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TO OUR STOCKHOLDERS:

Fiscal 2008, Barmwell’s 52nd year, saw startling changes in the world’s economy. It was
Barnwell’s second best year of net earnings, our highest revenue total and our best total operating
profit. We saw our average oil and natural gas prices reach new record highs; $100 per barrel and
$7.77 per one thousand cubic feet (“MCF”), respectively. Revenues from our real estate related
segments feli a modest $1,055,000 while contract drilling revenues more than offset this decrease by
increasing $3,794,000 or 63%. The Company paid out $1,858,000 in dividends and repurchased
$1,892,000 of its stock.

Net earnings totaled $11,732,000 ($1.39 per share — diluted), a significant improvement
from fiscal 2007’s net earnings of $3,516,000 (30.41 per share — diluted). Revenues and total
stockholders’ equity both reached record amounts of $65,644,000 and $61,264,000, respectively.
We ended the year with just over $13,600,000 in cash and cash equivalents, representing 10.3% of
our total assets, and positive working capital.

The Company’s successful results were largely due to its oil and natural gas segment’s
record high prices reccived for oil, natural gas and natural gas liquids for the year which resulted in
a $14,842.000 increase in oil and natural gas revenues. Our contract drilling segment saw its
operating profit more than double to $1,711,000 in fiscal 2008 due to an increase in water well
drilling activity as compared to the same period in the prior year.

A portion of the $8,216,000, 234%, increase in net earnings from fiscal 2007’s net earnings
was due to a non-recurring item, the recognition of $909,000 of deferred tax benefits due to a
reduction in Canadian income tax rates. This item is not expected to reoccur in fiscal 2009.

During the year ended September 30, 2008, our 77.6%-owned land development partnership,
Kaupulehu Developments, received $517,000 from the sale of lots in the first of two increments,
comprising approximately 870 leasehold acres of land zoned resort/residential, for the development
of 80 single family house lots. This land is located on the edge of the Pacific Ocean adjacent to and
north of the five diamond Four Seasons Resort Hualalai at Historic Ka'upulehu on the Island of
Hawaii.

Additionally, Kaupulehu Developments received $4,426,000 in fiscal 2008 and $886,000 in
the first quarter of fiscal 2009, for a portion of its interests in development rights within Hualalai
Resort. There are two remaining option payments of $2,656,000 due on December 31, 2009 and
December 31, 2010. If any annual option payment is not made, the remaining development right
options will expire. Kaupulehu Developments also owns approximately 1,000 acres of
conservation-zoned leasehold land on the ocean side of the Queen Kaahumanu Highway adjacent to
the aforementioned 870 acres of leasehold land. There is no assurance the remaining development
right options will be exercised or that further payments will be made to Kaupulehu Developments.

In the oil and natural gas segment, Barnwell invested $17,662,000 in the development of its
oil and natural gas properties. The Company's proved developed oil and natural gas properties as of
September 30, 2008, as determined by independent petroleum engineers, are projected to generate




undiscounted future after-tax net cash flows of approximately $123,000,000. The projection was
based on prices as of September 30, 2008 and assumes no changes in prices. Utilizing this same
constant price evaluation, the proved developed reserves per outstanding share of the Company are
approximately 3.7 MCF equivalents or 0.6 barrel of oil equivalents (oil and natural gas liquids are
converted at a ratio of one barrel to 5.8 MCF; natural gas is converted at a ratio of 5.8 MCF to one
barrel of oil). Additionally, the Company holds some 110,000 net acres of undeveloped oil and
natural gas properties in Canada.

However, during recent months, significant turmoil has taken place in the world negatively
impacting real estate and the oil and natural gas markets as well as the financial markets. We now
anticipate, based on the turmoil in the markets and due to the decline in the market price for both oil
and natural gas, that the Company’s investment in fiscal 2009 in the development of its oil and
natural gas properties will be substantially lower than fiscal 2008’s total. In addition, this year we
decided to reduce our residential real estate exposure by selling off for a profit the rights to acquire
two additional lots. Also, in the first quarter of fiscal 2009 our last right to acquire a lot was
released to a third party thereby reducing our exposure to the two lots we hold for investment
purposes and the two lots on which we are constructing houses.

The construction of these two houses has gone very well. Commenced in January of 2008,
the framing and roofing work have been completed for both homes, and plumbing, electrical, air
conditioning and audio/video work are substantially complete. Stucco work on the exteriors, and
the installation of drywall, windows and doors in the interior is expected to be completed next
month. Landscaping work 1s also substantially complete, the exterior ponds have been poured and
35 coconut palms have been planted on the two lots. Each home has a different floor plan which,
along with the planned lush, tropical landscaping, will give each home a distinctive character.
Furnishings for the homes are in the process of being purchased. Each home will be uniquely
decorated to project the relaxed Big Island lifestyle.

One of our distinguished Board members, Mr. Terry Johnston, President of Nearco, a 20%
joint venture partner in a number of our real estate investments, has decided for personal reasons to
not stand for re-election. Mr. Johnston has served for over S years as a Board member and although
leaving the Board he will continue to assist with Barnwell’s real estate investments. We thank him
for his numerous contributions throughout his years of service.

We believe that the Company’s strong financial results have built a solid foundation on
which Barnwell will be able to weather these turbulent times and we thank you, our stockholders,
for your continued support.

For the Board. of Directors,

WW./W )

Morton H. Kinzler Alexdnder C¥Kinzler
Chairman of the Board and President, Chief Operating Officer,
Chief Executive Officer General Counsel and Director
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FINANCIAL AND OPERATING HIGHLIGHTS

Years ended September 30,

et earnings per share - diluted

ong-term debt,
excluding current portion

ividends declared per share

Oil and natural
gas liquids — barrels

Natural gas - MCF*

0il and natural gas
liquids, per barrel

Naturat gas, per MCF*

Proved reserves:
Qil and liquids — barrels

Natural gas — MCF*

Total natural gas and
natural gas equivalent
of oil and liquids**— MCF

* MCF means 1,000 cubic feet
* (il and liquids are converted to natural gas equivalents on the basis of one barrel equals 5.8 MCF.

2008 2007 2006 2005 2004
$ 65644000 § 47436000 § 57960.000  §$44210000  § 38540000
§ 11732000 § 3516000 514,637,000 3 6,027,000 3 8,710,000
S 1.39 5 _ 0.41 $ 1.68 b 0.70 F 103
$132,362.000  $124,565000 $104,555,000  $.84,977,000 £ 65,087,000
§ 26217,000 $ _22,104000 § 11735000  §11,576,000 $ 10,165,000
$§ 023 § 025 } 0.18 8 Q.10 s 014
— 267,000 ___ 260,000 __260,000 __253,000 — 259,000
— 3349000 __3,6]5000 __ 36290000 __3,621,000 — 3,383,000
3 84.47 3 4837 % 49,48 b 40.78 s 2957
s 1.77 3 5.88 $ 6.67 b 5.93 s 460

At September 30,

2008 2007 2006 2005 2004
— 1335000 __ 1,387,000 __1303,000  __1.306,000 04,0
__23207000 _ 24018000 __ 24826000  _25234,000 26,82
—31,040,000 __32,063.000 __32,383,000  _32,809,000 —34,388,000

eserves are calculated by an independent engineering firm based on estimated prices received by Barnwell at year end.



December 18, 2008
REPORT OF MANAGEMENT

The management of Bamwell Industries, Inc. prepared, and is responsible for, the
accompanying consolidated financial statements and for their integrity and objectivity. The
consolidated financial statements present fairly the Company’s financial position, results of
operations and cash flows in conformity with accounting principles generally accepied in
the United States of America. In preparing its consolidated financial statements, the
Company includes amounts that are based on estimates and judgments that management
believes are reasonable under the circumstances.

Barnwell Industries, Inc. maintains systems of accounting and internal controls to provide
reasonable assurances that the Company’s assets are protected from unauthorized use and
that all transactions are executed in accordance with established authorizations and
recorded properly. Management believes that these systems provide reasonable assurance
that the books and records accurately reflect the transactions of the Company.

The accompanying consolidated financial statements have been audited by KPMG LLP,
the independent registered public accounting firm appointed by the Board of Directors.
Management has made available to KPMG LLP all of the Company’s financial records and
related data, as well as the minutes of stockholders’, directors’ and board of directors’
committee meetings.

The audit committee, composed of independent directors, meets periodically with KPMG
LLP and financial management. The participants in these meetings discuss the Company’s
internal accounting controls, KPMG LLP’s findings and opinion, financial information,
and related matters. KPMG LLP has unrestricted access to the audit committee, to discuss
any matter that they wish to call to the Committee’s attention.

e 1)

Morton H. Kinzler Alexarider C/Kinzler Russell M. Gifford
Chief Executive Officer and  President, Executive Vice President,
Chairman of the Board Chief Operating Officer, and Chief Financial Officer,

General Counsel Treasurer and Secretary
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PART I

CAUTIONARY STATEMENT RELEVANT TO FORWARD-LOOKING INFORMATION
FOR THE PURPOSE OF “SAFE HARBOR” PROVISIONS OF THE
PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

This Form 10-K, and the documents incorporated herein by reference, contain “forward-looking
statements " within the meaning of the Private Securities Litigation Reform Act of 1993, Section 274 of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended.
A forward-looking statement is one which is based on current expectations of future events or conditions
and does not relate to historical or current facts. These statements include various estimates, forecasts,
projections of Barnwell Industries, Inc.’s (referred to herein together with its subsidiaries as “Barnwell,”
“we,” “our,” “us” or the “Company”) future performance, statements of Barnwell’s plans and objectives
and other similar statements.  Forward-looking statements include phrases such as ‘“expects,”
“anticipates,” “intends,” ‘plans,” “believes,” “predicts,” “estimates,” “assumes, " “projects,” “may,”

“will, ” “will be,” ‘should,” or similar expressions. Although Barnwell believes that its current
expectations are based on reasonable assumptions, it cannot assure that the expectations contained in such
forward-looking statements will be achieved. Forward-looking statements involve risks, uncertainties and
assumptions which could cause actual results to differ materially from those contained in such statements.
Investors should not place undue reliance on these forward-looking statements, as they speak only as of the
date of filing of this Form 10-K, and Barnwell expressly disclaims any obligation or undertaking to
publicly release any updates or revisions to any forward-looking statements contained herein.

nooa EET 1 "noowc

Among the important factors that could cause actual resulls to differ materially from those in the
forward-looking statements are domestic and international general economic conditions, such as
recessionary trends and inflation; domestic and international political, legislative, economic, regulatory
and legal actions, including changes in the policies of the Organization of Petroleum Exporting Countries
or other developments involving or affecting oil-producing countries; military conflict, embargoes, internal
instability or actions or reactions of the governments of the United States and/or Canada in anticipation of
or in response to such developments; interest costs, restrictions on production, restrictions on imports and
exports in both the United States and Canada, the maintenance of specified reserves, tax increases and
retroactive tax claims, royalty increases, expropriation of property, cancellation of contract rights,
environmental protection controls, environmental compliance requirements and laws pertaining fo
workers’ health and safety; the condition of Hawaii's real estate market, including the level of real estate
activity and prices, the demand for new housing and second homes on the island of Hawail, the rate of
increase in the cost of building materials and labor, the introduction of building code modifications,
changes to zoning laws, the condition of Hawaii's tourism industry and the level of confidence in Hawait’s
economy; levels of land development activity in Hawaii, levels of demand for water well drilling and pump
installation in Hawaii; the potential liability resulting from pending or future litigation, the Company’s
acquisition or disposition of assets; the effects of changed accounting rules under generally accepted
accounting principles promulgated by rule-setting bodies, and the factors set forth under the heading “Risk
Fuactors” in this Form 10-K, in other portions of this Form 10-K, in the Notes to Consolidated Financial
Statements, and in other documents filed by Barnwell with the Securities and Exchange Commission
(“SEC"). In addition, unpredictable or unknown factors not discussed in this report could also cause
actual results to materially and adversely differ from those discussed in the forward-looking statements.

Unless otherwise indicated, all references to “dollars™ in this Form 10-K are to United States
dollars.




ITEM 1. BUSINESS

Overview

Barnwell was incorporated in Delaware in 1956 and fiscal 2008 represented Barnwell’s 52nd
year of operations. Barnwell operates in the following four principal business segments:

¢ Oil and Natural Gas Segmeni. Barnwell engages in oil and natural gas exploration,
development, production and sales in Canada.

» Land Investment Segment. Barnwell invests in leasehold land and other real estate
interests in Hawaii.

® Residential Real Estate Segment. Established in January 2007, Barnwell acquires house
lots for investment and development of homes for sale in Hawaii.

o Contract Drilling Segment. Barnwell provides well drilling services and water
pumping system installation and repairs in Hawaii.

Oil and Natural Gas Segment
Overview

Through our whoily-owned subsidiary, Barnwell of Canada, Limited (“Barnwell of Canada”),
we are involved in the acquisition, exploration and development of oil and natural gas properties.
Barnwell of Canada initiates and participates in exploratory and developmental operations for oil and
natural gas on property in which it has an interest, and evaluates proposals by third parties with regard
to participation in such exploratory and developmental operations elsewhere.

Operations

Barnwell’s investments in oil and natural gas properties consist of investments in Canada,
principally in the Province of Alberta, with minor holdings in the Provinces of Saskatchewan and
British Columbia. These property interests are principally held under governmental leases or licenses.
Under the typical Canadian provincial governmental lease, Barnwell must perform exploratory
operations and comply with certain other conditions. Lease terms vary with each province, but, in
general, the terms grant Barnwell the right to remove oil, natural gas and related substances subject to
payment of specified royalties on production.

All exploratory and developmental operations are overseen by Barnwell’s Calgary, Alberta
staff and Barnwell’s Chief Operating Officer located in Honolulu, along with senior management and
independent consultants as necessary. In fiscal 2008, Bamwell participated in exploratory and
developmental operations primarily in the Canadian Province of Alberta, although Barnwell does not
limit its consideration of exploratory and developmental operations to this area. )

The Province of Alberta charges oil and natural gas producers a royalty for production in
Alberta. The Province of Alberta determines its royalty share of natural gas and of oil by using
reference prices that average all natural gas sales and oil sales, respectively, in Alberta. Royalty rates
are calculated on a sliding scale basis, increasing as prices increase up to a maximum royalty rate of




' 35%. Additionally, Barnwell pays gross overriding royalties and leasehold royaltics on a portion of its

natural gas and oil sales to parties other than the Province of Alberta.

On October 25, 2007, the Alberta Government announced a New Royalty Framework (“NRF”)
that will take effect on January I, 2009. The NRF increases royalty rates on conventional oil and
natural gas production whereby royalty rates will be both price-sensitive and production-sensitive and
may increase up to a maximum of 50%. The price-sensitive maximum is reached for oil when oil is
selling at or above $120.00 Canadian dollars per barrel and for natural gas when natural gas is selling
at or above $17.50 Canadian dollars per MCF. Approximately 99% of Barnwell’s gross revenues are
derived from properties located within Alberta. Approximately 85% of all fiscal 2008 royalties related
to crown charges, and 15% of Barnwell’s fiscal 2008 royalties related to freehold and override charges
which are not directly affected by the NRF.

In November 2008, the Alberta Government announced a one-time option of selecting new
transitional rates or NRF rates when drilling a new natural gas or conventional oil well 1,000 to 3,500
meters in depth. All wells drilled between 2009 and 2013 that adopt the transitional rates will be
required to shift to the NRF on January 1, 2014. All current wells will move to the NRF on January 1,
2009 as previously scheduled. .

In fiscal 2008 and 2007, the weighted-average royalty rate paid on all of Barnwell’s natural gas
was approximately 23% and 24%, respectively. The weighted-average rate of all royalties paid to
governments and others on natural gas from the Dunvegan Unit, Barnwell’s principal oil and natural
gas property, was approximately 25% and 27% in fiscal 2008 and 2007, respectively. The slight
decrease in royalty rate on all properties was primarily due to the lower royalties paid at Dunvegan. At

. Dunvegan, the decrease in royalty rate was due to higher operating cost royalty credits received from

the Alberta Department of Energy for operating expenditures incurred by Barnwell, a decrease in
average gross production per well, and the categorization of these wells as lower productivity,
decreasing the royalty rate overall for the property.

In fiscal 2008 and 2007, the weighted-average royalty rate paid on oil was approximately 21%
and 20%, respectively. The slight increase in the weighted-average royalty rate on oil was primarily
due to higher average oil prices partially offset by a higher percentage of Barnwell’s fiscal 2008
production of oil coming from newer wells where royaities are assessed at a lower rate than on older
wells.

Natural gas prices are typically higher in the winter than at other times due to increased heating
demand. Oil prices are also subject to seasonal fluctuations, but to a lesser degree. Qil and natural gas
unit sales are based on the quantity produced from the properties by the operator. During periods of
low demand for natural gas, the operator of the Dunvegan property may re-inject natural gas into
underground storage facilities in the Dunvegan property for delivery at a future date.

Well Drilling Activities

During fiscal 2008, Barnwell participated in the drilling of 26 gross development wells and 6
gross exploratory wells, 29 of which management believes should be capable of production and 3 are
dry holes.




The following table sets forth more detailed information with respect to the number of
exploratory (“Exp.”) and development (“Dev.”) wells drilled for the fiscal years ended September 30,
2008, 2007, and 2006 in which Barnwell participated:

Productive Productive  Total Productive
Oil Wells Gas Wells Wells Dry Holes Total Wells
Exp. _ Dev. Exp. Dev.  Exp. Dev. Exp.  Dev. Exp.  Dev.

2008
Gross* 3.0 3.0 1.0 22.0 4.0 25.0 2.0 1.0 6.0 26.0
Net* 1.2 0.8 0.6 4.3 1.8 5.1 0.8 0.1 2.6 5.2
2007
Gross* - 9.0 2.0 18.0 2.0 27.0 - 3.0 2.0 30.0
Net* - 2.4 0.9 23 0.9 4.7 - 1.1 0.9 5.8
2006
Gross* 1.0 4.0 2.0 33.0 3.0 37.0 4.0 3.0 7.0 40.0
Net* 04 1.1 07 - 90 11 10.1 1.3 1.0 24 11.1

*  The term “Gross” refers to the total number of wells in which Barnwell owns an interest, and “Net” refers to Bamwell’s
aggregate interest therein. For example, a 50% inlerest in a well represents one gross weli, but 0.5 net well. The gross figures
include interests owned of record by Bamwell and, in addition, the portions owned by others.

Barmnwell invested $17,662,000 in oil and natural gas properties during fiscal 2008, of which
$518,000 (3%) was for acquisition of oil and natural gas leases and lease rentals, $1,451,000 (8%) was
for geological and geophysical costs, $8,852,000 (50%) was for intangible drilling costs, and
$6.841,000 (39%) was for production equipment. The major areas of investments in fiscal 2008 were
in the Dunvegan, Progress, Bonanza/Balsam, Boundary Lake, Kitty, and Pouce Coupe areas of Alberta
and Boundary Lake area of British Columbia.

The Dunvegan Unit, in which Barnwell holds an 8.9% working interest, is Barnwell’s principal
oil and natural gas property and is located in Alberta, Canada. At September 30, 2008, the Dunvegan
Unit had 205 producing natural gas wells. In fiscal 2008, Barnwell participated in the drilling of 10
gross (0.9 net) development gas wells in the Dunvegan area, of which all but one gross (0.1 net) well
were successful. Bamwell also participated in the drilling of four gross (0.5 net) development gas
wells in the Dunvegan area (Non-Unit), of which all were successful. Total capital expenditures at
Dunvegan were $3,070,000 in fiscal 2008 as compared to $3,524,000 and $1,781,000 in fiscal 2007
and 2006, respectively. Barnwell expects that fiscal 2009 capital expenditures at Dunvegan will
increase slightly from fiscal 2008’s level with the anticipated drilling of 5 gross (0.4 net) development
gas wells from the Dunvegan Unit and 7 gross (0.6 net) Non-Unit development gas wells.

Capital expenditures totaled $3,498,000 in the Progress area in fiscal 2008 as compared to
$1,042,000 in fiscal 2007. Three gross (1.7 net) wells were drilled in fiscal 2008 of which one gross
(0.5 net) well was successful and on production, one gross (0.3 net) well was waiting to be tied in and
one gross (0.9 net) well is still being evaluated at September 30, 2008. Barnwell did not acquire any
undeveloped land in the Progress area in fiscal 2008 and completed development of certain wells
drilled in a prior year. At September 30, 2008 Barnwell’s average working interest in its productive
wells in the Progress area was 42%.




Capital expenditures totaled $2,086,000 in the Bonanza/Balsam area in fiscal 2008 as
compared to $590,000 in fiscal 2007. Two gross (1.2 net) wells were drilled in fiscal 2008 of which
one gross (0.6 net) well is being evaluated and one gross (0.6 net) well was unsuccessful at September
30, 2008. Barnwell did not acquire any undeveloped land in the Bonanza/Balsam area in fiscal 2008.
At September 30, 2008 Barnwell’s average working interest in its productive wells in the
Bonanza/Balsam arca was 31%.

Capital expenditures totaled $2,557,000 in the Boundary Lake area of Alberta in fiscal 2008 as
compared to $1,335,000 in fiscal 2007. One gross (0.2 net) well was drilled in fiscal 2008 which was
successful and waiting to be tied in at September 30, 2008. Barnwell’s fiscal 2008 capital
expenditures in facilities within the Boundary Lake area of Alberta amounted to $1,126,000. Barnwell
did not acquire any undeveloped land in the Boundary Lake area of Alberta in fiscal 2008. At
September 30, 2008, Barnwell’s average working interest in its productive wells in the Boundary Lake
area of Alberta was 27%.

Capital expenditures totaled $1,557,000 in the Boundary Lake area of British Columbia in
fiscal 2008 as compared to $761,000 in fiscal 2007. Two gross (0.5 net) wells were drilled in fiscal
2008 which were successful and waiting to be tied in at September 30, 2008. Barnwell’s fiscal 2008
capital expenditures in facilitics within the Boundary Lake area of British Columbia amounted to
$484,000. Barnwell did not acquire any undeveloped land in the Boundary Lake area of British
Columbia in fiscal 2008 and completed development of certain wells drilled in a prior year. At
September 30, 2008, Barnwell’s average working interest in its productive wells in the Boundary Lake
area of British Columbia was 24%.

Capital expenditures totaled $654,000 in the Kitty area in fiscal 2008. One gross (0.2 net) well
was successfully drilled in fiscal 2008 and on production at September 30, 2008. In the Kitty area,
Barnwell acquired oil and natural gas rights in 640 gross (160 net) acres of undeveloped land in fiscal
2008. At September 30, 2008 Barnwell’s average working interest in its productive wells in the Kitty
area was 25%.

Capital expenditures totaled $323,000 in the Pouce Coupe area in fiscal 2008. Two gross (0.2
net) wells were drilled in fiscal 2008 of which one gross (0.1 net) well was on production and one
gross (0.1 net) well was waiting to be tied in at September 30, 2008. Barnwell did not acquire any
undeveloped land in the Pouce Coupe area in fiscal 2008. At September 30, 2008 Barnwell’s average
working interest in its productive wells in the Pouce Coupe area was 7%.

Barnwell participated in 12 gross (4.9 net) wells, 16 gross (5.2 net) wells, and 28 gross (11.7
net) wells in fiscal 2008, 2007 and 2006, respectively, that were on prospects developed by Barnwell.




The following table summarizes the number of wells Barnwell was in the process of drilling as

of September 30, 2008:
Wells Being Drilled at September 30, 2008
Oi] Wells Gas Wells
Exp. Dev. Exp. Dev.
Gross* 0.0 0.0 0.0 1.0
Net* 0.0 0.0 0.0 0.2

*  The term “Gross” refers to the total number of wells in which Bamwell owns an
interest, and “Net” refers to Barnwell’s aggregate interest therein. For example, a
50% interest in a well represents one gross well, but 0.5 net well. The gross figures
include interests owned of record by Barnwell and, in addition, the portions owned
by others.

Qil and Natural Gas Production

The following table summarizes (a) Barnwell’s net unit production for the last three fiscal

years, based on sales of crude oil, natural gas, condensate and other natural gas liquids, from all wells
in which Barnwell has or had an interest, and (b) the average sales prices and average production and
depletion costs for such production during the same periods. Production amounts reported are net of
royalties and the Alberta Royalty Tax Credit, where applicable. As discussed in further detail below,
the Alberta Royalty Tax Credit was discontinued effective January 1, 2007. Barnwell’s net production
in fiscal 2008, 2007 and 2006 was derived primarily from the Province of Alberta.

Year ended September 30,

2008 2007 2006
Annual net production:
Natural gas liquids (BBLS)* 107,000 114,000 115,000
Oil (BBLS)* 160,000 146,000 145,000
Natural gas (MCF)* 3,349,000 3,615,000 3,629,000
Annual average sale price
per unit of production:
BBL of natural gas liquids** $ 61.02 $ 3736 £ 40.18
BBL of oil** $100.15 $ 56.96 $ 56.85
MCF of natural gas*** $ 7.77 P 5.88 § 6.67
Annual average production cost
per MCFE produced***# $ 197 § 1.83 $ 145
Annual average depletion cost
per MCFE produced****+ $ 2.89 § 249 $ 217
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When used in this report, the term “BBL(S)” means stock tank barrel(s) of oil equivalent to 42 U.S. gallons and the
term “MCF” means 1,000 cubic feet of natural gas at 14.65 pounds per square inch absolute and 60 degrees F.
Calculated on revenues before royalty expense and Alberta Royalty Tax Credit divided by gross production.
Calculated on revenues net of pipeline charges before royalty expense and Alberta Royalty Tax Credit divided by
gross production.

Natural gas liquids, oil and natural gas units were combined by converting barrels of natural gas liquids and oil 10 an
MCEF eguivalent (“MCFE”) on the basis of 1 BBL = 5.8 MCF. Excludes natural gas pipeline charges.

Natural gas liguids, oil and natural gas units were combined by converting barrels of natural gas liquids and il to an
MCF equivalent (“MCFE”) on the basis of 1 BBL = 5.8 MCF.

In fiscal 2008, approximately 54%, 33% and 13% of Bamwell’s oil and natural gas revenues

were from the sale of natural gas, oil and natural gas liquids, respectively.




In fiscal 2008, Barnwell’s net natural gas production after royalties averaged 9,150 MCF per
day, a decrease from 9,900 MCF per day in fiscal 2007. Gross natural gas production decreased 7% in
fiscal 2008, as compared to fiscal 2007, 6% at Dunvegan and 8% at all other properties. Dunvegan
contributed approximately 52% of Barnwell’s net natural gas production in fiscal 2008 and 2007. In
fiscal 2008, natural gas production from the Dunvegan Unit was responsible for approximately 50% of
Barnwell’s natural gas revenues, as compared to 51% in fiscal 2007.

Barnwell’s major oil producing properties are the Red Earth, Chauvin and Bonanza/Balsam
areas in Canada. In fiscal 2008, net oil production afier royalties averaged 440 barrels per day as
compared to an average of 400 barrels per day in fiscal 2007; gross oil production increased 11% as
compared to the prior year. The addition of new wells in the Bonanza/Balsam and Manyberries areas
were partially offset by decreased production from the Red Earth and Chauvin arcas caused by natural
declines from existing wells.

In fiscal 2008, net natural gas liquids production after royalties averaged 290 barrels per day, a
decrease from 310 barrels per day in fiscal 2007. Gross natural gas liquids production declined 4% in
fiscal 2008, as compared to fiscal 2007. These decreases were principally due to lower Dunvegan
production which decreased 9% or 25 barrels per day which were partially offset by new natural gas
liquids production at Progress. Dunvegan contributed approximately 83% of Barnwell’s net natural
gas liquids production in fiscal 2008. :

The average production cost per MCFE was $1.97 for fiscal 2008, an 8% increase from $1.83
for fiscal 2007. The increase was due to a 10% increase in the average exchange rate of the Canadian
dollar to the U.S. dollar in fiscal 2008, as compared to fiscal 2007. Actual field costs decreased by 6%
due to lower repairs and maintenance work performed on older properties.

The average depletion cost per MCFE was $2.89 for fiscal 2008, a 16% increase from $2.49 for
fiscal 2007. The increase was due to a 5% increase in the depletion rate and a 10% increase in the
average exchange rate of the Canadian dollar to the U.S. dollar in fiscal 2008, as compared to fiscal
2007. The 5% increase in the depletion rate was the result of increases over the past several years in
Barnwell’s costs of finding and developing proven reserves, which have partially increased due to the
rising costs of oil and natural gas exploration and development, along with product prices and the
drilling of unsuccessful wells.

Petroleum and natural gas prices are very difficult to predict and fluctuate significantly.
Natural gas prices tend to be higher in the winter than in the summer due to increased demand,
although this trend has become less pronounced due to the increased use of natural gas to generate
electricity for air conditioning in the summer and increased natural gas storage capacity in North
America. Beginning in the quarter ended September 30, 2008 through the date of this filing, oil and
natural gas prices have experienced a significant decline. If prices continue to decline, we may be
required to write off the excess of unamortized capitalized costs over the related cost ceiling and
reduce oil and natural gas capital expenditures, possibly to a significant degree.




Productive Wells

The following table sets forth the gross and net number of productive wells Barnwell has an
interest in as of September 30, 2008.

Productive Wells*

Gross** Net**
Location Qil Gas il Gas
Canada
Alberta 165 . 583 29.1 66.7
Saskatchewan 7 30 0.3 49
British Columbia 4 _0 1.0 _0.0
Total 176 013 304 L6

*  Eighteen natural gas wells have dual or multiple completions.
**  Please see note (**)} on the following table.

Developed Acreage and Undeveloped Acreage

The following table sets forth certain information with respect to oil and natural gas properties
of Barnwell as of September 30, 2008.

Developed and
Developed Undeveloped Undeveloped
Acreage* Acreage* Acreage*
Location Gross** Net** Gross** Net** Gross** Net**
Canada
Alberta 248,728 39,601 237,097 110,146 485,825 149,747
British Columbia 1,827 542 4,704 1,167 6,531 1,709
Saskatchewan 3.140 426 - - 3.140 426
Total 253,695 40,569 241,801 495496  15L.882

*  “Developed Acreage” includes the acres covered by leases upon which there are one or more producing wells. “Undeveloped

Acreage” includes acres covered by leases upon which there are no producing wells and which are maintained in effect by the
payment of delay rentals or the commencement of drilling thereon.

The term “Gross” refers to the total number of acres or wells in which Bamnwel! owns an interest, and “Net” refers to Bamwell’s
aggregale interest therein. For example, a 50% interest in a 320 acre lease represents 320 gross acres and 160 net acres. The
gross acreage and well figures include interests owned of record by Barnwell and, in addition, the portions owned by others.

Barnwell’s leasehold interests in its undeveloped acreage expire over the next fiscal years, if
not developed, as follows: 5% expire during fiscal 2009; 33% expire during fiscal 2010; 20% expire
during fiscal 2011; 16% expire during fiscal 2012; and 8% expire during fiscal 2013. Eighteen percent
of Barnwell’s undeveloped acreage is related to heavy oil and therefore not subject to expiration.
There can be no assurance that Barnwell will be successful in renewing its leasehold interests in the
event of expiration.

Barnwell’s undeveloped acreage includes concentrations in Alberta, at Doris (10,944 net
acres), Bonanza/Balsam (8,752 net acres), Bremner (7,424 net acres), Rycroft (7,160 net acres),
Thornbury (5,949 net acres), Paddle River (4,896 net acres), Boundary Lake (4,775 net acres) and
Mulligan (4,368 net acres).




Reserves

The amounts set