September 3Q vwafyf&computed using the -h2onth average
price calculated as the unweightedhanetic average of thert-day-of-the-month oil and natural gas
price for each month within the 48onth period prior to September 30, 20A6ld flat over the life of
the properties In accordance with SEC ruleffective infiscal years 2008 and 290current pricing of
oil and natural gas on September 30, 2008 and,2@0@ flat over the life of the properties was used to
estimate oil and natural gas reserves as of September 30, 2008 an82089e d on t h €0 Co mp
DD&A, a 10% change in thBD&A rate per Mcfe would result in a correspondirig®22,212annual
change in DD&A expense. Crude oil and natural gas prices are volatile and largely affected by
worldwide production and consumption and are outside the control of managétogrgver, pojected
future crude oil and natural gas pricing assumptions are used by management to prepare estimates of
crude oil and natural gas reserves and future net cash flows used in asset impairment assessments and i
formul ating manageumueisidn®s overall operating

Successful Efforts Method of Accounting

The Company has elected to utilize the successful efforts method of accounting for its oil and
natural gas exploration and development activities. Exploration expenses, including geological and
geophysical costgion producing lease impairmergntals ad exploratory dry holes, are charged against
income as incurred. Costs of successful wells and related production equipment and developmental dry
holes are capitalized and amortized by property using thefipitoduction method as oil and natural
gasispr oduced. The Company éboreandprimarilydotated iy thewredl | s a
continent area. Generally, expenditures on exploratory wells comprise significantly less than 10% of the
Companyod6s total e X p e ndiperties. eThis dcaounting methodanmaydyield at u r a
significantly different operating results than the full cost method.

Derivative contracts

The Company entered into costless collar arrangements (all of which expired in first quarter
2009, fixed swap contractand basis protection swaphese instrumentae intended to reduce the
Companyods e xqeondluctuaions in thesphice of hatural gas. Fixed swap contracts set a
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fixed price and provide for payments to the Companyefitidex price is below the fixed price, or

require payments by the Company if the index price is above the fixed phese contracts cover only

a portion of the Companyds natur al gas product.i
declinesin natural gas prices. Basis protection swaps are derivatives that guarantee a price differential to
NYMEX for natural gas from a specified delivery point (CEGT and PEPL currently). The Company
receives a payment from the counterparty if the priceréffiteal is greater than the agreed terms of the
contract and pays the counterparty if the price differential is less than the agreed terms of the contract.
These derivative instruments expose the Company to risk of financial lossagihichit the benefitof
future increases in prices. All of the Company
unsecured.

The Company is required to recognize all derivative instruments as either assets or liabilities in
the consolidated balance sheet atv¥alue. The accounting for changes in the fair value of a derivative
depends on the intended use of the derivative and resulting designation. For derivatives designated as
cash flow hedges and meeting the effectiveness guidelines, changes in faireabomgnized in other
comprehensive income (loss) until the hedged item is recognized in earnings. Hedge effectiveness is
required to be measured at least quartédged on relative changes in fair value between the derivative
contract and hedgeditenad i ng t he period of hedge designatio
change in fair value is recognized in current earnings. For derivative instruments not designated as
hedging instruments, the change in fair value is recognized in earningg the period of change as a
change in derivative fair value. At September 3aQ,2¢he Company had no derivative contracts
designated as cash flow hedges.

Impairment of Assets

All long-lived assets, principally oil and natural gas propertiesnar@tored for potential
impairment when circumstances indicate that the carrying value of the asset may be greater than its
estimated future net cash flows. The evaluations involve significant judgment since the results are based
on estimated future evemtsuch as inflation rates, future sales prices for oil and natural gas, future
production costs, estimates of future oil and natural gas reserves to be recovered and the timing thereof,
the economic and regulatory climates and other factors. The Coragi@mates future net cash flows on
its oil and natural gas properties utilizing differentially adjusted forward pricing curves for both oil and
natural gas and a discount rate in line with the discountvateelieve is most commoniysed by the
market péticipants(currently 10%) The need to test a property for impairment may result from
significant declines in sales prices or unfavorable adjustments to oil and natural gas reserves. A
significantreduction in oil and natural gas prices (which are wegtquarterly) or a decline in reserve
volumes (which are revaluated serrannually) would likely lead to additional impairment that may be
material to the Company. Any assets held for sale are reviewed for impairment when the Company
approves the plamtsell. Estimates of anticipated sales prices are highly judgmental and subject to
material revision in future periods. Because of the uncertainty inherent in these factors, the Company
cannot predict when or if future impairment charges will be recorded

Non-producing oil and natural gas leases are assessed for impairment on a {irgpeoyerty
basis for individually significant balances and on an aggregate basis for individually insignificant
balances. If the assessment indicates an impairaévds is recognized by providing a valuation
allowance at the level at which impairment was assessed. The impairment assessment is affected by
economic factors such as the results of exploration activities, commodity price outlooks, remaining lease
termsand potential shifts in business strategyployed by management. In the case of individually
insignificant balances, the amount of the impairment loss recognized is determined by amortizing the
portion of t hewhihthpe Canpay teves veillinot bearanisferred to proved
properties over the remainingds of the lease Impairment loss is charged to exploration costs when
recognized. As of September 301R0the remaining carrying cost of ngnoducing oil and natural gas
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leases wa$786976.
Oil and Natural Gas Sales Revenue Accrual

The Company does not operate any of its oil and natural gas propedighereforereceives
actual oil and natural gas sales volumes and prices (in the normal course of businessioonelater
than the information is available to the operators of the wells. This being thercasany of these
wells, the most current available production data is gathered from the appropriate opanatoisand
natural gas index prices localeéach well are used to estimate the accrual of revenue on these wells.
Timely obtaining production data on all other wells from the operators is not feasible; therefore, the
Company utilizes past production receipts and estimated sales price inforraastimtate its accrual of
revenue on all other wells each quarter. The oil and natural gas sales revenue accrual can be impacted k
many variables including rapid production decline rates, production curtailments by operators-itme shut
of wells with mehanical problems and rapidly changing market prices for oil and natural gas. These
variables could lead to an over or under accrual of oil and natural gas sales at the end of any particular
guarter. Based on past hi $adsbeerymatetialyaccilCabemp any 6 s

Income Taxes

The estimation of the amounts of income tax to be recorded by the Company involves
interpretation of complex tax laws and regulati@swell as the completion of complex calculations,
including the determmt i on of the Companyds percentage depl
exact excess percentage depletion allowance, dweliell calculation is, and can only be, performed at
the end of each fiscal year. During interim periods, a-fegél esimate is made taking into account
historical data and current pricing. The Company has certain state net operating loss carryforwards
(NOLs) that are recognized as tax assets when assessed as more likely than not to be utilized before thei
expiration dées. Criteria such as expiration dates, future excess state depletion and reversing taxable
temporary differences are evaluated to determine whether the NOLs are more likely than not to be
utilized before they expire. If any NOLs are determined to ngdohe more likely than not to be
utilized, then a valuation allowance is recognized to reduce the tax benefit of such NOLs. Although the
Companyds management believes its tax accrual s
depending on the rekition of pending and new tax matters.

Refundable Production TaxesAccrual

The state of Oklahoma allows for refundgpodductiontaxes on wells that are horizontally
drilled. Inordertoqualifyashor i zont al | y dr idorhpéetwdimeeranner whiche wel
encounters and subsequently produces from a geological formation at an angle in excess of seventy (70)
degrees from the vertical and which laterally penetrates a minimum of one hundred and fifty (150) feet
into the pay zone ohe formationo An operator has 18 months afte
appropriate forms with the Oklahoma Tax Commission (OTC) requesting the refund of production taxes.
The refund is limited to 48 months from first sales or well payout, whiclomrees first. Horizontal
drilling in Oklahoma over the pagiur years has resulted in the addition of numerous wells that qualify
for the Oklahoma horizontal e x e mpatuialgas salesshbjest i nc
to the accrual.

The Company does not operate any of its oil aaturalgas properties and thus must rely on oil
andnaturalgas saleanddrilling information from the operators. The Company utilizes payment
remittances from operators to estimate its refundable produaticactrual at the end of each quarterly
period. The refundable production tax accrual can be impacted by many variables, including subsequent
revenue adjustments received from operators and
requesting refads. These variables could lead to an over or under accrual of production taxes at the end
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of any particulaperiod Based on historical experience, the estimated accrual has been materially
accurate.

The above descri pt i oaccounting golities is@at mtpnaled yobesan allr 1 t i
inclusive discussion of the uncertainties considered and estimates made by management in applying
accounting principles and policies. Results may vary significantly if different policies were used or
required and if new or different information becomes known to management.

ITEM 7A QUANTITATIVE AND QUALITATIVE DISCLOSURE SABOUT MARKET RISK
Market Risk

Oil and natural gas prices historically have been volatile, and this volatility is expected to
continue.Uncertainty continues to exist as to the direction of natural gas and oil price trends, and there
remains a rather wide divergence in the opinions held by some in the industry. Being primarily a natural
gas producer, the Company is more significantly icogd by changes in natural gas prices than by
changes in oil or natural gas liquids prices. Longer term natural gas prices will be determined by the
supply of and demand for natural gas as well as the prices of competing fuels, such as crude oil and coal.
The market price of natural gas, oil and natural gas liquids in 2011 will impact the amount of cash

generated from operating activities, which wil/
expenditures and production. Excluding the impact otiempany és 2011 natur al (
contracts (see below), based on the Companyds e
sensitivity for each $0.10 per Mcf change in wellhead natural gas price is approximately $855,000 for
pretax operatingin o me. Based on the Companyod6s estimated

in 2011 for each $1.00 per barrel change in wellhead oil is approximately $123,00Gtfx pperating
income.

Commodity Price Risk

The Company periodically utilizes derivative contracts to reduce its exposure to unfavorable
changes in natural gas prices. The Company does not enter into these derivatives for speculative or
trading purposes. As of September 30, 2010, the Company kdssfsap contracts and basis protection
swaps (Refer to the fADerivativeso section of No
derivative contracts are with one counterparty and are unsecured. These arrangements cover only a
portionoftheCompany 6s production and provide only par
gas prices. These derivative contracts may expose the Company to risk of financial loss and limit the
benefit of future i ncr eas priseswaps apaf Septentber 30-2010, theh e
sensitivity of a $0.10 per Mcf change in the indexed pipeliG&ST and PEPLjutures price is
approximately $90,000 forptea x oper ati ng i ncome. For the Comp
September 30, 201¢he sensitivity of a $.10 per MCF changalifferentialbetween NYMEX and the
indexed pipeline$CEGT and PEPLjutures prices is approximately#$3,000for pre-tax operating
income

Financial Market Risk

Operating ncome could also be impacted, tesser extent, by changes in the market interest

rates related to the Companyds credit facilitie
rate plus from .50% to 1.25%, or 30 day LIBOR plus from 2.00% to 2.75%. At September 30, 2010, the
Company had $0 outstanding under these faGiliti

liquidity has been materially affected by the debt market uncertaimites in the last few yeaand the
Companydog not bel i e vyavill behingacted ih thesneal futureu i d i
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Ma n a g e mPexmual Report on Internal Control Over Financial Reporting

Management of the Company is responsibleftablishing and maintaining adequate internal
control over financial reporting. Internal control over financial reporting is defined in Rulelbf3a
and15d-15(f) under the Securities Exchange Act of 1934 h e i E x c &sa prgcess designed by
or under the supervision of, the Company©6s prin
effected by the Companyds board of directors, n
assurance regarding the reliability of financial répgrand the preparation of financial statements for
external purposes in accordance with generally accepted accounting prjrasipléscludes those
policies and procedures that:

o Pertain to the maintenance of records that in reasonable detail accanatédyrly reflect
the transactions and dispositions of the assets of the Company;

o Provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the Company are being made only in
accordance with authorizations of management and directors of the Company; and

o Provide reasonable assurance regarding prevention or timely detection of unauthorized
acqus i ti on, wuse or disposition of the Compe
the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projectionsuoy evaluation of effectiveness to future periods are subject to
the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate. Internal control overdimaporting
cannot provide absolute assurance of achieving financial reporting objectives because of its inherent
limitations. Internal control over financial reporting is a process that involves human diligence and
compliance and is subject to lapsegudgment and breakdowns resulting from human failures. Internal
control over financial reporting also can be circumvented by collusion or improper management override.
Because of such limitations, there is a risk that material misstatements maynotdrdged or detected
on a timely basis by internal control over financial reporting. However, these inherent limitations are
known features of the financial reporting process. Therefore, it is possible to design into the process
safeguards to reducegtigh not eliminate, this risk.

The Companyds management assessed the effect
financial reporting as dbeptember 30, M. I n making this assessment,
used the criteria set forth internal Controli Integrated Frameworkssued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). Based on our assessment,
management has concluded that, as of SeptemberBD), 20t he Companyds i nterna
reporting was effective based on those criteria.

Our independent registered public accounting firm has issued an attestation report on our internal
control over financial reporting. This report appears on the following page.
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Report of Independemegistered Public Accounting Firm
on Internal Control Over Financial Reporting

TheBoard of Directors and Stockholdes
Panhandl&®il and Gas Inc.

We have audited Panhandl e Oil and Gas Septembérs30, 2000; ased anl C (
criteria established in Internal Conidolntegrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commi ssion (the COSO criteria). Panhandihng Oi l
effective internal control over financial reporting, and for its assessment of the effectiveness of internal contrarmial fin
reporting included in the accompanying Management s Ann
responsibility is to express an opinion on the Companyos |

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standasdrequire that we plan and perform the audit to obtain reasonable assurancetaibet effective internal

control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of

internal control over fiancial reporting, assessing the risk that a material weakness exists, testing and evaluating the design
and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as w
considered necessary in the aimtstances. We believe that our audit provides a reasonable basis for our opinion.

A companyés internal control over financi al reporting i
reliability of financial reporting and the predion of financial statements for external purposes in accordance with generally
accepted accounting principles. A companydés internal con

that (1) pertain to the maintenance of records, timareasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary
permit preparation of financial statements in accordavite generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding preventiimelgrdetection of unauthorized acquisition, use

di sposition of the companyds assets that could have a ma

Because of its inherent limitations, internal control over financial reporting may not prevertectr méstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedurtsiorayede

In our opinion, Panhandle Oil and Gas Inc. maintained, in all material respects, effective internal control over financial
reporting as of September 30, 2010, based on the COSO criteria

We also have audited, in accordance with the stasdafrthe Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of Panhandle Oil and Gas Inc. as of September 30, 2010 and 2009, and the relate

consolidated statements of opersdoreachnotthe thsee geark ih thé peeod ended e g L
September 30, 2010 and our reptated Decembed, 2010expressed an unqualified opinion thereon.

/sl Ermst & Young LLP

Oklahoma City, Oklahoma
DecembeB, 2010

(40)



Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholdefs
Panhandl®il and Gas Inc.

We have audited the accompanying consolidated balance sheets of Pardidratel Gas Inc.(the Company) as of
SeptembeB0, 2010 and 2009and the relatedonsolidatedstatement®f operations, stodtolders' equity, and cash flows for
each of the three years in the period ended September 30, Tidsk financial statemengse the responsibility of the
Company6s ma nesppesibigyristta expgasran apinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan arfdrpy the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amount
and disclosures in the financial statements. An audd aicludes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provide a reasonable basis for our opinion.

In our opinion, lhe financial statements referred to above present fairly, in all material respects, the consolidated financial
position of PanhandI®il and Gas Incat SeptembeB0, 2010 and 2009and the consolidated results of its operations and its
cash flows for eaclof the three years in the period ended Septe@®ePQ0, in conformity with U.S. generally accepted
accounting principles.

As discussed iNote 1 to the consolidated financial statemeint2010 Panhandle Oil and Gas Inc. has changed its reserve
estimates and related disclosures as a result of adopting new oil and gas reserve estimation and disclosure requirements.

We have also audited, in accordance with the standards of the Public i§oAqmaunting Oversight BoardJgited States),
Panhandl®iland GasInéds i nt er nal control over f il dasediomdriteria esmldishédi n g
in Internal Contrad Integrated Framework issued by the Committee of Sponsoringinzagions of the Treadway
Commission and our report datBécembeB, 2010, expressed an unqualified opinion thereon.

/sl Ernst & Young LLP

Oklahoma City, Oklahoma
DecembeB, 2010
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Panhandl®©il and Gas Inc.
Consolidated Balancgheets

September 30,
2010 2009
Assets
Current Assets:
Cash and cash equivalents $ 5597258 % 639,908
Oil and natural gas sales receivables, net of allov
for uncollectible accounts 9,063,002 7,747,557
Deferred income taxes - 1,934,900
Refundable production taxes 804,120 616,668
Derivative contracts 1,481,527 -
Other 412,778 68,817
Total current assets 17,358,685 11,007,850
Properties and equipment at cost, based on successful
efforts accounting:
Producing oil and natural gas properties 207,928,578 198,076,244
Non-producing oil and natural gas properties 9,616,330 10,332,537
Furniture and fixtures 656,889 578,460
218,201,797 208,987,241
Less accumulated depreciation, depletion, and
amortization 131,983,249 112,900,027
Net properties and equipment 86,218,548 96,087,214
Investments 754,208 682,391
Derivative contracts 138,799 -
Refundable production taxes 654,599 772,177

Total assets $ 105,124,839

$ 108,549,632

(Continued on next page)

See accompanying notes.
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Panhandl®©il and Gas Inc.

Consolidated Balance Sheets

Liabilities and Stockholders' Equity
Current Liabilties:

Accounts payable

Derivative contracts

Deferred income taxes

Accrued income taxes and other liabilties
Total current liabilties

Long-term debt

Deferred income taxes
Asset retirement obligations
Derivative contracts

Stockholders' equity:

Class A voting common stock, $.0166 par value;
24,000,000 shares authorized, 8,431,502 issued at

September 30, 2010 and 2009
Capital in excess of par value
Deferred directors' compensation
Retained earnings

Treasury stock, at cost; 120,560 shares at

September 30, 2010, and 119,866 shares at

September 30, 2009
Total stockholders' equity

Total liabilties and stockholders' equity

See accompanying notes.
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September 30,

2010 2009
$ 5,062,806 $ 4,810,687
- 1,726,901
354,100 53,100
1,842,918 980,470
7,259,824 7,571,158
- 10,384,722
22,552,650 24,064,650
1,730,369 1,620,225
- 786,534
140,524 140,524
1,816,365 1,922,053
2,222,127 1,862,499
73,599,733 64,507,547
77,778,749 68,432,623
(4,196,753) (4,310,280
73,581,996 64,122,343

$105,124,839

$108,549,632




Panhandl®©il and Gas Inc.

Consolidated Statements ©perations

Year ended September 30,

2010 2009 2008

Revenues:
Oil and natural gas (and associated

natural gas liquids) sales $ 44,068,947 $ 37,421,688 $ 69,026,785
Lease bonuses and rentals 1,120,674 188,906 167,559
Gains (losses) on derivative contracts 6,343,661 (661,828) (940,823
Income from partnerships 405,134 323,848 631,891

51,938,416 37,272,614 68,885,412
Costs and expenses:
Lease operating expenses and production taxes 9,639,864 8,897,235 10,055,762
Exploration costs 1,583,773 711,582 455,943
Depreciation, depletion, and amortization 19,222,123 28,168,933 19,784,660
Provision for impairment 605,615 2,464,520 526,380
Loss (gain) on asset sales, interest and other (1,028,148) (2,677,407) 14,826
General and administrative 5,594,499 4,866,044 5,006,512
Bad debt expense (recovery) - (185,272) 591,258
35,617,726 42,245,635 36,435,341

Income (loss) before provision (benefit)

for income taxes 16,320,690 (4,973,021) 32,450,071
Provision (benefit) for income taxes 4,901,000 (2,568,000) 10,894,302
Net income (loss) $11,419,690 $ (2,405,021) $ 21,555,769
Basic and diluted earnings per common share:
Net income (loss) $ 1.36 $ (0.29) $ 2.54

See accompanying notes.
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Balances at September 30, 2007

Purchase of treasury stock

Issuance of common shares to ESOP

Common shares to be issued to
directors for services

Dividends declared ($.28 per share)

Net income

Balances at September 30, 2008

Issuance of treasury shares to ESOP

Common shares to be issued to
directors for services

Dividends declared ($.28 per share)

Net loss

Balances at September 30, 2009

Purchase of treasury stock

Issuance of treasury shares to ESOP

Restricted stock awards

Common shares to be issued to
directors for services

Dividends declared ($.28 per share)

Net income

Balances at September 30, 2010

Panhandl®©il and Gas Inc.

Consolidated Statements®ft oc k hol der sé Equi ty
Class A voting Capital in Deferred
Common Stock Excess of Directors Retained Treasury Treasury
Shares Amount Par Value Compensation Earnings Shares Stock Total
8,431,502 $ 140,524 $ 2,146,071 $ 1,358,778 50,035,998 - $ - 53,681,371
) . B - - (139,014) (4,998,842) (4,998,842,
- - (56,001) - - 7,640 274,734 218,733
- - - 247,033 - - - 247,033
- - - - (2,355,163) - - (2,355,163,
- - - - 21,555,769 - - 21,555,769
8,431,502 $ 140,524 $ 2,090,070 $ 1,605,811 69,236,604 (131,374) % (4,724,108) 68,348,901
- - (168,017) - - 11,508 413,828 245,811
- - - 256,688 - - - 256,688
- - - - (2,324,036) - - (2,324,036,
- - - - (2,405,021) - - (2,405,021
8,431,502 $ 140,524 $ 1,922,053 $ 1,862,499 64,507,547 (119,866) $ (4,310,280) 64,122,343
- - - - - (12,326) (291,383) (291,383)
- - (117,716) - - 11,632 404,910 287,194
- - 12,028 - - - - 12,028
- - - 359,628 - - - 359,628
: - - : (2,327,504) - : (2,327,504,
- - - - 11,419,690 - - 11,419,690
8,431,502 $ 140,524 $ 1,816,365 $ 2,222,127 73,599,733 (120,560) $ (4,196,753) 73,581,996

See accompanying notes.
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Panhandl®©il and Gas Inc.
Consolidated Statements of Cash Flows

Operating Activities

Net income (loss)

Adjustments to reconcile net income (loss) to net

cash provided by operating activities:

Depreciation, depletion, amortization
and impairment

Provision for deferred income taxes

Exploration costs

Net (gain) loss on sales of assets

Income from partnerships

Distributions received from partnerships

Other

Common stock contributed to ESOP

Common stock (unissued) to Directors'
Deferred Compensation Plan

Restricted stock awards

Bad debt expense (recovery)

Cash provided (used) by changes in assets

and liabilities:

Oil and natural gas sales receivables
Fair value of dervative contracts
Refundable income taxes
Refundable production taxes
Other current assets
Accounts payable
Income taxes payable
Accrued liabilities

Total adjustments

Net cash provided by operating activities

Investing Activities

Capital expenditures, including dry hole costs
Proceeds from leasing of fee mineral acreage
Investments in partnerships

Proceeds from sales of assets

Net cash used in investing activities

(Continued on next page)

Year ended September 30,

2010 2009 2008
$ 11,419,690 $ (2,405,021) $ 21,555,769
19,827,738 30,633,453 20,311,040
777,000 (3,814,000) 9,116,000
1,208,653 711,582 455,943
(1,189,605) (2,654,759) 20,632
(405,134) (323,848) (631,891)
523,317 432,805 724,765
64,555 4,708 -
287,194 245,811 218,733
359,628 256,688 247,033
12,028 - -

- (185,272) 591,258
(1,315,445) 9,620,843 (9,671,136
(4,133,761) 3,159,628 (539,277)
- 2,162,305 (2,162,305
(69,874) (921,769) (467,076)
(343,961) 74,455 (25,927)
(24,896) 287,883 59,921
583,625 338,511 (211,155)
225,723 86,603 471,569
16,386,785 40,115,627 18,508,127
27,806,475 37,710,606 40,063,896
(11,308,506)  (39,915,051) (38,747,749
1,316,377 209,930 200,356
(254,555) (59,742) (139,177)
401,168 3,441,871 840,398
(9,845,516)  (36,322,992) (37,846,172



Panhandl®©il and Gas Inc.
Consolidatedstatements of Cash Flows (continued)

Year ended September 30,

2010 2009 2008

Financing Activities
Borrowings under debt agreement $ 10,799,814 $ 49,027,225 $ 47,281,411
Payments of loan principal (21,184,536) (48,346,603) (42,238,782
Purchases of treasury stock (291,383) - (4,998,842
Payments of dividends (2,327,504) (2,324,036) (2,355,163
Net cash used in financing activities (13,003,609) (1,643,414) (2,311,376
Increase (decrease) in cash and cash equivalents 4,957,350 (255,800) (93,652)
Cash and cash equivalents at beginning of year 639,908 895,708 989,360
Cash and cash equivalents at end of year $ 5597258 % 639,908 $ 895,708
Supplemental Disclosures of Cash Flow

Information
Interest paid (net of capitalized interest) $ 60,912 $ - $ 23,212
Income taxes paid, net of refunds received $ 3,530,718 $ (1,261,808) $ 4,145,122
Supplemental schedule of noncash

investing and financing activities:

Additions and revisions, net, to asset

retirement obligations $ 110,144  $ 95,076 $ 151,998
Gross additions to properties and equipment $ 11,585,521 $ 28,540,290 $ 52,812,138
Net (increase) decrease in accounts payakb
properties and equipment additions (277,015) 11,374,761 (14,064,389
Capital expenditures, including dry hole costs $ 11,308,506 $ 39,915,051  $ 38,747,749

See accompanying notes.
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Panhandl®©il and Gas Inc.
Notes to Consolidated Financial Statements

September 30, 2@, 200 and 20@

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

Since its formation, the Company has been involved in the acquisition and management of fee
mineral acreage and the exploration for, and development of, ailedndhlgas properties, principally
involving drilling wells locatedon#tn Companyd0s mineral acreage. Pa
other oil andhaturalgas interests afl locatedin the United Stategrimarily in Arkansas, Kansadew
Mexico, North DakotaOklahoma and Texas. The Company isthetopeator of anywells. The
maj ority of t h eatugaspradactiod s fromiinteresisdr@B9wells located
principally in Oklahoma.Approximately83%of oil andnaturalgas revenues are derived from the sale
of natural gas. Substantially all the Compa 6 s  patuftalgaa pratluction is sold through the
operators of the wellsThe Company from time to time disposes of certainmarerial, norcore or
smaltinterest oil andhaturalgas properties as a normal course of business.

Principles of Consolidation and Basis of Presentation

The consolidated financial statements include the accounts of Pantdralel Gas Incand its
wholly-owned subsidiaries after elimination of all material intercompany transactions.

Certainamountqrefundable psduction taxesnvestment in partnershipdeferred income taxes
and gain on asset sales, interest and pthéine prior year have been reclassified to conform to the
current year presentation.

Use of Estimates

Preparation of financial statements in conformity with accounting principles generally accepted in
the United States requires management to make estimates and assumptions that affect tharemounts
disclosureseported in the consolidated financial statateend accompanying notes. Actual results
could differ from those estimates.

Of these estimateand assumptionsnanagement considers the estimation of crude oil andahatur
gas reserves to be the most significarliese estimates affect the unauddthdardized measure
disclosures, as well aepreciation, depletion and amortizati@DE&A ) and impairment calculations.

On an annual basis, with a limited scope sammi n u a | updat elndepéndeaCoroltmgp a ny 6 s
PetroleumEngineer with assistance frorthe Company prepares estimates of crude oil and natural gas
reserves based on available geologic and seismic data, reservoir pressure data, core analysis reports, we
logs, analogous reservoir performance history, production datatladavailable sources of

engineering, geological and geophysical informatibar DD&A purposes, and asquired by the

guidelines and definitions established by the SEC2@i®estimatevasbased orthe average price

during the 12month period prioto September 30, 201@etermined as an unweighted arithmetic

average of the firslay-of-the-month price for each month within such period, unless pweesdefined

by contractual arrangements, excluding escalations based upon future con@ilamsl natural gas

prices used for the 2008 and 2009 estimates were based on the September 30 price of each respective
year. For impairment purposes, projected future crude oil and natural gas prices as estimated by
management are use@rude oil and naturajas prices are volatile and largely affected by worldwide
production and consumption and are outside the control of management. Projected future crude oil and
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Panhandle Oil and Gas Inc.
Notes to Consolidated Financial Statements (continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIESCONTINUED)

natural gas pricing assumptions are used by management to prepare estimates of crude oil and natural g
reservess sed in formulating managementds overall op

The Company does not operate any of its oil and natural gasfesped, thereforereceives
actual oil and natural gas sales volumes and prices (in the normal course of business) over a month later
than the information is available to the operators of the wells. This being thercasany of these
wells, the mostcurrent available production data is gathered from the appropriate opexatbwsl and
natural gas index prices local to each well are used to estimate the accrual of revenue on these wells.
Timely obtaining production data on all other wells fromdperators is not feasible; therefore, the
Company utilizes past production receipts and estimated sales price information to estimate its accrual of
revenue on all other wells each quarter. The oil and natural gas sales revenue accrual can be impacted k
many variables including rapid production decline rates, production curtailments by operators-ithe shut
of wells with mechanical problems and rapidly changing market prices for oil and natural gas. These
variables could lead to an over or under adavtiail and natural gas sales at the end of any particular
guarter. Based on past history, the Companyods

Cash and Cash Equivalents

Cash and cash equivalents consist of all demand deposits and funtisdmvehorterm
investments with original maturities of three months or less.

Oil and Natural Gas(and associated natural gas liquidspales andNatural Gas Imbalances

The Company sells oil and natural gas to various customers, recognizing revenues as oil and
naturalgas is produced and sol@harges for compression, marketing, gathering and transportation of
natural gas are included in lease operating expenses anttioodaxes.

The Company uses the sales method of accountingataralgas imbalances in those
circumstances where it has underproduced or overproduced its ownership percentage in a property.
Under this method, a receivable or liability is recordethéoextent that an underproduced or
overproduced position in a reservoir cannot be recouped through the production of remaining reserves.
At September 30, 2@ and 20@, the Company had no matenmaturalgas imbalances.

Concentration of Credit Risk

Substantially all of the Companyds accounts
gas or operators of the oil andturalgas properties. Oil and natural gas se¢egivablesre generally
unsecured.

On July 22, 2008, SemGroup, L.Pdarertain subsidiaries (SemGroup) filed voluntary petitions
for reorganization under Chapter 11 of the U.S. Bankruptcy Code. As a result of the filing, the Company
reserved $591,258 of receivables as uncollectible for substantially all of the saledeabitthrough
various well operators to SemGroup during the period June 1, 2008 through July 22, 2008. The amount
reserved was charged to bad debt expense in 2008. On October 28, 2009, the U.S. Bankruptcy Court
confirmed the Fourth Amended Joint PlarAdfiliated Debtors which set forth various settlement
details for producers and interest owners. Based on the déttiks plan, discussion wiimpacted
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Panhandle Oil and Gas Inc.
Notes to Consolidated Financial Statements (continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIESCONTINUED)

operatoras nd ma n a g e me rh¢ Gompapylhadegerselthetreserve fodoubtful accountso
$405,12%t September 30, 2009, resulting in $186,129 of bad debt recovery

Derivative contracts entered into by the Company are also unsecured.
Oil and Natural Gas Producing Activities

The @mpany follows the successful efforts method of accounting for oil and natural gas
producing activities. Intangible drilling and other costs of successful wells and development dry holes
are capitalized and amortized. The costs of exploratory wellsitiedly capitalized, but charged against
income if and when the well is determined to be nonproductive. Oil and natural gas mineral and
leasehold costs are capitalized when incurred.

Non-producing oil and natural gas leases are assessed for impairment on a {irgpeoiyerty
basis for individually significant balances and on an aggregate basis for individually insignificant
balances. If the assessment indicates an impairment, ia lesegnized by providing a valuation
allowance at the level at which impairment was assessed. The impairment assessment is affected by
economic factors such as the results of exploration activities, commodity price outlooks, remaining lease
terms and ptential shifts in business strategy employed by management. In the case of individually
insignificant balances, the amount of the impairment loss recognized is determined by amortizing the
portion of t hevhihthe Canpany delievesidot lwedransfesred to proved
properties over the remainitiges of the lease Impairment loss is charged to exploration costs when
recognized. As of September 301R0the remaining carrying cost of ngnoducing oil and natural gas
leases was#®B6,976

It is common business practigethe petroleum industry for drilling costs to be prepaid before
spuddinga well. The Company frequently fulfills these prepaymequirementsvith cashpayments,
butattimeswill utilize letters of credit toneetthese obligations. As of September 3012Qhe
Company had outstanding letters of credit totalifg,851that expirel in November 2010

Derivatives

The Company entered into costless catlamtractqall of which expired in first quart&2009,
fixed swap contractand basis protection swap§hese instrumentsere intended to reduce the
Companyo6s e x-teondluctuaions in thesphice of hatural gas. Collar contracts set a fixed
floor price and a fixed ceiling price and provide pants to the Company if the index price falls below
the floor or require payments by the Company if the index price rises above the ceiling. Fixed swap
contracts set a fixed price and provide payments to the Company if the index price is below the fixed
price, or require payments by the Company if the index price is above the fixedBams.protection
swaps are derivatives that guarantee a price differentMYMEX for natural gas from a specified
delivery point (CEGT and PEPL currently). The Company receives a payment from the counterparty if
the price differential is greater than the agreed terms of the contract and pays the counterparty if the price
differentialis less than the agreed terms of the contrébesecontractscover only a portion of the

Companyds natur al gas production and provide on
gas prices. Thegterivativeinstrumentexpose the Compary risk of financial loss andhaylimit the
benefit of future increases inpriced.l | of the Companyds derivative
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Panhandle Oil and Gas Inc.
Notes to Consolidated Financial Statements (continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIESCONTINUED)

Oklahoma and are unsecurethe derivative instrunméshave settled owill settle based on the prices
below which are adjustddr location differential&nd tied to certain pipelines in Oklahoma.

Derivative contracts in places of September 32009

(prices below refl ect etlistee Oklaboma @Epelynes)s n et

Production volume Indexed (1)
Contract period covered per month Pipeline
Fixed price swaps
March - December, 2009 60,000 Mmbtu CEGT
April - December, 2009 100,000 Mmbtu CEGT
May - December, 2009 70,000 Mmbtu CEGT
July - December, 2009 70,000 Mmbtu PEPL
January - December, 2010 100,000 Mmbtu CEGT
January - December, 2010 50,000 Mmbtu CEGT
January - December, 2010 100,000 Mmbtu PEPL
January - December, 2010 50,000 Mmbtu PEPL

(1)

CEGT - Centerpoint Energy Gas Transmission's East pipeline in Ok
PEPL - Panhandle Eastern Pipeline Company's Texas/Oklahoma m
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Panhandle Oil and Gas Inc.
Notes to Consolidated Financial Statements (continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIESCONTINUED)

Derivative contracts in place as®&ptembeB0, 2010
Companyos

(pricesb el ow r ef |

Contract period
Fixed price swaps
January - December, 2010
January - December, 2010
January - December, 2010
January - December, 2010

Basis protection swaps
January - December, 2011
January - December, 2011
January - December, 2011
January - December, 2011
January - December, 2012
January - December, 2012
January - December, 2012
January - December, 2012

ect t he

Production volume
covered per month

100,000 Mmbtu
50,000 Mmbtu
100,000 Mmbtu
50,000 Mmbtu

50,000 Mmbtu
50,000 Mmbtu
50,000 Mmbtu
50,000 Mmbtu
50,000 Mmbtu
40,000 Mmbtu
50,000 Mmbtu
50,000 Mmbtu

CEGT
CEGT
PEPL
PEPL

CEGT
CEGT
PEPL
PEPL
CEGT
CEGT
PEPL
PEPL

Indexed (1)
Pipeline

net

Fixed price

$5.015
$5.050
$5.570
$5.560

NYMEX -$.27
NYMEX -$.27
NYMEX -$.26
NYMEX -$.27
NYMEX -$.29
NYMEX -$.30
NYMEX -$.29
NYMEX -$.30

(1) CEGT - Centerpoint Energy Gas Transmission's East pipeline in Oklahoma
PEPL - Panhandle Eastern Pipeline Company's Texas/Oklahoma mainline

While the Company believes that its derivative contracts are effective in achieving the risk

pri

ce

management objective for which they were intended, the Coynipas elected not to complete all of the
documentation requirements necessary to permit these derivative contracts to be accounted for as cash
v a | amassebdf $1620B8%Ewat i v e
September 30, 20, andaliability of $2,513435as of September 30, 2B0Realized and unrealized

flow hedges.T h e

gains andlosse$ are scheduled below:

Gains (losses) on natural gas

derivative contracts
Realized

Increase (decrease) in fair value

Total

Companyods

fair

Fiscal year ended

9/30/2010 9/30/2009 9/30/2008
$ 2,209,900 $ 2,497,800  $(1,480,100

4,133,761 (3,159,628) 539,277
$ 6,343661 $ (661,828) $ (940,823

f

co

To the extent that a legal offset exists, the Company nets the fair value of its derivative contracts
with the same counterparty in the accompanying balance sheets. The following table summarizes the

Companyods
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Panhandle Oil and Gas Inc.
Notes to Consolidated Financial Statements (continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIESCONTINUED)

Balance Sheet 9/30/2010 9/30/2009
Location Fair Value Fair Value

Asset Derivatives:
Derivatives not designated as Hedging Instruments:

Commodity contracts Short-term derivative contracts $ 1,481,527 $ -
Commodity contracts Long-term derivative contracts 138,799 -
Total Asset Derivatives (a) $ 1,620,326 $ -

Liability Derivatives:
Derivatives not designated as Hedging Instruments:

Commodity contracts Short-term derivative contracts $ - $ 1,726,901
Commodity contracts Long-term derivative contracts - 786,534
Total Liability Derivatives (a) $ - $2513,435

(a) See Fair Value Measurements section for further disclosures regarding fair value of financial
instruments.

The fair value of derivativassets and derivative liabilities is adjusted for credit asky if the
impact is deemed material. The impact of credit risk was immaterial for all periods presented.

Fair Value Measurements

Effective October 1, 2008, the Company adopted guidancshvesitablished a framework for
measuring the fair value of assets and liabilities measured on a recurring basis and expanded disclosures
about fair value measurements. In February 2008, the FASB delayed the effective date of this guidance
by one year for onfinancial assets and liabilities. Consequently, the Company only applied the fair value
measurement statement to financial assets and liabilities and delayed application for nonfinancial assets
andliabilities (including, but not limited to, its assetré r e ment obl i gations) unt
year beginning October 1, 2009, as permitted. Upon adoption as of October 1, 2009, the impact of full
application for nonfinancial assets and liabilities on its financial position, results of operatiarashnd
flows was not material.

This guidance defines fair value as the amount that would be received from the sale of an asset or
paid for the transfer of a liability in an orderly transaction between market participants, i.e., an exit price.
To estimate @ exit price, a thre&evel hierarchy is used. The fair value hierarchy prioritizes the inputs,
which refer broadly to assumptions market participants would use in pricing an asset or a liability, into
three levels. Level 1 inputs are unadjusted quotextpiin active markets for identical assets and
liabilities. Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable
for the asset or liability, either directly or indirectly. If the asset or liability has a spe(@battactual)
term, a Level 2 input must be observable for substantially the full term of the asset or lihlbNigy.2
inputs include the following: (i) quoted prices for similar assets or liabilitiestive markets; (ii) quoted
prices for identicabr similar assets or liabilities in markets that are not active; (iii) inputs other than
guoted prices that are observable for the asset or liability; or (iv) inputs that are derived principally from
or corroborated by observable market data by correlati@mther means. Level 3 inputs are
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unobservable inputs for the financial asset or liability. Counterparty quotes are generally assessed as a
Level 3 input.

The following table provides fair value measurement information for financial assets and
liabilities measured at fair value on a recurring basis &pfembeB0, 2QL0.

Quoted Significant

Prices in Other Significant
Active Observable Unobservabl
Markets Inputs Inputs Total Fair
(Level 1) (Level 2) (Level 3) Value
Financial Assets (Liabilities):
Derivative Contracts - Swaps - $ 1,620,326 - $ 1,620,326
Level 21 Market Approach The fair values of the Compard s nat ur al gas s

based on a thirgarty pricing model which utilizes inputs that are either readily available
in the public marketsuch as natural gas curvescan be corroborated from active
markets. These values are based upon, among otiegd, future prices and time to
maturity. These values are then compared to the values given by our counterparties for

reasonableness.

The following table presents impairments associated with certain assets that have &sered
at fair value on a naecurring basis within Level 3 of the fair value hierarchy.

Total Losses for th
Year Ended
September 30, 201

Impairments:
Producing Properties  $ 605,615 (a)

(a) At the end of each quartehe Company assessed the carrying value of its producing
properties for impairment. This assessment utilized estimates of future cash flows.
Significant judgments and assumptions in these assessments include estimates of future oil
and natural gas prisausing a forward NYMEX curve adjusted for locational basis
differentials, drilling plans, expected capital costs and an applicable discount rate
commensurate with risk of the underlying cash flow estimates. These assessments identified
certain propertiewith carrying value in excess of their calculated fair values. As a result, the
Company recorded $605,615 in impairment charges during 2010.

Fair Values of Financial Instruments
The carrying amounts reported in the balance sheets for cash and caaleatpjireceivables,
derivative contracts, refundable income taxes, accounts payable and accrued liabilities approximate their

fair values due to the short maturity of these
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its carrying amount due to the interest,wheht es o
are approximately equivalent to market rates fo
worthiness.

Depreciation, Depletion, Amortization and Impairment

Depreciation, depletion and amortization of the costs of producing oilatndalgas properties
are generally computed using the units of production method primarily on a separate property basis using
provedor proved developekservesas applicablegs estimated bty h e  C o nnglepengteats
ConsultingPetroleumEngineer. Depreciain of furniture andixtures is computed using the straight
line method over estimated productive lives of five to eight years.

Non-producing oil andhaturalgas properties include ngaroducing minerals, whichada net
book value of64,346,191and $4,71,926at September 30, 20 and2009, respectivelyconsisting of
perpetual ownership of mineral inésts in several states, wlf% of the acreage iArkansas, New
Mexico, North DakotaOklahomaandTexas. As mentionethesemineral rights are perpetual and have
been accumulated over tBé year life of the Company. There are approxima2&g,460netacres of
nonproducing minerals inver7,000tracts owned by the Companfn average tract contasn
approximately\29 acres and the average cost per acre38.$Since inception, the Company has
continually generated anterest in several thousand oil amaturalgas wells using itewnership of the
fee mineral acres as an ownership basis. There continues to be signifltagtattivity each year on
thesemineral interests Nonproducing minerals are being amortizthightline over a33 yearperiod.
These assets are considered a+@mm investment by the Comparasthey do not expire (as do oil and
naturalgasleases) Giventhe aboveit was concluded thatlang-term amortization was appropriate and
that 33 years, based on past history and experierasean appropriate periodDue tothe fact that the
minerals consist cd large number of propertieshosecosts are not individually significant, abdcause
virtually al/|l are in the Companyb6s core operat.
basis.

The Company recognizes impairment losses for-lorggl assets wheimdicators of impairmiet
arepresentandhe undi scounted cash fl ows are not suff]i
The impairment loss is measured by compatirgjair value of the asset to its carrying amount. Fair
values are based on discounted cash iewes i mat ed by Ihdegenden€ongulingy 6 s
Petroleum Engineerrhe Company's estimate of fair value of its oil aaturalgas properties at
September 30, AW is based on the best information available as of that date, including estimates of
forwardoil and natural gas pricesid costsT h e C o mp a nnataralgaopropertiasrwdre
reviewed for impairment on a fieloy-field basis, resulting in the recognition of impairment provisions
of $605,615 $2,464520and$526,380respectively, for 200, 2000 and 20@. A significantreduction in
oil and natural gas prices or a decline in reserve volumes would likely lead to additional impairment in
future periods that may be material to the Company.

Capitalized Interest

During 2010, 2009 and 208, interest 0f$104,100 $455,516and #44,520 respectively, was
includedint he Companyo6s c katpréstoa80,91e $6946and 814,346 resgectively,
was charged to expense during those periotistest is capitalized using a weighted average interest rate
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based ot h e C o mptssanding IsorrowingsThese capitalized costs are included with intangible
drilling costs and amortized ugjunits of production method.

Investments

Insignificant investments in partnerships and limited liability companies (LLC) that maintain
specific ownership accounts for each investor and where the Company holds an interest of five percent ol
greater, butloes not have control of the partnership or LLC, are accounted for using the equity method of
accounting.

Asset Retirement Obligations

The Company ownimterests iroil and natural gas propertieghich may require expenditures to
plug and abandon the wells when the oil and natural gas reserves in the wells are depietedue of
legal obligations to retire and remove lelinged assetss recorded in the period in which the obligation is
incurred (typically when the asset is installed at the production location). When the liability is initially
recorded, this cos$ capitalizedoy increasing the carrying amount of the related propentids a
equipment.Over time the liability is increased for the change in its present \aidethe capitalized
cost in properties and equipment is depreciated over the useful life of the remaining las§€&mpany
does not have any assets restrictediferpurpose of settling the plugging liabilities.

The following table shows the activity for the yeamdedSeptember 30, 2@ and 2009elating

to the Companyds retirement obligation for plug
Plugging
Liability
Plugging Liability as of September 30, 2009 $ 1,620,225
Accretion of Discount 106,093
New Wells Placed on Production 20,476
Wells Sold or Plugged (16,425)

Plugging Liability as of September 30, 2010 $ 1,730,369

Plugging Liability as of September 30, 2008 $ 1,504,411

Accretion of Discount 104,991
New Wells Placed on Production 118,371
Wells Sold or Plugged (107,548,

Plugging Liability as of September 30, 2009 $ 1,620,225

Environmental Costs

As the Company is directly involved in the extraction and use of natural resources, it is subject to
various federal, state and local provisions regarding environmental and ecological matters. Compliance
with theselaws mayenc essi t at e signi ficant capital outl ays
compliance has been insignificant. The Company does not believe the existemcerdf
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environmental lawsr intempretations thereok i | | materially hinder or ad\
business operations; however, there can be no assurances oéfigicieon the Company of new laws

or interpretations thereofSince the Company does not operate any wellsenhewns an interest,

actual compliance with environmental laws is controlled by others, with Panhandle being responsible for
its proportionate share of the costs involved. Panhandle carries liability insurarpmlation control

coverage. However, all risks are not insured due tavhaability and cost of insurance.

Environmental liabilities, which historically have not been material, are recognized when it is
probable that a loss has been incurred andrttoaiat of that loss is reasonably estimable.
Environmental liabilities, when accrued, are based upon estimates of expected future costs. At
September 30, 2@ and 20@, there were no such costs accrued.

Earnings (Loss)Per Share of Common Stock

Earning (loss) per share is calculated using net income (loss) divided by the weighted average
number of common shares outstanding, including

In June 2010, the Company awarded 8,500 shares of restricted stock to certain officers. The
restricted stock vests at the end of five years and contains nonforfeitable rights to receive dividends and
voting rights during the vesting period. The fair \eabf the awards is approximately $240,000 and will
be recognized as compensation expense over the vesting period. In accordance with accounting
guidance, the outstanding stock awards fopgr@odendedSeptembeB0, 2010 are not included in the
dilutedearnings per share calculation.

Share-based Compensation

The Companyecognizes current compensation cdststs Deferred Compensation Plan for
NonEmployeeDi r ect or s (the APl ano). HCeo mrpeensiad ii toen ccior:
asearned and unissued stock i s ethdmalketvatueofdahec h di r
stock atthe date earnedThe Pla® s s t r, thhat apanrreziremestermination or death of the director
or upon a change in control of the Company, the shares accrued under the Plan will be issued to the
director.

In accordance witlguidanceon accounting for employee stock ownership pléms Company
records as expse, the fair market value of the stock at the time of contributtorits ESOP

Restricted stock awards to certain officers during 2010 provide for vesting at the end of five years
from the date of the awards. The fair value of the awards is raapénsed over the vesting period in
accordance with accounting guidance.

Income Taxes

The estimation of amounts of income tax to be recorded by the Company involves interpretation
of complex tax laws and regulatigras well as the completion of compleaiculations, including the
determination of the Companyb6s percentage depl e
believes its tax accruals are adequate, differences may occur in the future depending on the resolution of
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pending and new tax matterBeferred income taxes are computed using the liability method and are
provided on all temporary differences between t
assets and liabtles.

On Octobed, 2007, the Company adopted thedelines on accounting for income tax
uncertaintiesthe impact was not materiallhe guidelineprescribe a recognition threshold and
measurement attribute for the financial statement recognitiomaadurement of a tax position taken or
expected to be taken in a tax return. The Company andoggdgary file income tax returns in the U.S.
federal jurisdiction and various state jurisdictions. Subject to statexagptions that allow for a
possibleextension of the assessment period, the Company is no longer subject to U.S. federal, state, and
local income tax examinations for fiscal years prior to7200

The Company includes interest assessed by th
peral ti es related to income taxes in AGener al an.
of Operations For fiscal September 30, 20 20® and 20®, the Company recorded no interest or
penaltiesas the Company does not believe it has any signifigacgrtain tax positions.

New Accounting Standards

In January 2010, the FASB updated its oil aaturalgas estimation and disclosure requirements
to align its requirement satualgdshepadrtihgeuleS, Bitch are mo d e r n
effectivef or annual reports on Form 101K for fiscal
update includs the following changegl) permitting use of new technologies to determine proved
reserves, if those technologies have been demonstrated empirically to lead to reliable conclusions about
reserve volumeg2) enabling companies to additionally discltiseir probable and possible reserves to
investors, in addition to their proved resery83;allowing previously excluded resources, such as oil
sands, to be classified as oil and natural gas reserves rather than mining ré@bemrvgsiring companies
to report the independence and qualifications of a preparer or auditor, based on current Society of
Petroleum Engineers criterigg) requiring the filing of reports for companies that rely on a third party to
prepare reserve estimates or conduct a resedie and(6) requiring companies to report oil and natural
gas reserves using an average price based upon the primmiB period, rather than yeand
prices.The update must be applied prospectively as a change in accounting principle that ishlesepara
from a change in accounting estimate and is effective for entities with annual reporting periods ending on
or after December 31, 200Fhis accounting guidance has been adopted on a prospective basis
beginning in the fourth quarter of 2018ee NotelO for disclosures regarding our natural gas and oil
reserves.

The G@mpany is not able to disclose the effects resulting from the implementation of these
changes on the financial statements or on the amount of proved reserves and disclosed gumantities.
order to accurately report the quantitative effect of applying oil and gas modernization rules, it would
have been necessary for the Company to prepare two sets of reserve reports, one applying the new oil ar
gas modernization rules and another applyirggrules in effect at September 30, 2009. The Company
has interests in several thousand developed and undeveloped properties which are evaluated in the
reserve estimation process. The Company has a total of eighteen employees including one petroleum
engineerand one engineering tecBtaff time was not available for the engineering staff to perform
necessary controls to ensure the accuracy of the report, for accounting personnel to recalculate DD&A
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and retest for impairment of producing properties and be able to timely prepare and file this F&rm 10
with the SEC. Therefore, the Company determined that it was not practicable to perform a second
reserve estimation process under therpules.

Other accounting standards that have been issued or proposed by theoFABBr standards
setting bodiegthat do not require adoption until a future date are not expected to have a material impact
on the consolidated financial statementsrupdoption.

2. COMMITMENTS

The Company leases office space in Oklahoma City, Oklahoma under the terms of an operating
lease expiring in April 2D02. Future minimum rental payments under the terms of the lea$2@89
in 2011 and $19052in 2012. Total rent expense incurred by the Company $243,93%n 2010,
$200627in 20 and$175335in 2008.

3. INCOME TAXES

The Comp any(benefithiar mncomedaxes is detailed as follows:

2010 2009 2008

Current:
Federal $ 3,950,000 $ 1,246,000 $ 1,728,000
State 174,000 - 50,302
4,124,000 1,246,000 1,778,302

Deferred:
Federal 708,000 (3,254,000) 8,090,000
State 69,000 (560,000) 1,026,000
777,000 (3,814,000) 9,116,000
$ 4,901,000 $ (2,568,000) $ 10,894,302
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The difference between the provisi@ienefit)for income taxes and the amount which would
result from the application of the federal statutory rate to income before profbsiogfit)for income
taxes is analyzed below:

2010 2009 2008
Provision (benefit) for income taxes at statutory rate $ 5,712,242 $ (1,690,827) $ 11,336,596
Percentage depletion (684,053) (469,962) (1,072,282
State income taxes, net of federal provision (benefit) 325,000 (451,440) 797,550
State net operating loss carryforward benefit - (154,000) (143,000}
State net operating loss valuation allowance (release) (278,000) 278,000 -
Other (174,189) (79,771) (24,562)

$ 4,901,000 $ (2,568,000) $ 10,894,302

Deferred tax assets and liabilities, resulting from differences between the financial statement
carrying amounts and the tax basis of assets and liabilities, consist of the following:

2010 2009
Deferred tax liabilities:
Financial basis in excess of tax basis, principally
intangible drilling costs capitalized for financial
purposes and expensed for tax purposes $ 24,141,021 $ 27,139,652
Derivative contracts 630,307 -
24,771,328 27,139,652
Deferred tax assets:
Alternative minimum tax credit carryforwards - 2,207,810
State net operating loss carry forwards, net of
valuation allowance of $278,000 in 2009 825,048 926,600
Derivative contracts - 977,726
Deferred directors compensation, allowance
for uncollectible accounts and other 1,039,530 897,766
1,864,578 5,009,902
Net deferred tax liabilities $ 22,906,750 $ 22,129,750

At September 30, 20, the Company haah income tax benefit oB825,048related toOklahoma
state income tax net operating loss (OK NOL) carryforwargsring from 203 to 2029. The valuation
allowance of $278,000 from 2009 was reversed in the current year as it becdems #wthe
previously reserved Oklahoma NOLs will be utilized before they expire
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The Company has a credit facility with Bank of Oklahoma (BOK) whimtsiss of a revolving
loan in the amount of $50,000,000 which is subjeet $emiannual borrowing base determination
wherein BOK applies their own pricing forecast
reserves as c al c ulhdepenedahCobsylting Feeole@oEngnaening &iem. When
applying the discourrate, BOK also applies an advance rate percentage to risk all provgdoaiiting
and proved undeveloped reservestective February 3, 2009, the Company amended its revolving
credit facility with BOK to increase the borrowing base from $15,000,08@%¢000,000 (the revolving
loan amountemaired $50,000,000), restructure the interest rate, secure the loan by certain of the
Companyds properties and change the maturity da
Company again increased thetooving base from $25,000,000 to $35,000,00 December 8, 2009
and May 25, 2010, Panhandl ebds bank reaffirmed t
extended the maturity date of the credit facility to October 31, 20h2.restructured interesdte is
based on national prime plus from .50% to 1.25%, or 30 day LIBOR plus from 2.00% to 2.75%, with an
established interest rate floor of 4.50% annuay August 3, 201,ahe 4.50% interest rate floor was
removed. The interest rate spread from LIBOor the prime rate increases as a larger percent of the loan
value of the Companyo6s oi |l &aorrdwingsautstamdidindegthes pr op
revolving loanamounted to $0 and $10,384,722 as of SepéerB0, 200 and 20@, respectively.

Determinations of the borrowing base are made-semually or whenever the bank, in its sole
discretion, believes that there has been a material change in the value of thanatlaaidas properties.
Thecredit facility contains catomary covenants which, among other things, regu@rmdic financial
and reserve reporting and | imit the Companyods i
acquisitionsof treasury stock, and require the Company to maintain certain finanaal rat
September 30, 2, the Company was in compliance with the covenahtlecredit facility.

5. SHAREHOLDERSG6 EQUITY

On May 28, 200&nd July 29, 2008he Company announced that its Board of Directors had
approved stock repurchase progsampurchase up to $2,000,088d $3,000,000 (respectively) the
Co mp a ny 01 stockoTimaseoprograms were completed in 200@on approval by th
shareholders of theé 0 mp a 20§08Restricted Stock Plan on March 2010, theéboard of directors
approved repurchasd up to $1.5 millioro f t h e Commprastogkdrem time to time, equal
the aggregate number of shares@ihmon stockawarec d pur suant to the Compal
Stock Plancontributed by the Compang its ESOPand credited to the accountsdifectorspursuant to
the Deferred Compensation Plan for Nemployee DirectorsApproximately 40,000 shares are
expected to be repurchased during fiscal year 28&lof SeptembeB0, 2010, approximately $29000
had been spent under the current progapurchase 12,326 sharekhe shares are held in treasury and
are accounted for using the cost methatl September 30, 2@ and 200, 11,632and11,508
(respectively) treasury shares were contributed t€tbemp any 6 s ESOP on behalf
participants.
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6. EARNINGS PER SHARE

The following table sets forth the computation of earnings per share.

Year ended September 30,
2010 2009 2008

Numerator for basic and diluted earnings per share:

Net income (loss) $ 11,419,690 $ (2,405,021) $ 21,555,769
Denominator for basic and diluted earnings per share -

weighted average shares (including for 2010, 2009

and 2008, unissued, vested directors' shares

of 111,491, 97,177 and 85,504, respectively) 8,422,387 8,397,337 8,492,378

/.EMPLOYEE STOCK OWNERSHIP PLAN

TheC o mp a BSOP was established1984 and is a tax qualified, defined contribution plan,
and serves as the Companyds sole retirement pl a
the discretion of the Board of Directors and, to date, all contributions have been made infshares
Company common stock. The Company contributions are allocated to all ESOP participants in
proportion to their salaries for the plan year and 100% vesting occurs after three years of $@mwvice.
contributions of common stock, the Company recordsxpsnse, the fair market value of the stock at the
time of contribution.The243,149%sh ar es of t he Companyds ,asofmmon st
September 30, 2M, are allocated to individuglarticipantaccounts, are included in the weighted
average séres outstanding for purposes of earnings per share computations and receive dividends.
Contributions to the plan consisted of:

Year Shares Amount

2010 11,632 $ 287,194
2009 11,508 $ 245,811
2008 7,640 $ 218,733

8. DEFERRED COMPENSATION PLAN FOR DIRECTORS

The PanhandI®il and Gas IncDeferred CompensatidPlan for NorREmployee Directors (the
Plan) provides that each eligible director can individually elect to receive shares of Company stock rather
than cash foBoardand committee chair retaineBpardmeeting fees anBoardcommittee meeting
fees. Thesshares are unissued and v&searned The shares are credited
fee account at thelosingmarketprice of the stockonthe dateesarned As of September 30, 20, there
werel14,33 shares §9,560shares abeptember 30, 2@) included in the PlanThedeferred balance
outstanding at September 30,1PQinder the Plawas$2,222,127$1,862499at September 30, 20D
Expense totaling359,628 $256,688and$247,033waschargedo theC o mp a mesulé f operations
for the years ended September 30120200 and 20@, respectively, and included in general and
administrative expense in the accompanystagjemenbf Operations
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9. RESTRICTED STOCK PLAN

On March 11, 201,hareholdes approvedhe Panhandle Oil and Ghg. 2010 Restricted Stock
Plan 010 Stock Planwhich made available 100,000 shares of Common Stogkdeide along-term
component to the Company®6s t o taadlto futioengligahe mtaresi o n  p
of its officers with thge of its shareholderd’he 2010 Stock Plan is designed to provide as much
flexibility as possible for future grants of restricted stock so that the Company can respond as necessary
to provide competitive compensation in order to retain, attract andatebificers of the Company and
to align their interests with those of the Comp

In June 2010, the Company awarded 8,500 sltafes t he Co mp any 0 sestrictednmo n
stock to certain officers. The restricted stock vests at thefdihk years and contains nonforfeitable
rights to receive dividends and voting rights during the vesting peDoddends expected to be paid are
$.07 per share each quartdihe fair value of the shares at the time of their award, based on thegclosi
price of the shares on their award date, $240550and will be recognized as compensatiopense
ratably over the vesting period. The compensation expense recognized as a part of G&A expense in 201
was $12,028.

A summary of the status of unvestdtares of restricted stock awards and changes during 2010 is
presented below:

Weighted
Unvested Average
Restricted Grant-Date
Shares Fair Value
Unvested shares as of October 1, 2009 - $ -
Granted 8,500 $ 28.30
Vested - $ -
Forfeited - $ -

Unvested shares as of September 30, 2010 8,500 $ 28.30

No vesting of restricted stock occurred during 2010. As of September 30, 2010, there was
$228,522 of total unrecognized compensation cost relat@oviested restricted stock. The cost is to be
recognized over a weighted average period of 4.75 yélpyen vesting, shares are expected to be issued
out of shares held in treasury.

10. INFORMATION ON OIL AND NATURAL GAS PRODUCING ACTIVITIES

All oil and naturalgas producing activities of the Company are conducted within the United
States (principally in Oklahomand Arkansgsand represent substantially all of the business activities of
the Company.

During 2010, 200 and 20@, approximately14% 20% and16%, r especti vel y, of
total revenues were derived from sale®ughChesapeake Operating, InDuring 2010, 200 and 20@,

approximately11%, 14% and ¥%,r especti vel y, of the Companyds t
sales iroughJMA Energy CompanyDuring 2010, 2009and2008 approximatelyl5% 17% andl2%
of the Companyds total revenues were derived fr
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AggregateCapitalized Costs

The aggregate amount of capitalized costs of oilretdralgas properties and related
accumulated depreciation, depletion, and amortization as of September 30 is as follows:

2010 2009

Producing properties $207,928,578 $198,076,244
Non-producing minerals 7,744,767 8,036,236
Non-producing leasehold 1,360,264 2,241,232
Exploratory wells in progress 511,299 55,069

217,544,908 208,408,781
Accumulated depreciation, depletion and amortization (131,529,373) (112,505,428
Net capitalized costs $ 86,015,535 $ 95,903,353

Costs Incurred

During the repding period, the Company incurred the following costs in oil aralgas
producing activities:
2010 2009 2008

Property acquisition costs $ 742,005 $ 382,239 $ 2,359,988
Exploration costs 530,931 1,647,456 1,887,182
Development costs 10,685,088 26,411,704 48,503,130

$ 11,958,024 $ 28,441,399 $ 52,750,300

11 SUPPLEMENTARY INFORMATION ON OIL AND NATURAL GAS RESERVES
(UNAUDITED)

The foll owing unaudited information regardin
presented pursuant to the disclosure requirements promulgated by the SEE€ BASB

Proved oil andhaturalgas reserves are those quantities of oilratdralgas wich, by analysis
of geoscienceand engineering data, can be estimated with reasonable cettanetyconomically
produciblei from a given date forward, from known reservoirs, and uegisting economic conditions,
operating methods, amgpbvernment regulatiorisprior to the tme at which contracts providirtge right
to operate expire, unless evidence indicatesrémawal is reasonably certanegardless of whether
deterministic or probabilistic methods are usedlfierestimation. Estingeconomic conditions include
prices and costs at which economic producibility from a reservtorbe determined. The price shall be
the average price during the-fribnth period prior to thending date of the period covered by the report,
deternined asan unweighted arithmetic averagéthe firstday-of-themonth price for each month
within such period, unless prices a@&fined by contractual arrangements, excluding escalations based
upon wture conditions. Thproject to extract the hydrocam®must have commencedtbe operator
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must be reasonabbertain that it will commence the project within a reasonable time. The area of the
reservoirconsidered as pved includes: (i) the area identified by drilling and limibgdfluid contacts, if
any, and (ii) adjacent undrilled portions of the reservoir thatwéh reasonable certainty, helged to

be continuous with it and to contain economically producible allaturalgas on the basi available
geoscience and engineering data. In the abserdaabn fluid contacts, provegiantities in a reservoir
are limited by the lowest knowmydrocarbons as seen in a wadinetration unless geoscience,
engineering or performance data and reliable technastablishes a lower contact with reasonable
certainty. Where direct observation from iygknetrations has defined a highest known oulalen and
the potential exists for an associateduralgas cap, proved oil reserves may be assigned in the
structurally higher portions of tireservoironly if geoscience, engineering or performance data and
reliable technology establish the higleertact with reasonable certainty. Reserves which ean b
produced economically througtpplication of improved recovery techniques (including, but not limited
to, fluid injection) areincluded in the proved classification when: (i) successful testing byptappdject

in an area ofhe reservoir with properties no more favorable than in the reservoir as a whole, the
operationof an installed program in the reservoir or an analogous reservoir, oregttience using
reliabletechnology establishes the readaleacertainty of the engineering analysis on which the project
or program was based; and (ii) the project has been appravddvelopment by all necessagrties

and entities, including governmental entities.

Theindependentonsulting petroleum emngeering firm of DeGolyer and MacNaughton of
Dallas, Texas calculatd h e C o mipaancnatoral gas reserves as of September 30,(26&0
Exhibits 23 and 99) Reserves as of September 30, 2008 and 2009 were calculated by Pinnacle Energy
Services, L.LC. of Oklahoma City, Oklahoma.

The Companyos mauralggs resewesdall af which aenatated in the United
States, as of Septemi&0, 2010, 200 and 20@, have been estimated byh e C o nmulepengedts
ConsultingPetroleumEngineerirg Firms (as noted above)All studies have been prepared in accordance
with regulations prescribed by tis&Cand generally accepted gegical and engineering methods by
the petroleum industry

All of the reserve estimates are reviewed and approved by our Vice President and COO, who
reports directly to our President and CEO. Blanchard, our COO, holdsBachelor of Science Degree
in Petroleum Engineering from the University of OklahonBzfae joining the Company, heas sole
proprietor of a consulting petroleum engineering figment 10 yearas Vice President of the Mid
Continent business unit of Range Resources Corporation and spent several years as an engineer with
Enron Oil and GasHeis an active member of the Society of Petroleum Engineers (@BEQver
25years of oil and gas industry experience, including engineering assignments in several field locations.

Our COO and internal staff of professionals work closely withliodeperientConsulting
PetroleumEngineergo ensure the integrity, accuracy and timeliness of data furnistledrtdor their
reserves estimation process. We provide historical information tmdependenConsultingPetroleum
Engineerdor all properties sutas ownership interest; oil and gas production; well test data; commodity
prices; operatingosts and deduct ratesd development costs. Throughout the year, our team meets
regularly with representatives of omdependen€Consulting Petroleum Enginedp review properties
and discuss methods and assumptions.
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Panhandle Oil and Gas Inc.
Notes to Consolidated Financial Statements (continued)

11. SUPPLEMENTARY INFORMATION ON OIL AND NATURAL GAS RESERVES
(UNAUDITED) (CONTINUED)

When applicable, the volumetric method was used to estimate the original oil in place (OOIP) and
the origindgas in place (OGIP). Structure and isopach maps were constructed to estimate reservoir
volume. Electrical logs, radioactivity logs, core analyses and other available data were used to prepare
these maps as well as to estimate representative valyssésity and water saturation. When adequate
data was available and when circumstances justified, material balance and other engineering methods
were used to estimate OOIP or OGIP.

Estimates of ultimate recovery were obtained after applying recéaeiors to OOIP or OGIP.
These recovery factors were based on consideration of the type of energy inherent in the reservoirs,
analyses of the petroleum, the structural positions of the properties and the production histories. When
applicable, material l@nce and other engineering methods were used to estimate recovery factors. An
analysis of reservoir performance, including production rate, reservoir pressure -aild afas
behavior, was used in the estimation of reserves.

For depletiortypereservoirs or those whose performance disclosed a reliable decline in
producingrate trends or other diagnostic characteristics, reserves were estimated by the application of
appropriate decline curves or other performance relationships. In the andlysstuctiondecline
curves, reserves were estimated only to the limits of economic production or to the limit of the
production licenses as appropriate.

Accordingly, these estimates should be expected to change, and such changes could be material
and ocar in the near term as future information becomes available.

Estimated Quantities of Proved Oil andNatural Gas Reserves

Net quantities of proved, developed and undeveloped oihandalgas reserves are summarized
as follows:
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Panhandle Oil and Gas Inc.
Notes to Consolidated Financial Statements (continued)

11. SUPPLEMENTARY INFORMATION ON OIL AND NATURAL GAS RESERVES
(UNAUDITED) (CONTINUED)

Proved Reserves

Oil Natural Gas
(Mbarrels) (Mmcf)

September 30, 2007 823 37,006
Revisions of previous estimates 136 117
Divestitures 1) (83)
Extensions and discoveries 164 18,039
Production (132) (6,928)
September 30, 2008 990 48,151
Revisions of previous estimates (30) 589
Divestitures (4) (317)
Extensions and discoveries 93 14,715
Production (128) (9,110)
September 30, 2009 921 54,028
Revisions of previous estimates 48 15,763
Divestitures () (8)
Extensions and discoveries 59 36,690
Production (102) (8,303)
September 30, 2010 925 98,170

The prices used to calculate reserves and future cash flows from reserves for oil and natural gas,
respectively, were as followSeptember 30, 20 - $69.23Bbl, $4.33Mcf; September 30, 2Q0
$66.96/Bbl, $2.86/Mcf; September 302008 - $97.74/Bbl, $4.51/Mcf (these natural gas prices are
representative of local pipelines in Oklahoma)

The revisions of previous estimates were primarilyréseilt of positive performance revisions
which were principally attributable to properties in soeitheasOklahoma Woodford Shale and the
Arkansas Fayetteville Shale. The revisions are principally the result of actual well performance on both
new and esting wells exceeding the performance projections in the prior estimates. The improved
performance in the new wells can be attributed to the drilling of longer horizontal laterals as well as
enhanced fracture stimulation techniquegreased oil and nattal gas prices also contributed to the
increase in reserves.

Extensions and discoveries are principally attributablélt t he Company6és dr i
in ongoing development of unconventional natural gas plays utilizing horizontal drillahggling the
southeasOklahoma Woodford Shale and Arkansas Fayetteville Sfialg t he Companyo6és d
expenditures in development of an unconventional natural gas and natural gasitupdisy utilizing
horizontal drilling, the Anadarko Bas(€are) Woodford Shale(3) t he Companyds dr i |
in development of conventional natural gas, natural gas ligigddsand oil plays utilizing horizontal
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Panhandle Oil and Gas Inc.
Notes to Consolidated Financial Statements (continued)

11. SUPPLEMENTARY INFORMATION ON OIL AND NATURAL GAS RESERVES
(UNAUDITED) (CONTINUED)

drilling and to a lessextentvertical drilling, primarily in western Oklahoma and the Texas Panhandle
and(4) a significant addition of proven undeveloped reserves resulting from the implementation of the
Securities and ExchangeofCo®mi san d n@Gas lidRdasetboil tnii rz ¢
and natural gas prices also contributed to the increase in reserves.

Proved Developed Reserves Proved Undeveloped Reserves

ol Natural Gas ol Natural Gas

(Mbarrels) (Mmcf) (Mbarrels) (Mmcf)
September 30, 2008 895 35,970 95 12,181
September 30, 2009 883 45,036 38 8,991
September 30, 2010 861 57,344 64 40,826

The above reserve numbers exclagproximately2.9 Bcf of CO2gasreservedor the year
ended September 300@B. Thesaeserves were sold in the fourth quarter of 2009

The following details the changes in proved undeveloped reserves for 2010 (Mmcfe):

Beginning proved undeveloped reserves 9,219
Proved undeveloped reserves transferred to proved developed (3,545)
Revisions 3,060
Extensions and discoveries 32,476
Ending proved undeveloped reserves 41,210

During 2010, various exploration and development drilling evaluations were completed.
Approximately$10.7million was spent during 2010 related to undeveloped reserves that were
transferred to developed reserves. Estimated future development cosig telttie development of
proved undeveloped reserves are projected to be approxi@iafatyillion in 2011, $14 million in 2012
and$9 million in 2013. All proved undeveloped drilling locations aepeced to be drilled prior to the
end of 2015.

Standardized Measure of Discounted Future Net Cash Flows

Accounting Standards prescribe guidelines for computing a standardized measure of future net
cash flows and changes therein relating to estimated proved reserves. The Company has followed these
guidelines which are briefly discussed below.

Future cash inflows and future production and development costs as of September 30, 2010 are

determined by applying the trailingmweightedlL2-montharithmetic average of the$t-day-of-the-
month oil and natral gasprices and yeaend costs to the estimated quantities of natural gas and oil to be
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Panhandle Oil and Gas Inc.
Notes to Consolidated Financial Statements (continued)

11. SUPPLEMENTARY INFORMATION ON OIL AND NATURAL GAS RESERVES
(UNAUDITED) (CONTINUED)

produced. Actual future prices and costs may be materially higher or lcavethiunweighted
12-montharithmetic average of theréi-day-of-the-month oil and natural gamices and yeaend costs

used. Amounts as of September 30, 2008 and 2009 were determined usigdypaces and costs. For
each year, estimates are madgudntities of proved reserves and the future periods during which they
are expected to be produced based on continuation of the economic conditions applied for such year.
Estimated future income taxes are computed using current statutory income tachatisg

consideration for the current tax basis of the properties and related carryforwards, giving effect to
permanent differences and tax credits. The resulting future net cash flows are reduced to present value
amounts by applying a 10% annual disddaetor. The assumptions used to compute the standardized
measure are those prescribed byRASB and, as such, do not necessarily reflect our expectations of
actual revenue to be derived from those reserves nor their present worth. The limitatiar inttee

reserve quantity estimation process, as discussed previously, are equally applicable to the standardized
measure computations since these estimates reflect the valuation process.

2010 2009 2008

Future cash inflows $ 489,691,155 $ 216,181,210 $ 318,004,410
Future production costs 148,727,914 62,102,230 79,668,500
Future development costs 52,975,820 5,412,470 19,364,580
Asset retirement obligation 1,730,369 1,620,225 1,504,411
Future income tax expense 99,118,090 43,832,666 68,086,237
Future net cash flows 187,138,962 103,213,619 149,380,682
10% annual discount 114,638,553 49,467,111 70,585,957
Standardized measure of discounted

future net cash flows $ 72,500,409 $ 53,746,508 $ 78,794,725

Changes in the standardized measumiszgfounted future net cash flow are as follows:
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Panhandle Oil and Gas Inc.
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11. SUPPLEMENTARY INFORMATION ON OIL AND NATURAL GAS RESERVES
(UNAUDITED) (CONTINUED)

2010 2009 2008
Beginning of year $ 53,746,508 $ 78,794,725 $ 77,029,122
Changes resulting from:
Sales of oil and natural gas, net of production costs (1)(34,429,083) (28,524,453) (58,971,023
Net change in sales prices and production costs 30,806,970 (59,790,799) 9,274,593
Net change in future development costs (26,093,254) 7,769,930 (5,841,539
Net change in asset retirement obligation (48,185) (63,536) (142,847
Extensions and discoveries 53,274,047 21,677,448 46,677,163
Revisions of quantity estimates 28,946,810 587,215 2,417,457
Divestitures of reserves-in-place (15,706) (480,535) (208,419
Accretion of discount 8,066,959 12,110,733 11,626,875
Net change in income taxes (25,807,417) 15,389,517 (3,072,975
Change in timing and other, net (15,947,240) 6,276,263 6,318
Net change 18,753,901 (25,048,217) 1,765,603
End of year $ 72,500,409 $ 53,746,508 $ 78,794,725

(1) Sales of natural gas includes associated natural gas liquids

12. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The following is a summary of the Companyos
Fiscal 2010
Quarter Ended
December 31 March 31 June 30 September 3(
Revenues $12,321,352 $16,856,884 $10,461,870 $12,298,310
Income before provision
for income taxes 2,411,378 6,964,566 2,264,300 4,680,446
Net income 1,708,378 5,163,566 1,511,300 3,036,446
Earnings per share $ 0.20 $ 0.61 $ 0.18 $ 0.36
Fiscal 2009
Quarter Ended
December 31 March 31 June 30 September 3(
Revenues $11,261,642 $ 8,835,617 $ 8,665,216 $ 8,510,139
Income (loss) before provision
for income taxes (1,053,629) (1,971,256) (2,001,512) 53,376
Net income (loss) (874,629) (945,256) (928,512) 343,376
Earnings (loss) per share  $ (0.100 % 0.11) 3% 0.11) $ 0.04

(70)
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Notes to Consolidated Financial Statements (continued)

13. SUBSEQUENT EVENTS

Effective December 62010, the Company amended its revolving credit facility with BOK to
increase theevolving loan amount to $80,000,000 (theerowing baseemains a$35,000,000 and
change the maturity date Movember30, 2014. Therewas no change to the current interesésaas
discussed in Note.4
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ITEM 9 CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

NONE
ITEM 9 A CONTROLS AND PROCEDURES

(a) EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

The Company maintains fAdisclosure control s a
13a15(e) and 15d.5(e) under the Exchange Act, that are designed to ensure that inforregtioed to
be disclosed in reports the Company files or submits under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in SEC rules and forms, and that such
information is collected and communicatedtomane ment , i ncl uding the Com
Executive Officer and Vice President/Chief Financial Officer, as appropriate, to allow timely decisions
regarding required disclosure. In designing and evaluating its disclosure controls and procedures,
maragement recognized that no matter how well conceived and operated, disclosure controls and
procedures can provide only reasonable, not absolute, assurance that the objectives of the disclosure
controls and procedur es ar eolsera procedurgsthave lienrdegsigned 6 s
to meet, and management believes that they do meet, reasonable assurance standards. Based on their
evaluation as of the end of the fiscal period covered by this report, the Chief Executive Officer and Chief
FinancialOf f i cer have concluded that, subject to the
controls and procedures were effective.

(b) MANAGEMENTO6S REPORT ON I NTERNAL CONTROL OVEF

The Companyds manage maishingandsmaintaning adeqedieterdnagd f o r
control over financial reportiry as such term is defined in Exchange Act Rule 153#). The
Companyds manag e RresdemCEO andcVicaiRtesidegt/CFConelucted an evaluation
of the effectivenss of its internal control over financial reporting based onrtteznal Controli
Integrated Frameworkssued by the Committee of Sponsoring Organizations of the Treadway
Commi ssi on. Based on the results ofudedthatis eval u
internal control over financial reporting was effective as of September 30, 20

(c) CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

There were no changes in the Companyds inter
materially affected, or are reasonably | ikely t
financial reporting made during the fiscal quadgeded September 30, BZDor subsequent to the date the
assessment was completed.

ITEM 9B OTHER INFOR MATION

None

(72



PART Il

The information called for by Part 11l of Form-k0(Iltem 107 Directors and Executive Officers
of the Registrant, Item 1i1Executive Compensation, ltem 15ecurity Ownership of Certain
Beneficial Owners and Management and Related Stockholder Matiéens] 3i Certain Relationships
and Related Transactions, and Iteni Brincipal Accountant Fees and Services), is incorporated by
reference fromheCompany 6és definitive proxy $SECwihamd2®nt , w
days after the end oféHfiscal year to which thieportrelates.

PART IV

ITEM 15 EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8 -K

FINANCIAL STATEMENT SCHEDULES

The Company has omitted all other schedules because the conditions requiring their filing do not
exi st or because the required information appea
including the notes to those statements.

EXHIBITS

(3) Amended Certificate of Incorporation (incorporated by reference to Exhibit attached
to Form 10fled January 27, 1980, and to Form& &lated June 1, 1982, December 3,
1982, to Form 1@SB dated March 31, 1998nd to Form 14Q dated March 31, 2007)
By-Laws as amended (incorporated by reference to Feknal&ted October 31, 1994
By-Laws as amated (incorporated by reference to For 8lated February 24, 2006)
By-Laws as amended (incorporated by reference to Feknal&ted October 29, 2008)

(4) Instruments defining the rights of security holders (incorporated by reference to
Certificate ofincorporation and By.aws listed above)

*(10) Agreement indemnifying directors and officers (incorporated by reference to
Form 10K dated September 30, 19&hd Form & dated June 15, 2007)

*(10) Agreements to provide certain severance paymentsamnefits to executive officers
should a Changm-Control occur as defined by the agreements (incorporated by reference
to Form 8K dated September 4, 2007)

(21) Subsidiaries of the Registrant

(23) Consent oDeGolyer and MacNaughtomdependent Petroleu Engineeing Consultants

(31.1) Certification of Chief Executive Officer

(31.2) Certification of Chief Financial Officer

(32.1) Certification of Chief Executive Officer

(32.2) Certification of Chief Financial Officer

(99) Report of DeGolyer antlacNaughton, Independent Petroleum Engineering Consultants

* Indicates management contract or compensatory plan or arrangement

REPORTS ON FORM-&K

Dated September 14, 2010; item 8i0Qther Events
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SIGNATURES

Pursuant to the requirementsS#ction 13 of the Securities Exchange Act of 1934, the registrant
caused this Report to be signed on its behalf by the undersigned, thereunto duly authorized.

PANHANDLE OIL AND GAS INC.

By: /s/Michael C. Coffman
Michael C.Coffman
President;

Chief ExecutiveOfficer

Date: DecembeB, 2010

By: /s/Robb P. Winfield
Robb P. Winfield
Controller;

Chief Accounting Officer

Date: DecembeB, 2010

In accordance with the Securities
following persons on behalf of the registr

/s/Bruce M. Bell
Bruce M. Bell, Director

Date DecembeB, 2010

s/ Duke R. Ligon
Duke R. Ligon, Director

Date_DecembeB, 2010

/s/ Robert A. Reece
Robert A. Reece, Director

Date DecembeB, 2010

/s/ Darryl G. Smette
Darryl G. SmetteDirector

Date _DecembeB, 2010

By: /s/Lonnie J. Lowry
Lonnie J. Lowry

Vice President;

Chief FinancialOfficer

Date: DecembeB, 2010

Exchange Act of 1934, this report has been signed below by the
ant and in the capacities and on the dates indicated.

/s/ E. ChrisKauffman
E. Chris Kauffman, Director

Date DecembeB, 2010

/s/ Robert O. Lorenz
Robert O. Lorenz,_ead IndependentiBector

Date_DecembeB, 2010

/s/ Robert E. Robotti
Robert E. Robotti, Director

Date DecembeB, 2010

/s/ H. Grant Swartzwelder
H. Grant Swartzwelder, Director

Date _DecembeB, 2010
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EXHIBIT 21

SUBSIDIARIES OF PANHANDLE OIL AND GAS INC.
AT SEPTEMBER 30, 2010

The following table sets forth certaimformation with respect to
Panhandle's subsidiaries:

Corporation
Wood Oil Company

Wood Oil Company was incorporated in Oklahoma and is included in Panhandle's consolidated financial
statement s. Ef fecti ve Oct ob eautstdnding 8tdckvias acquided % o f
by Panhandle.
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EXHIBIT 23

DEGOLYER AND MACNAUGHTON
5001 SPRING VALLEY ROAD
SuUITE 800 EAsT
DALLAS, TEXAs 75244

December 8, 2010

Panhandle QOil and Gas Inc.
Grand Centre, Suite 300
5400 North Grand Blvd
Oklahoma City, OK 73112

Ladies and Gentlemen:

We hereby consent to the use of the name DeGolyer and MacNaughton, to the
inclusion of our Letter Report, dated September 30, 2010, as attached as Exhibit 99 to the
Annual Report on Form 10-K of Panhandle Oil and Gas Inc., and to the inclusion of
information from “Appraisal Report as of September 30, 2010, on Certain Properties
owned by Panhandle Oil and Gas Inc.” in the sections ‘“Proved Reserves,” and
“Supplementary Information on Oil and Natural Gas Reserves (Unaudited)” in the
Annual Report on Form 10-K of Panhandle Oil and Gas Inc.

Very truly yours,
/s/DeGolyer and MacNaughton

DeGOLYER and MacNAUGHTON
Texas Registered Engineering Firm F-716
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EXHIBIT 31.1

CERTIFICATION

I, Michael C. Coffmancertify that:
1. | have reviewed thiannualreport on Form 14K of Panhandl®il and Gas Ing.

2. Based on mknowledge, 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 respectperilbe 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 theregistrat as of, and for, the periods presented in this report;

4. Theregistranbs ot her certifying officer and | are re:
disclosure controls and procedures (as defined in Exchange Act Rul@S(&3and 15d.5(e))and
internal control over financial reporting (as defined in Exchange Act Ruled 3(8pand 15d15(f))
for theregistrantand have:

a). designed such disclosure controls and procedures, or caused such disclosurearwhtrols
procedureso be designed under our smgsion, to ensure that material information relating
to theregistrant 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 suchnternal 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 financiehstaits for
external purposes in accordance with generally accepted accounting principles;

c). evaluated the effectiveness of ttegjistranb s di scl osure controls ani
in this report our conclusions about the effectiveness of the disel@ontrols and procedures,
as of the end of the period covered by this report basedaevaluation; and

d). disclosed in this report any change inthgistrandb s i nt er nal contr ol oV
that occurred during thegistrand sost reent fiscal quartethat has materially affected, or
is reasonably likely to materially affect, thegistrandb s i nt er nal contr ol 0"

reporting; and

5. Theregistranbs ot her <certifying officer and londiave di
internal control over financial reporting theregistrandb s audi t or s and the aud,i
registranb s b oar d (w persahs perdoaming thesequivalent functions)

a). dl significant deficiencies and material weaknesses in thigres operation of internal
control over financial reporting which are reasonably likely to adversely affetdistrand s
ability to record, process, summarize and report financial informagianh;

b). any fraud, whether or not material, that involvesagement or other employees who have a
significant role in theegistrand s i nt er nal control over finan

/s/Michael C. Coffman
Michael C. Coffman
Chief ExecutiveOfficer
Date: DecembeB, 2010
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EXHIBIT 31.2

CERTIFICATION

I, Lonnie J.Lowry, certify that:
1. | have reviewed thiannualreport on Form 14K of Panhandl®il and Gas Ing.

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 statisrmade, 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, faily present in all material respects the financial condition, results of operations and cash
flows of theregistrantas of, and for, the periods presented in this report;

4. Theregistrandb s ot her certifying offi cer manmathingth are r e:
disclosure controls and procedures (as defined in Exchange Act Rul@S(&3and 15d.5(e))and
internal control over financial reporting (as defined in Exchange Act Rule$5(8aand 15€15(f))
for theregistrantand have:

a). designed sucHisclosure controls and procedures, or caused such disclosure candrols
procedureso be designed under our supervision, to ensure that material information relating
to theregistrant including its consolidated subsidiaries, is made known to us bysoliidin
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, Migeeeasonable 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 ttegistrand s  asure cortrols 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 basedaevaluation; and

d). disclosed in this report any ahnge in theegistrandb s i nt er nal contr ol oV
that occurred during thegistrand sost recent fiscal quartérat has materially affected, or
is reasonably likely to materially affect, thegistrandb s i nt er nal contr ol 0"

reporting; and

5. Theregistranbs ot her <certifying officer and | have di
internal control over financial reporting theregistrandb s audi t or s and the aud,i
registranb s b o ar d (oopgersahs pereningthesequivalent functions)

a). dl significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affetdistrand s
ability torecord, process, summarize and report financial informasioch;

b). any fraud, whether or not material, that involves management or other employees who have a
significant role in theegistrand s i nt er nal control over finan

/s/Lonnie J.Lowry
Lonnie J. Lowry

Chief Financial Officer
Date: DecembeB, 2010
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EXHIBIT 32.1

Panhandl®©il and Gas Inc.
5400 North Grand Blvd. Suite #30
Oklahoma City, OK 73112

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
REGARDING PERIODIC REPORT CONTAINING
FINANCIAL STATEMENTS

I, Michael C. CoffmanPresident an€hief ExecutiveOfficer of PanhandI©il and Gas Inc.(the
fiCompany ) , i n compliance with 18 U.S.C. Section 1:
Sarbane€xley Act of 2002, hereby cfly in connection with th&€€ompany AnnualReport on Form
10-K for the period that endesleptembeB0, 2AL0, as filed with the Securities and Exchange
Commi ssion (the AReporto) that:

(1) The Report fully complies with the requirements of Section 13(a)eoB#turities Exchange
Act of 1934; and

(2) The information contained in this Report fairly presents, in all material respects, the financial
condition and results of operations of tbempany

/s/ Michael C. Coffman
Michael C. Coffman
President &

Chief ExecutiveOfficer

DecembeB, 2010
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EXHIBIT 32.2

Panhandl®©il and Gas Inc.
5400 North Grand Blvd. Suite #30
Oklahoma City, OK 73112

CERTIFICATION OF CHIEF FINANCIAL OF FICER
REGARDING PERIODIC REPORT CONTAINING
FINANCIAL STATEMENTS

I, Lonnie J. Lowry Vice President an€hief Financial Officer of Panhandil and Gas Ing.(the
fiCompany ) , i n compliance with 18 U.S.C. Section 1:
Sarbane€xley Act of 2002, hereby certify in connectiaith the Company AnnualReport on Form
10-K for the period that endesleptembeB0, 2AL0, as filed with the Securities and Exchange
Commi ssion (the AReporto) that:

(1) The Report fully complies with the requirements of Section 13(a) of the Securitiesng&cha
Act of 1934; and

(2) The information contained in this Report fairly presents, in all material respects, the financial
condition and results of operations of tbempany

/s/Lonnie J. Lowry
Lonnie J. Lowry

Vice President &
Chief Financial Officer

December9, 2010
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EXHIBIT 99

DeGolyer and MacNaughton 5001
Spring Valley Road Suite 800 East
Dallas, Texas 75244

This is a digital representation of a DeGolyer and MacNaughton report.

Each file contained herein is intended to be a manifestation of certain data in the
subject report and as such is subject to the definitions, qualifications, explanations,
conclusions, and other conditions thereof. The information and data contained in eac h
file may be subject to misinterpretation; therefore, the signed and bound copy of this
report should be considered the only authoritative source of such information.

DEGOLYER

MacNaUGHTON
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DEGOLYER AND MACNAUGHTON
5001 SPRING VALLEY ROAD
SUITE 800 EAsST
DALLAS, TEXAs 75244

September 30, 2010

Panhandle Oil and Gas Inc.

5400 North Grand Blvd.

Grand Centre Building, Suite 300
Oklahoma City, Oklahoma 73112

Ladies and Gentlemen:

Pursuant to your request, we have prepared estimates of the extent and
value of the net proved crude oil, condensate, and natural gas reserves, as of
September 30, 2010, of certain properties owned by Panhandle Oil and Gas Inc.
(Panhandle) and Wood Oil Company (Wood), a wholly owned subsidiary of
Panhandle. The properties appraised consist of working and royalty interests located
in the states of Arkansas, Kansas, New Mexico, Oklahoma, and Texas. Panhandle
and Wood have represented that these properties account for 100 percent of proved
reserves.

Estimates of proved reserves presented in this report have been prepared in
compliance with the regulations promulgated by the United States Securities and
Exchange Commission (SEC). These reserves definitions are discussed in detail
under the Definition of Reserves heading of this letter.

Reserves included herein are expressed as gross and net reserves. Gross
reserves are defined as the total estimated petroleum to be produced from these
properties after September 30, 2010. Net reserves are defined as that portion of the
gross reserves attributable to the interests owned by Panhandle and Wood after
deducting all royalties and interests owned by others. Gas quantities shown herein
are sales gas quantities and are expressed at a temperature base of 60 degrees
Fahrenheit and at the legal pressure base of the state in which the interest is
located. Sales gas is defined as the total gas to be produced from the reservoirs,
measured at the point of delivery, after reduction for fuel usage, flare, and shrinkage
resulting from field separation and processing. Condensate reserves estimated
herein are those to be recovered by normal field separation.
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Values of proved reserves shown herein are expressed in terms of estimated
future gross revenue, future net revenue, and present worth of future net revenue.
Future gross revenue is that revenue which will accrue to the appraised interests
from the production and sale of the estimated net reserves. Future net revenue is
calculated by deducting estimated production taxes, ad valorem taxes, operating
expenses, and investments from future gross revenue. Operating expenses include
field operating expenses, transportation expenses, compression charges, and an
allocation of overhead that directly relates to production activities. Future income
tax expenses were not taken into account in the preparation of these estimates.
Present worth is defined as future net revenue discounted at 10 percent per annum
over the expected period of realization.

Estimates of oil, condensate, and natural gas reserves and future net revenue
should be regarded only as estimates that may change as further production history
and additional information become available. Not only are such reserves estimates
based on that information which is currently available, but such estimates are also
subject to the uncertainties inherent in the application of judgmental factors in
interpreting such information.

Data used in this report were obtained from Panhandle and Wood, from
records on file with the appropriate regulatory agencies, and from public sources.
Additionally, this information includes data supplied by Petroleum
Information/Dwights LLC; Copyright 2010 Petroleum Information/Dwights LLC. In
the preparation of this report we have relied, without independent verification, upon
such information furnished by Panhandle with respect to property interests
appraised, production from such properties, current costs of operation and
development, current prices for production, agreements relating to current and
future operations and sale of production, and various other information and data
that were accepted as represented. A field examination of the properties was not
considered necessary for the purposes of this report.

Methodology and Procedures

Estimates of reserves were prepared by the use of standard geological and
engineering methods generally accepted by the petroleum industry. The method or
combination of methods used in the analysis of each reservoir was tempered by
experience with similar reservoirs, stage of development, quality and completeness
of basic data, and production history.
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When applicable, the volumetric method was used to estimate the original oil
in place (OOIP) and the original gas in place (OGIP). Structure and isopach maps
were constructed to estimate reservoir volume. Electrical logs, radioactivity logs,
core analyses, and other available data were used to prepare these maps as well as
to estimate representative values for porosity and water saturation. When adequate
data were available and when circumstances justified, material balance and other
engineering methods were used to estimate OOIP or OGIP.

Estimates of ultimate recovery were obtained after applying recovery factors
to OOIP or OGIP. These recovery factors were based on consideration of the type of
energy inherent in the reservoirs, analyses of the petroleum, the structural positions
of the properties, and the production histories. When applicable, material balance
and other engineering methods were used to estimate recovery factors. An analysis
of reservoir performance, including production rate, reservoir pressure, and gas-oil
ratio behavior, was used in the estimation of reserves.

For depletion-type reservoirs or those whose performance disclosed a reliable
decline in producing-rate trends or other diagnostic characteristics, reserves were
estimated by the application of appropriate decline curves or other performance
relationships. In the analyses of production-decline curves, reserves were estimated
only to the limits of economic production or to the limit of the production licenses as
appropriate.

Definition of Reserves

Petroleum reserves included in this report are classified as proved. Only
proved reserves have been evaluated for this report. Reserves classifications used in
this report are in accordance with the reserves definitions of Rules 4-10(a) (1)—(32)
of Regulation S—X of the SEC. Reserves are judged to be economically producible in
future years from known reservoirs under existing economic and operating
conditions and assuming continuation of current regulatory practices using
conventional production methods and equipment. In the analyses of production-
decline curves, reserves were estimated only to the limit of economic rates of
production under existing economic and operating conditions using prices and costs
consistent with the effective date of this report, including consideration of changes in
existing prices provided only by contractual arrangements but not including
escalations based upon future conditions. The petroleum reserves are classified as
follows:
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