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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-K

Annual Report Pursuant To Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended September 30, 2009

Commission File Number:   001-31759
PANHANDLE OIL AND GAS INC.

(Exact name of registrant as specified in its charter)

OKLAHOMA 73-1055775
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

Grand Centre, Suite 300, 5400 North Grand Blvd., Oklahoma City, OK 73112
(Address of principal executive offices) (Zip code)

Registrant�s telephone number: (405) 948-1560
Securities registered under Section 12(b) of the Act:

CLASS A COMMON STOCK (VOTING) NEW YORK STOCK EXCHANGE
(Title of Class) (Name of each exchange on which registered)

Securities registered under Section 12(g) of the Act:
(Title of Class)

CLASS B COMMON STOCK (NON-VOTING) $1.00 par value
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

o  Yes     þ  No
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. 

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

þ  Yes      o No
(Facing Sheet Continued)

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files. 

o  Yes     o No
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of the registrant�s knowledge, in definitive proxy
or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form
10-K. 

o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of �accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated
filer o

Accelerated filer þ Non-accelerated filer o Smaller reporting
company o
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(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). 

o  Yes   þ  No
The aggregate market value of the voting stock held by non-affiliates of the registrant, computed by using the closing
price of registrant�s common stock, at March 31, 2009, was $124,477,620. As of December 1, 2009, 8,311,636 shares
of Class A Common stock were outstanding.

Documents Incorporated By Reference
The information required by Part III of this Report, to the extent not set forth herein, is incorporated by reference from
the registrant�s Definitive Proxy Statement relating to the annual meeting of stockholders to be held on March 4, 2010,
which definitive proxy statement will be filed with the Securities and Exchange Commission within 120 days after the
end of the fiscal year to which this Report relates.
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The following defined terms are used in this report:
�SEC� means the United States Securities and Exchange Commission;
�Bbl� means barrel;
�Bcf� means billion cubic feet;
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�Mcf� means thousand cubic feet;
�Mcfd� means thousand cubic feet per day;
�Mcfe� means natural gas stated on an Mcf basis and crude oil converted to a thousand cubic feet of natural gas
equivalent by using the ratio of one Bbl of crude oil to six Mcf of natural gas;
�CO2� means carbon dioxide;
�PV-10� means estimated pretax present value of future net revenues discounted at 10% using SEC rules;
�gross� wells or acres are the wells or acres in which the Company has a working interest;
�net� wells or acres are determined by multiplying gross wells or acres by the Company�s net revenue interest in such
wells or acres;
�Minerals�, �mineral acres� or �mineral interests� refers to fee mineral acreage owned in perpetuity by the Company;
�Working Interest� refers to well interests in which the Company pays a share of the costs to drill, complete and
operate a well and receives a proportionate share of production;
�Royalty Interest� refers to well interests in which the Company does not pay a share of the costs to drill, complete and
operate a well, but receives a much smaller proportionate share (as compared to a working interest) of production;
�ESOP� refers to the Panhandle Oil and Gas Inc. Employee Stock Ownership and 401(k) Plan, a tax qualified, defined
contribution plan.
Fiscal year references
All references to years in this report, unless otherwise noted, refer to the Company�s fiscal year end of September 30.
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PART I
ITEM 1 BUSINESS
GENERAL
     Panhandle Oil and Gas Inc. (�Panhandle� or the �Company�) is an Oklahoma corporation organized in 1926 as
Panhandle Cooperative Royalty Company. In 1979, Panhandle Cooperative Royalty Company was merged into
Panhandle Royalty Company. In February 2004, the Company increased its authorized Class A Common Stock to
12,000,000 shares and split the shares on a two-for-one basis. In January 2006, the Class A Common Stock was again
split on a two-for-one basis. In March 2007, the Company increased its authorized Class A Common Stock to the
current 24,000,000 shares and changed its name to Panhandle Oil and Gas Inc.
     The Company is involved in the acquisition, management and development of oil and natural gas properties,
including wells located on the Company�s mineral acreage. Panhandle�s mineral properties and other oil and natural gas
interests are located primarily in Arkansas, Kansas, Oklahoma, New Mexico and Texas. Properties are also located in
seven other states. The majority of the Company�s oil and natural gas production is from wells located in Oklahoma.
     The Company�s office is located at Grand Centre, Suite 300, 5400 North Grand Blvd., Oklahoma City, OK 73112
(405)948-1560, fax (405)948-2038. Its website is www.panhandleoilandgas.com.
     The Company files periodic SEC reports on Forms 10-Q and 10-K. These Forms, the Company�s annual report to
shareholders and current press releases are available free of charge through its website as soon as reasonably
practicable after they are filed electronically with the SEC. In addition, posted on the website are copies of the
Company�s various corporate governance documents. From time to time, other important disclosures to investors are
provided by posting them in the �Press Release� or �Upcoming Events� section of the website, as allowed by SEC rules.
     Materials filed with the SEC may be read and copied at the SEC�s Public Reference Room at 100 F Street, N.E.,
Washington, D.C. 20549. Information on the operation of the Public Reference Room may be obtained by calling the
SEC at 1-800-SEC-0330. The SEC also maintains an Internet website at www.sec.gov that contains reports, proxy and
information statements, and other information regarding the Company that has been filed electronically with the SEC.
BUSINESS STRATEGY
     Typically, over 90% of Panhandle�s revenues are derived from the production and sale of oil and natural gas. See
Item 8 � �Financial Statements�. The Company�s oil and natural gas holdings, including its mineral acreage, leasehold
acreage and working and royalty interests in producing wells are mainly in Oklahoma with other significant holdings
in Arkansas, Kansas, New Mexico and Texas. See Item 2 � �Description of Properties�. Exploration and development of
the Company�s oil and natural gas properties are conducted in association with operating oil and natural gas
companies, primarily larger independent companies. The Company does not operate any of its oil and natural gas
properties, but has been an active working interest participant for many years in wells drilled on the Company�s
mineral properties and on third party drilling prospects. A significant percentage of the Company�s recent drilling
participations have been on properties in which the Company has mineral acreage and, in many cases, already owns an
interest in a producing well in the unit. Most of these wells are in unconventional plays (shale gas) located in
Oklahoma and Arkansas.

(1)
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PRINCIPAL PRODUCTS AND MARKETS
     The Company�s principal products are natural gas and to a lesser extent crude oil. These products are sold to various
purchasers, including pipeline and marketing companies, which service the areas where the Company�s producing
wells are located. Since the Company does not operate any of the properties in which it owns an interest, it relies on
the operating expertise of numerous companies that operate in the areas where the Company owns interests. This
expertise includes the drilling and completion of new wells, producing well operations and, in most cases, the
marketing or purchasing of the well�s production. Natural gas sales are principally handled by the well operator and are
normally contracted on a monthly basis with third party natural gas marketers and pipeline companies. Payment for
natural gas sold is received by the Company either from the contracted purchasers or the well operator. Crude oil sales
are generally handled by the well operator and payment for oil sold is received by the Company from the well
operator or from the crude oil purchaser.
     Prices of oil and natural gas are dependent on numerous factors beyond the control of the Company, such as
competition, weather, international events and circumstances, supply and demand, actions taken by the Organization
of Petroleum Exporting Countries (�OPEC�), and economic, political and regulatory developments. Since demand for
natural gas is generally highest during winter months, prices received for the Company�s natural gas are subject to
seasonal variations.
     Beginning in calendar 2007, the Company entered into price risk management instruments (derivatives) to reduce
the Company�s exposure to short-term fluctuations in the price of natural gas. The derivative contracts apply to only a
portion of the Company�s natural gas production and provide only partial price protection against declines in natural
gas prices. These derivative contracts may expose the Company to risk of financial loss and limit the benefit of future
increases in natural gas prices. A more thorough discussion of these derivative contracts is contained in Item 7 �
�Management�s Discussion and Analysis of Financial Condition and Results of Operation�.
COMPETITIVE BUSINESS CONDITIONS
     The oil and natural gas industry is highly competitive, particularly in the search for new oil and natural gas
reserves. There are many factors affecting Panhandle�s competitive position and the market for its products which are
beyond its control. Some of these factors include the quantity and price of foreign oil imports, changes in prices
received for its oil and natural gas production, business and consumer demand for refined oil products and natural gas,
and the effects of federal and state regulation of the exploration for, production of and sales of oil and natural gas.
Changes in existing economic conditions, weather patterns and actions taken by OPEC and other oil-producing
countries have dramatic influence on the price Panhandle receives for its oil and natural gas production.
     The Company does not operate any of the wells in which it has an interest; rather it relies on companies with
greater resources, staff, equipment, research, and experience for operation of wells both in the drilling and production
phases. The Company uses its strong financial base and its mineral and leasehold acreage ownership, coupled with its
own geologic and economic evaluations, to participate in drilling operations with these larger companies. This method
allows the Company to effectively compete 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 of recoverable oil and natural gas reserves in commercial quantities is essential to the ultimate
realization of value from the Company�s mineral and leasehold acreage. These mineral properties and leasehold
acreage are the raw materials to its business. The production and sale of oil and

(2)
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natural gas from the Company�s properties is essential to provide the cash flow necessary to sustain the ongoing
viability of the Company. The Company reinvests a portion of its cash flow to purchase oil and natural gas leasehold
acreage and, to a lesser extent, additional mineral acreage, to assure the continued availability of acreage with which
to participate in exploration, drilling, and development operations and, subsequently, the production and sale of oil
and natural gas. This participation in exploration and production activities and purchase of additional acreage is
necessary to continue to supply the Company with the raw materials with which to generate additional cash flow.
Mineral and leasehold acreage purchases are made from many owners, and the Company does not rely on any
particular companies or individuals for these purchases.
MAJOR CUSTOMERS
     The Company�s oil and natural gas production is sold, in most cases, through the well operators to many different
purchasers on a well-by-well basis. During 2009, sales through three separate operators accounted for approximately
20%, 17% and 14%, respectively, of the Company�s total oil and natural gas sales. Generally, if one purchaser declines
to continue purchasing the Company�s oil and natural gas, several other purchasers can be located. Pricing is generally
consistent from purchaser to purchaser.
PATENTS, TRADEMARKS, LICENSES, FRANCHISES AND ROYALTY AGREEMENTS
     The Company does not own any patents, trademarks, licenses or franchises. Royalty agreements on producing oil
and natural gas wells stemming from the Company�s ownership of mineral acreage generate a portion of the Company�s
revenues. These royalties are tied to ownership of mineral acreage and this ownership is perpetual, unless sold by the
Company. Royalties are due and payable to the Company whenever oil and/or natural gas is produced from wells
located on the Company�s mineral acreage.
REGULATION
     All of the Company�s well interests and non-producing properties are located onshore in the United States. Oil and
natural gas production is subject to various taxes, such as gross production taxes and, in some cases, ad valorem taxes.
     The State of Oklahoma and other states require permits for drilling operations, drilling bonds and reports
concerning operations and impose other regulations relating to the exploration and production of oil and natural gas.
These states also have regulations addressing conservation matters, including provisions for the unitization or pooling
of oil and natural gas properties and the regulation of spacing, plugging and abandonment of wells. As previously
discussed, the well operators are relied upon by the Company to comply with governmental regulations.
     Various aspects of the Company�s oil and natural gas operations are regulated by agencies of the federal
government. Transportation of natural gas in interstate commerce is generally regulated by the Federal Energy
Regulatory Commission (�FERC�) pursuant to the Natural Gas Act of 1938 and the Natural Gas Policy Act of 1978
(�NGPA�). The intrastate transportation and gathering of natural gas (and operational and safety matters related thereto)
may be subject to regulation by state and local governments.
     FERC�s jurisdiction over interstate natural gas sales was substantially modified by the NGPA under which FERC
continued to regulate the maximum selling prices of certain categories of natural gas sold in �first sales� in interstate and
intrastate commerce. Effective January 1, 1993, however, the Natural Gas Wellhead Decontrol Act (the �Decontrol
Act�) deregulated natural gas prices for all �first sales� of natural gas. Because �first sales� include typical wellhead sales
by producers, all natural gas

(3)
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produced from the Company�s natural gas properties is sold at market prices, subject to the terms of any private
contracts in effect. FERC�s jurisdiction over natural gas transportation was not affected by the Decontrol Act.
     Sales of natural gas are affected by intrastate and interstate natural gas transportation regulation. Beginning in
1985, FERC adopted regulatory changes that have significantly altered the transportation and marketing of natural
gas. These changes were intended by FERC to foster competition by transforming the role of interstate pipeline
companies from wholesale marketers of natural gas to the primary role of natural gas transporters. As a result of the
various omnibus rulemaking proceedings in the late 1980�s and the individual pipeline restructuring proceedings of the
early to mid-1990�s, interstate pipelines must provide open and nondiscriminatory transportation and
transportation-related services to all producers, natural gas marketing companies, local distribution 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 intrastate commerce.
     More recently, FERC has pursued other policy initiatives that have affected natural gas marketing. Most notable
are: (1) permitting the large-scale divestiture of interstate pipeline-owned natural gas gathering facilities to affiliated
or non-affiliated 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 pipelines to make available transportation information on 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 service in the primary market; and (5) development of policy and promulgation of
orders pertaining to its authorization of market-based rates (rather than traditional cost-of-service based rates) for
transportation or transportation-related services upon the pipeline�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 business with a larger number of counter parties. These changes generally
have improved the access to markets for natural gas while substantially increasing competition in the natural gas
marketplace. What new or different regulations FERC and other regulatory agencies may adopt or what effect
subsequent regulations may have on production and marketing of natural gas from the Company�s properties cannot be
predicted.
     Sales of oil are not regulated and are made at 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 pipelines.
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 the rate of inflation, subject to certain conditions and limitations. These regulations may tend to increase the cost of
transporting oil by interstate pipeline, although the annual adjustments may result in decreased rates in a given year.
These regulations have generally been approved on judicial review. Every five years, FERC will examine 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 capital outlays; however, to date, the Company�s cost of compliance has been insignificant. The
Company does not believe the existence of these environmental laws, as currently written and interpreted, will
materially hinder or adversely affect the Company�s

(4)
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business operations; however, there can be no assurances of future events or changes in laws, or the interpretation of
laws, governing our industry. Current discussions involving the governance of hydraulic fracturing in the future could
have an impact on the Company. Since the Company does not operate any wells in which it owns an interest, actual
compliance with environmental laws is controlled by the well operators, with Panhandle being responsible for its
proportionate share of the costs involved. As such, to its knowledge, the Company believes the well operators to be in
compliance with existing regulations and that, absent an extraordinary event, any noncompliance will not have a
material adverse effect on the Company. Although the Company is not fully insured against all environmental risks,
insurance is maintained which is customary in the industry.
EMPLOYEES
     At September 30, 2009, Panhandle employed 17 persons on a full-time basis. Five of the employees are executive
officers and the President and CEO is also a director of the Company.
RISK FACTORS
     In addition to the other information included in this Form 10-K, the following risk factors should be considered in
evaluating the Company�s business and future prospects. The risk factors described below are not necessarily
exhaustive and investors are encouraged to perform their own investigation with respect to the Company and its
business. Investors should also read the other information in this Form 10-K, including the financial statements and
related notes.
Worldwide and in the United States, economic recession has existed for over a year and is continuing to have a
negative effect on demand for and the price of oil and natural gas, drilling activity to explore for new reserves
and availability of capital through either debt or equity markets.
     Further negative effects of the current economic recession could be a decline of reserves due to curtailed drilling
activity, the risk of insolvency of well operators and oil and natural gas purchasers, limited availability of certain
insurance contracts and limited access to derivative instruments.
Oil and natural gas prices are volatile. Volatility in oil and natural gas prices can adversely affect results and
the price of the Company�s common stock. This volatility also makes valuation of oil and natural gas producing
properties difficult and can disrupt markets.
     Oil and natural gas prices have historically been and will continue to be volatile. The prices for oil and natural gas
are subject to wide fluctuation in response to a number of factors, including:

� worldwide economic conditions;

� economic, political and regulatory developments;

� market uncertainty;

� relatively minor changes in the supply of and demand for oil and natural gas;

� weather conditions;

� import prices;

� political conditions in major oil producing regions, especially the Middle East and West Africa;

� actions taken by OPEC; and

� competition from alternative sources of energy.
(5)
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     In recent years, oil and natural gas price volatility has become increasingly severe. Price volatility makes it difficult
to budget and project the return on exploration and development projects and to estimate with precision the value of
producing properties that are owned or acquired. In addition, volatile prices often disrupt the market for oil and natural
gas properties, as buyers and sellers have more difficulty agreeing on the purchase price of properties. Quarterly
results of operations may fluctuate significantly as a result of, among other things, variations in oil and natural gas
prices and production performance.
A substantial decline in oil and natural gas prices for an extended period of time would have a material adverse
effect on the Company.
     A substantial decline in oil and natural gas prices for an extended period of time would have a material adverse
effect on the Company�s financial position, results of operations, access to capital and the quantities of oil and natural
gas that may be economically produced. A significant decrease in price levels for an extended period would have a
negative effect in several ways, including:

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

� certain reserves may no longer be economic to produce, leading to both lower proved reserves and cash flow;
and

� access to sources of capital, such as equity or long-term debt markets, could be severely limited or unavailable.
The Company�s derivative activities may reduce the cash flow received for oil and natural gas sales.
     In order to manage exposure to price volatility in our natural gas, we enter into natural gas derivative contracts for
a portion of our expected production. Commodity price derivatives may limit the cash flow we actually realize and
therefore reduce revenues in the future. The fair value of our natural gas derivative instruments outstanding as of
September 30, 2009 was a liability of $2,513,435.
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 natural gas
exploration and development activities. Exploration 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 by property using the unit-of-production method
as oil and natural gas is produced.
     All long-lived assets, principally the Company�s oil and natural gas properties, are monitored for potential
impairment when circumstances indicate that the carrying value of the 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 oil and natural gas reserves. Any assets held for sale are reviewed for impairment when the Company
approves the plan to sell. Because of the uncertainty inherent in these factors, the Company cannot predict when or if
future impairment charges will be recorded. If an impairment charge is recognized, cash flow from operating activities
is not impacted but net income and, consequently, shareholders� 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 assumptions will materially affect the quantities and
present value of our reserves.

(6)
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     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 oil and natural gas and
assumptions concerning future oil and natural gas prices, future production levels, and operating and development
costs. In estimating our level of oil and natural gas reserves, we and our consulting petroleum engineering firm,
Pinnacle Energy Services, L.L.C. of Oklahoma City, OK, 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
incorrect, our estimates of reserves, the economically recoverable quantities of oil and natural gas attributable to any
particular group of properties, the classifications of reserves based on risk of recovery and our estimates of the future
net cash flows from our reserves could change significantly.
     Our standardized measure is calculated using prices and costs in effect as of the date of estimation, less future
development, production and income tax expenses, and is discounted at ten percent per annum to reflect the timing of
future 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 estimates 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, future production rates and the timing of development expenditures. Further, our lack of
knowledge of 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 cause differences in our
reserve estimates.
     Because we base the estimated discounted future net cash flows from our estimated proved reserves on prices and
costs in effect on the day of estimate, the standardized measure of our estimated proved reserves is not necessarily the
same as the current market value of our estimated proved 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 proved reserves,
and thus their actual present value. In addition, the ten percent discount factor we use when calculating discounted
future net cash flows in compliance with the Financial Accounting Standards Board�s (�FASB�) statement on oil and gas
producing activities disclosures may not be the most appropriate discount factor based on interest rates in effect from
time to time and risks associated with the Company, or the oil and natural gas industry in general.
Failure to find or acquire additional reserves will cause reserves and production to decline materially from
their current levels.
     The rate of production from oil and natural gas properties generally declines as reserves are depleted. The
Company�s proved reserves will decline materially as reserves are produced except to the extent that the Company
acquires additional properties containing proved reserves, conducts additional successful exploration and development
drilling, successfully applies new technologies or identifies additional behind-pipe zones or secondary recovery
reserves. Future oil and natural gas production is therefore highly dependent upon the level of success in acquiring or
finding additional reserves. The above activities are conducted with well operators, as the Company does not operate
any of its wells.
     Drilling for oil and natural gas invariably involves 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 after

(7)
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deducting drilling, operating and other costs. In addition, wells that are profitable may not achieve a targeted rate of
return. The Company relies on the operators� seismic data and other advanced technologies in identifying prospects
and in conducting exploration and development activities. The seismic data and other technologies used do not allow
operators to know conclusively prior to drilling a well whether oil or natural gas is present and may be commercially
produced.
     Cost factors can adversely affect the economics of any project, and ultimately the cost of drilling, completing and
operating a well is controlled by well operators and existing market conditions. Further drilling operations may be
curtailed, delayed or canceled as a result of numerous factors, including unexpected drilling conditions, title problems,
pressure or irregularities in formations, equipment failures or accidents, adverse weather conditions, environmental
and other governmental requirements, the cost and availability of drilling rigs, equipment and services and potentially
the expected sales price to be received for oil or natural gas produced from the wells.
Oil and natural gas drilling and producing operations involve various risks.
     The Company is subject to all the risks normally incident to the operation and development of oil and natural gas
properties and the drilling of oil and natural gas wells, including well blowouts, cratering and explosions, pipe
failures, fires, abnormal pressures, uncontrollable 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 operations in
accordance with customary industry practices and in amounts believed by management to be prudent. However, this
insurance does not protect it against all operational risks. For example, the Company does not maintain business
interruption insurance. Additionally, pollution and environmental risks generally are not fully insurable. These risks
could give rise to significant uninsured costs that could have a material adverse effect upon the Company�s financial
results.
We cannot control activities on properties we do not operate.
     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 of these properties or their associated costs. Our dependence on the operator and
other working interest 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 growth rates. The success and timing of drilling, development and exploitation activities on
properties operated by others depend on a number of factors that are beyond the Company�s control, including the
operator�s expertise and financial resources, approval of other participants for drilling wells and utilization of
technology.
Shortages of oil field equipment, services, qualified personnel and resulting cost increases could 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 industry can fluctuate significantly, often in
correlation with oil and natural gas prices, causing periodic shortages. There have also been shortages of drilling rigs
and other equipment, as demand for rigs and equipment increased along with the number of wells being 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
supplies, equipment and services. These shortages or price increases could adversely affect the Company�s profit
margin, cash flow and operating results, or restrict its ability to drill wells and conduct ordinary operations.
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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 competition from both major and independent oil and natural gas companies in each of
the following areas:

� seeking to acquire desirable producing properties or new properties for future exploration;

� seeking to acquire the equipment and expertise necessary to develop and operate properties; and

� having sufficient 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 oil and natural gas companies. These companies are able to pay more for development prospects and
productive oil and natural gas properties and may be able to define, evaluate, bid for, purchase and subsequently drill
a greater number of properties and prospects than our financial or human resources permit, effectively reducing our
rights to drill on certain of our acreage. Our ability to develop and exploit our oil and natural gas properties and to
acquire additional quality properties in the future will depend upon our ability to successfully evaluate, select and
acquire suitable properties and join in drilling with reputable operators in this highly competitive environment.
ITEM 1B UNRESOLVED STAFF COMMENTS
     None
ITEM 2 PROPERTIES
     At September 30, 2009, Panhandle�s principal properties consisted of perpetual ownership of 254,560 net mineral
acres, held principally in Arkansas, New Mexico, Oklahoma, Texas and eight other states. The Company also held
leases on 20,360 net acres primarily in Oklahoma. At September 30, 2009, Panhandle held working interests, royalty
interest or both in 4,861 producing oil and natural gas wells, and 40 wells in the process of being drilled or completed.
     The Company does not have current abstracts or title opinions on all of its mineral properties and, therefore, cannot
be certain that it has unencumbered title to all of these properties. In recent years, a few insignificant challenges have
been made against the Company�s fee title to its properties.
     The Company pays ad valorem taxes on minerals owned in 12 states.
ACREAGE

Mineral Interests Owned
     The following table of mineral interests owned reflects, at September 30, 2009, 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 open
(unleased).
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Net Gross
Net Gross Acres Acres Net

Acres Acres Leased Leased Acres Gross Acres

Net Producing Producing
to

Others to Others Open Open
State Acres Gross Acres (1) (1) (2) (2) (3) (3)

Arkansas 10,026 45,455 3,481 13,138 6,459 32,037 86 280
Colorado 8,217 39,080 8,217 39,080
Florida 5,589 12,239 5,589 12,239
Kansas 3,082 11,816 152 1,280 2,930 10,536
Montana 1,007 17,947 11 1,599 996 16,348
North
Dakota 11,179 64,286 6 240 11,173 64,046
New Mexico 57,396 174,461 1,352 7,125 380 480 55,664 166,856
Oklahoma 113,015 945,035 36,358 291,946 1,179 10,380 75,478 642,709
South
Dakota 1,825 9,300 1,825 9,300
Texas 43,180 361,343 7,392 69,722 204 3,690 35,584 287,931
OTHER 44 279 44 279

Total: 254,560 1,681,241 48,741 383,451 8,233 48,186 197,586 1,249,604

(1) �Producing�
represents the
mineral acres in
which
Panhandle owns
a royalty or
working interest
in a producing
well.

(2) �Leased�
represents the
mineral acres
owned by
Panhandle that
are leased to
third parties but
not producing.

(3) �Open� represents
mineral acres
owned by
Panhandle that
are not leased or
in production.

Edgar Filing: PANHANDLE OIL & GAS INC - Form 10-K

Table of Contents 15



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 Production
2010 2011 2012 2013

Kansas 2,117 2,117
Oklahoma 16,371 1,949 2,154 49 1 12,218
Texas 504 3 501
Other 1,368 1,368

TOTAL 20,360 1,949 2,154 52 1 16,204

PROVED RESERVES
     The following table summarizes estimates of proved reserves of oil and natural gas held by Panhandle. All proved
reserves are located within the United States and are principally made up of small interests in 4,861 wells. Other than
this report, the Company�s reserve estimates are not filed with any other federal agency.
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Barrels of Oil
Mcf of Natural

Gas Mcfe
Net Proved Developed Reserves
September 30, 2009 882,987 45,036,460 50,334,382
September 30, 2008 895,430 35,970,450 41,343,030
September 30, 2007 754,866 31,016,304 35,545,500

Net Proved Undeveloped Reserves
September 30, 2009 37,886 8,991,350 9,218,666
September 30, 2008 94,530 12,180,220 12,747,400
September 30, 2007 67,958 5,989,487 6,397,235

Net Total Proved Reserves
September 30, 2009 920,873 54,027,810 59,553,048
September 30, 2008 989,960 48,150,670 54,090,430
September 30, 2007 822,824 37,005,791 41,942,735
     Reserves for 2007 and 2008 exclude approximately 2.3 and 2.9 Bcf of CO2 gas reserves. These reserves were sold
in the fourth quarter of 2009.
     The determination of reserve estimates 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 and natural 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, regarding the development of individual reservoirs and as market conditions
change, estimated reserve quantities and future net cash flows will change as well. Estimated reserve quantities and
future net cash flows are 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.
     Proved developed reserves are those quantities of petroleum from existing wells and facilities, which, by analysis
of geoscience and engineering data, can be estimated with reasonable certainty to be commercially recoverable, from a
given date forward, from known reservoirs and under defined economic conditions, operating methods and
government regulations. Proved undeveloped reserves are those quantities of petroleum expected to be recovered
through future investment within a reasonable timeframe in a drilling unit immediately adjacent to the drilling unit
containing a producing well, which, by analysis of geoscience and engineering data, can be estimated with reasonable
certainty to be commercially recoverable, from a given date forward, from known reservoirs and under defined
economic conditions, operating methods and government regulations. 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 the timing of development.
     The Company�s net proved (including certain undeveloped reserves described above) oil and natural gas reserves,
all of which are located in the United States, as of September 30, 2009, 2008 and 2007, have been estimated by the
Company�s consulting petroleum engineering firm, Pinnacle Energy Services, L.L.C. (�Consulting Petroleum Engineer�
or �Consulting Petroleum Engineering Firm�). All studies have been prepared in accordance with regulations prescribed
by the Securities and Exchange Commission. The reserve estimates were based on economic and operating conditions
existing at September 30, 2009, 2008 and 2007. Since the determination and valuation of proved reserves is a function
of testing and estimation, the reserves presented should be expected to change as future information becomes
available.
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     In December 2008, the SEC issued revised reporting requirements for oil and natural gas reserves that a company
holds. Included in the new rule entitled Modernization of Oil and Gas Reporting Requirements, are the following
changes: 1) permitting use of new technologies to determine proved reserves, if those technologies have been
demonstrated empirically to lead to reliable conclusions about reserve volumes; 2) enabling companies to additionally
disclose their probable and possible reserves to investors, in addition to their proved reserves; 3) allowing previously
excluded resources, such as oil sands, to be classified as oil and natural 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 criteria; 5) requiring the filing of reports for companies that rely on a third party to prepare
reserve estimates or conduct a reserve audit; and 6) requiring companies to report oil and natural gas reserves using an
average price based upon the prior 12-month period, rather than year-end prices. The new requirements are effective
for registration statements filed on or after January 1, 2010, and for annual reports on Form 10K for fiscal years
ending on or after December 31, 2009. Early adoption is not permitted. The Company is currently assessing the
impact that adoption of this rule will have on its financial disclosures.
ESTIMATED FUTURE NET CASH FLOWS
     Set forth below are estimated future net cash flows with respect to Panhandle�s net proved reserves (based on the
estimated units set forth in the immediately preceding table) for 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 cash flows have been computed by applying current prices at September 30 of each
year to future production of proved reserves less estimated future expenditures to be incurred with respect to the
development and production of these reserves. This pricing is required by SEC regulations. However, the amounts are
net of operating costs and production taxes levied by the respective states. Prices used for determining future cash
flows from oil and natural gas as of September 30, 2009, 2008, 2007 were as follows: 2009 � $66.96/Bbl, $2.86/Mcf ;
2008 � $97.74/Bbl, $4.51/Mcf; 2007 - $78.93/Bbl, $5.50/Mcf (these natural gas prices are representative of local
pipelines in Oklahoma). These future net cash flows based on SEC pricing should not be construed as the fair market
value of the Company�s reserves. A market value determination would need to include many additional factors,
including anticipated oil and natural gas price and production cost increases or decreases, which could affect the
economic life of the properties.
Estimated Future Net Cash Flows

9-30-09 9-30-08 9-30-07
Proved Developed $ 131,674,245 $ 182,996,389 $ 173,797,222
Proved Undeveloped 15,372,040 31,863,340 23,046,080
Income Tax Expense 43,832,666 67,278,008 60,887,878

Total Proved $ 103,213,619 $ 147,581,721 $ 135,955,424

10% Discounted Present Value of Estimated Future Net Cash Flows

9-30-09 9-30-08 9-30-07
Proved Developed $ 73,869,512 $ 104,840,854 $ 102,583,540
Proved Undeveloped 6,800,080 15,068,040 13,178,660
Income Tax Expense 26,923,084 41,896,610 39,068,713

Total Proved $ 53,746,508 $ 78,012,284 $ 76,693,487

     The future net cash flows for 9-30-08 and 9-30-07 are net of immaterial amounts of future cash flow to be received
from CO2 reserves. These reserves were sold in the fourth quarter of 2009.
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OIL AND NATURAL GAS PRODUCTION
     The following table sets forth the Company�s net production of oil and natural gas for the fiscal periods indicated.

Year Ended Year Ended Year Ended
9-30-09 9-30-08 9-30-07

Bbls � Oil 128,160 132,402 107,344
Mcf � Natural Gas 9,109,988 6,928,038 5,147,343
Mcfe 9,878,948 7,722,450 5,791,407
     Natural gas production includes 236,308, 193,408 and 175,175 Mcf of CO2 sold at average prices of $.85, $.86 and
$.61 per Mcf for the years ended September 30, 2009, 2008 and 2007, respectively.
AVERAGE SALES PRICES AND PRODUCTION COSTS
     The following table sets forth unit price and cost data for the fiscal periods indicated.

Year
Ended

Year
Ended

Year
Ended

9-30-09 9-30-08 9-30-07
Average Sales Price
Per Bbl, Oil $ 51.79 $ 103.91 $ 62.81
Per Mcf, Natural Gas $ 3.38 $ 7.98 $ 5.97
Per Mcfe $ 3.79 $ 8.94 $ 6.47
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