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TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31, September 30,
2008 2008
(unaudited) (audited)
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 2,653,120 $ 737,503
Accounts receivable, net of allowance for doubtful accounts of
$250,740 and $150,740, respectively 1,029,656 3,499,371
Materials and supplies inventory 1,483,565 2,045,223
Deferred offering and acquisition costs - 923,957
Deferred financing cost, net - 202,550
Prepaid expenses and other current assets 384,475 481,529
TOTAL CURRENT ASSETS 5,550,816 7,890,133
PROPERTY, MINERAL RIGHTS AND EQUIPMENT:
Property, mineral rights and equipment, net 8,953,615 9,224,550
OTHER ASSETS:
Restricted cash 282,836 286,410
Deposits and other assets 183,947 160,170
Goodwill 2,808,524 2,808,524
TOTAL OTHER ASSETS 3,275,307 3,255,104
TOTAL ASSETS $ 17,779,738 $ 20,369,787
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable $ 1,824,706 $ 2,159,857
Accrued expenses 842,617 945,809
Accrued offering and acquisition costs 923,957 923,957
Accrued payroll and benefits 163,473 482,714
Accrued taxes 2,327,834 2,173,362
Accrued severance 350,000 400,000
Deferred revenue - 27,315
Current portion of capital leases 431,904 448,127
Current portion of long term debt 227,920 250,638
TOTAL CURRENT LIABILITIES 7,092,411 7,811,779
LONG-TERM LIABILITIES:
Bridge loan financing - 8,000,000
Long term debt, net of current portion 5,273,728 337,731
Accrued interest on long term debt due at maturity 83,681 -
Put option on common stock 246,400 92,336
Obligation under capital leases, net of current portion 464,187 577,534
TOTAL LONG-TERM LIABILITIES 6,067,996 9,007,601
COMMITMENTS AND CONTINGENCIES (NOTE 10) - -
STOCKHOLDERS' EQUITY:
Preferred stock, $0.01 par value; 10,000,000 shares authorized,
none issued and outstanding - -
Common stock, $0.001 par value; 100,000,000 shares
authorized, 34,330,459 and 28,739,903 shares issued
and outstanding, respectively 34,330 28,739
Common stock subscribed - -
Additional paid-in capital 27,142,022 21,343,416
Accumulated deficit (22,557,021) (17,821,748)
TOTAL STOCKHOLDERS' EQUITY 4,619,331 3,550,407
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 17,779,738 $ 20,369,787

See accompanying notes to consolidated financial statements.
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TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

REVENUES $
COST OF REVENUES
GROSS PROFIT (LOSS)

OPERATING EXPENSES:
Mineral exploration expenses
Non cash compensation expense
Salaries and benefits
Insurance expense
Professional fees
Other general and administrative expenses
TOTAL OPERATING EXPENSES

LOSS FROM OPERATIONS

OTHER INCOME (EXPENSE):
Other income
Foreign exchange gain (loss)
Interest income
Interest expense
TOTAL OTHER EXPENSE

NET LOSS BEFORE INCOME TAXES
INCOME TAX EXPENSE

NET LOSS $

NET LOSS PER SHARE AVAILABLE TO COMMON
STOCKHOLDERS, BASIC AND DILUTED $

WEIGHTED AVERAGE NUMBER
OF COMMON SHARES OUTSTANDING,
BASIC AND DILUTED

See accompanying notes to consolidated financial statements.

Quarter Ended

December 31,

2008
(unaudited)

2007
(unaudited)

4,690,696 $ 6,435,125
4,908,046 4,949,665
(217,350) 1,485,460
267,888 576,752
700,744 474,444
351,819 1,690,482
253,138 103,859
1,227,425 224,463
704,150 407,876
3,505,164 3,477,876
(3,722,514) (1,992,416)
18,442 11,241
(108,179) 57,959
7,153 75,089
(895,373) (145,568)
(977,957) (1,279)
(4,700,471) (1,993,695)
(34,802) ]
(4,735,273) $ (1,993,695)
(0.16) $ (0.08)
29,478,617 25,781,215




TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

See accompanying notes to consolidated financial statements.
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Quarter Ended
December 31,
2008 2007
(unaudited) (unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss (4,735,273) (1,993,695)
Adjustments to reconcile net loss to net cash
used by operating activities:
Depreciation and amortization 353,606 204,288
Allowance for doubtful accounts 100,000 -
Loss (gain) on sale of equipment 9,938 (14,641)
Amortization of deferred financing cost 202,550 -
Deferred offering and acquisition costs 923,957 -
Change in fair value of put option on common stock 154,064 -
Share based compensation 804,197 681,342
Changes in assets and liabilities:
Accounts receivable 2,369,715 1,543,123
Materials and supplies inventory 561,658 (573,544)
Prepaid expenses and other current assets, deposits and other assets 73,277 (119,221)
Accounts payable (335,151) (734,754)
Accrued expenses (103,192) 206,955
Accrued payroll and benefits (319,241) (80,568)
Accrued taxes 154,472 (85,794)
Accrued severance (50,000) -
Deferred revenue (27,315) (131,668)
Accrued interest on long term debt due at maturity 83,681 -
Net cash provided (used) by operating activities 220,943 (1,098,177)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of equipment (120,945) (519,276)
Change in restricted cash 3,574 2,660
Purchase of investment in equity security - (50,000)
Proceeds from sale of equipment 28,336 14,641
Net cash used by investing activities (89,035) (551,975)
CASH FLOWS FROM FINANCING ACTIVITIES:
Repayment of bridge loan financing (8,000,000) -
Proceeds from long term debt 5,000,000 -
Proceeds from related party notes payable - 60,000
Payments on related party notes payable - (787,000)
Payments on long term debt (86,721) (79,265)
Payments on capital leases (129,570) (116,934)
Proceeds from exercise of warrants - 817,273
Proceeds from issuances of stock and warrants,
net of stock offering costs 5,000,000 3,093,129
Net cash provided by financing activities 1,783,709 2,987,203
Net increase in cash 1,915,617 1,337,051
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 737,503 3,949,988
CASH AND CASH EQUIVALENTS AT END OF PERIOD 2,653,120 5,287,039
NON-CASH FINANCING AND INVESTING ACTIVITIES:
Account receivable exchanged for equipment 104,220 600,895
Capital lease for equipment purchase - 228,672
Note payable issued for equipment purchase - 38,472



Timberline Resources Corporation and Subsidiaries

Notes to Consolidated Financial Statements

NOTE 1 - ORGANIZATION AND DESCRIPTION OF BUSINESS:

Timberline Resources Corporation (“Timberline” or “the Company”) was incorporated in August of 1968
under the laws of the state of Idaho as Silver Crystal Mines, Inc., for the purpose of exploring for precious
metal deposits and advancing them to production.

During the first quarter of 2006, the Company acquired Kettle Drilling, Inc. (“Kettle Drilling” or “Kettle”) and
its Mexican subsidiary, World Wide Exploration S.A. de C.V. (*World Wide”). Kettle provides drilling
services to the mining and mineral exploration industries across North America and worldwide. In September
2008, Kettle Drilling, Inc. changed its name to Timberline Drilling Incorporated (“Timberline Drilling”).

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

a.

Basis of presentation — The accompanying unaudited consolidated financial statements have been prepared
by the Company in accordance with accounting principles generally accepted in the United States of
America for interim financial information, as well as the instructions to Form 10-Q. Accordingly, they do
not include all of the information and footnotes required by accounting principles generally accepted in the
United States of America for complete financial statements. In the opinion of the Company’s management,
all adjustments (consisting of only normal recurring accruals) considered necessary for a fair presentation
of the interim financial statements have been included. Operating results for the three month period ended
December 31, 2008 are not necessarily indicative of the results that may be expected for the full year
ending September 30, 2009.

For further information refer to the financial statements and footnotes thereto in the Company’s Annual
Report on Form 10-KSB for the year ended September 30, 2008.

Exploration Expenditures — All exploration expenditures are expensed as incurred. Significant property
acquisition payments for active exploration properties are capitalized. If no mineable ore body is
discovered, previously capitalized costs are expensed in the period the property is abandoned.

Estimates and assumptions — The preparation of financial statements in accordance with accounting
principles generally accepted in the United States of America requires the use of estimates and
assumptions that affect the reported amounts of assets and liabilities at the dates of the financial
statements, and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from these estimates and assumptions and could have a material effect on the Company’s
reported financial position and results of operations.

Intangible Assets — Intangible assets, including employment contracts and customer drilling contracts,
arose from the acquisition of Kettle Drilling in 2006 and are stated at estimated fair value at the date of
acquisition. Amortization of employment contracts was initially calculated on a straight-line basis over a
useful life of three years. Amortization of the drilling contracts was calculated on a straight-line basis over
the life of the contracts (typically one year or less). The value of intangible assets is periodically tested for
impairment. At December 31, 2008 all intangible assets (excluding goodwill) were fully amortized.

Accounts Receivable — Accounts receivable are carried at original invoice amount less an estimate for
doubtful accounts. Management determines the allowance for doubtful accounts by regularly evaluating
individual customer receivables and considering a customer’s financial condition, credit history, and current
economic conditions.  Trade receivables are written off when deemed uncollectible. Recoveries of
receivables previously written off are recorded as income when received. The allowance for doubtful
accounts was $250,740 and $150,740 at December 31, 2008 and September 30, 2008, respectively.



Timberline Resources Corporation and Subsidiaries

Notes to Consolidated Financial Statements

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (continued):

f.

Materials and supplies inventory — The Company values its materials and supplies inventory at the lower
of average cost or market. Allowances are recorded for inventory considered to be in excess or obsolete.
Inventories consist primarily of parts, operating supplies, drill rods and drill bits.

Reclassifications — Certain amounts in the prior period financial statements have been reclassified for
comparative purposes to conform to current period presentation with no effect on previously reported net
loss.

Provision for Taxes — Income taxes are provided based upon the liability method of accounting pursuant to
Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes” (hereafter “SFAS
No. 109”). Under this approach, deferred income taxes are recorded to reflect the tax consequences in
future years of differences between the tax basis of assets and liabilities and their financial reporting
amounts at each year-end. A valuation allowance is recorded against the deferred tax asset if management
believes it is more likely than not that some portion or all of the deferred tax assets will not be realized (See
Note 6).

Stock-based compensation — The Company accounts for its stock based compensation in accordance with
Statement of Financial Accounting Standards No. 123 (revised 2004), Share-based Payment (“SFAS
123(R)”)

Under SFAS 123(R), the Company is required to select a valuation technique or option-pricing model that
meets the criteria as stated in the standard. At present, the Company is continuing to use the Black-Scholes
model, which requires the input of some subjective assumptions. These assumptions include estimating the
length of time employees will retain their vested stock options before exercising them (“expected life”),
the estimated volatility of the Company’s common stock price over the expected term (“volatility”),
employee forfeiture rate, the risk-free interest rate and the dividend yield. Changes in the subjective
assumptions can materially affect the estimate of fair value of stock-based compensation.

Net loss per share —Basic EPS is computed as net income (loss) divided by the weighted average number
of common shares outstanding for the period. Diluted EPS reflects the potential dilution that could occur
from common shares issuable through stock options, warrants, and other convertible securities.

The dilutive effect of convertible and exercisable securities, in periods of future income as of December
31, 2008 and 2007, is as follows:

December 31, 2008 December 31, 2007

Stock options 6,455,835 3,020,001
Warrants 1,337,934 3,223,649
Convertible debt 3,333,333 -
Convertible preferred stock - 4,700,000

Total possible dilution 11,127,102 10,943,650

At December 31, 2008 and 2007, the effect of the Company’s outstanding options and common stock
equivalents would have been anti-dilutive.



Timberline Resources Corporation and Subsidiaries

Notes to Consolidated Financial Statements
NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (continued):

k. New accounting pronouncements — In September 2006, the Financial Accounting Standards Board (FASB)
issued SFAS No. 157, Fair Value Measurements, (SFAS 157). SFAS 157 establishes a framework for
measuring fair value and expands disclosure about fair value measurements, but does not require any new
fair value measurements. The adoption of SFAS 157 on October 1, 2008 did not have a material effect on
the Company’s consolidated financial statements.

The FASB issued Statement No. 159, The Fair Value Option for Financial Assets and Financial Liabilities
— Including an Amendment of FASB Statement No. 115, in the first quarter 2007. The statement allows
entities to value financial instruments and certain other items at fair value. The statement provides
guidance over the election of the fair value option, including the timing of the election and specific items
eligible for the fair value accounting. Changes in fair values would be recorded in earnings. The adoption
of this statement on October 1, 2008 did not have a material effect on the Company’s consolidated
financial statements.

In December 2007, the FASB issued SFAS No. 141R “Business Combinations” effective for fiscal years
beginning after December 15, 2008. SFAS 141R, which will replace FAS 141, is applicable to business
combinations consummated after the effective date of December 15, 2008.

In December 2007, the FASB also issued SFAS No. 160, “Non-controlling Interests in Consolidated
Financial Statements, an amendment of ARB 51”. SFAS No. 160 will change the accounting and reporting
for minority interests, which will be re-characterized as non-controlling interests and classified as a
component of equity. SFAS No. 160 requires retroactive adoption of the presentation and disclosure
requirements for existing minority interests. SFAS No. 160 is effective for fiscal years beginning on or
after December 15, 2008 and interim periods within those fiscal years. The adoption of this statement is
not expected to have a material effect on the Company’s future reported financial position or results of
operations.

In March 2008, the FASB issued SFAS 161 “Disclosures about Derivative Instruments and Hedging
Activities — an amendment of SFAS 133. This Statement requires enhanced disclosures about an entity’s
derivative and hedging activities and thereby improves the transparency of financial reporting. This
Statement is effective for financial statements issued for fiscal years and interim periods beginning after
November 15, 2008, with early application encouraged. This Statement encourages, but does not require,
comparative disclosures for earlier periods at initial adoption. The adoption of this statement is not
expected to have a material effect on the Company’s future reported financial position or results of
operations.

NOTE 3 - RELATED PARTY TRANSACTIONS:

On March 10, 2008, the Company entered into an agreement with Douglas Kettle and David and Margaret
Deeds providing for severance arrangements relating to the resignation of Messrs. Kettle and Deeds, the
President and CEO, respectively, of Timberline Drilling.

Messrs. Kettle and Deeds resigned from Timberline Drilling on May 15, 2008. In connection with the
resignations, the Company paid each of Mr. Kettle and Mr. Deeds a cash severance amount of $600,000 at the
time of their resignation, as well as the balance of their 2007 bonuses ($135,822 each) and paid additional cash
severance of $300,000 in $25,000 installments from July through November 2008 and a $175,000 payment in
December 2008.

10



Timberline Resources Corporation and Subsidiaries

Notes to Consolidated Financial Statements

NOTE 3 - RELATED PARTY TRANSACTIONS, (continued):

Additionally, the Company also transferred certain personal property to Mr. Kettle and Mr. Deeds. The
Company has not paid the severance amounts due per the agreement as of December 31, 2008 pending ongoing
negotiations between the Company and its former management at the Kettle Drilling subsidiary.

On October 31, 2008, Timberline Resources Corporation (the “Company”) entered into two convertible notes
(see Notes 5 and 7); one with Ronald Guill, a director of the Company, and his wife, Stacey Guill, and the
other with Small Mine Development, LLC (“SMD™), an Idaho limited liability company owned by Mr. Guill.
The Company used the proceeds of the notes to pay off the $8.0 million bridge loan previously provided to the
Company by Auramet Trading, LLC (“Auramet”) (See Note 4) and for general working capital purposes.

NOTE 4 - BRIDGE LOAN FINANCING:

On June 24, 2008, the Company entered into a bridge loan financing arrangement for $8,000,000 with Auramet
Trading, LLC (“Auramet”) under which the Company could draw funds at any time before June 30, 2008. On

June 27, 2008 the Company withdrew $8,000,000, net of a fee equal to 4% of the principal amount of the loan,

to repurchase the Company’s outstanding Series A Preferred Shares.

The loan incurred interest at 12% per annum, with interest payable monthly in arrears commencing August 1,
2008, and the principal amount outstanding was due October 31, 2008. On October 31, 2008 the bridge loan
principal amount was repaid in full.

Pursuant to the loan’s terms, the Company also issued 160,000 shares of the Company’s common stock to
Auramet after the Company’s drawdown of the loan on June 27, 2008. The fair market value of the 160,000
common shares ($484,800) was recorded on the balance sheet in common stock and additional paid-in capital
and discounted on the face value of the note. The discount was ratably charged to interest expense over the
term of the loan. In addition, Auramet received a written put option for the 160,000 shares of common stock
issued. Ninety days from the maturity date of the bridge loan, on January 29, 2009, Auramet has a onetime
option to put some or all of the 160,000 common shares back to the Company at a redemption price of $2.00
per share.

Subsequent to December 31, 2008, Auramet indicated its intention to exercise the put option and return the
shares to the Company. The Company and Auramet agreed that the Company would issue an additional
535,652 shares of common stock valued at $0.46 per share to Auramet rather than settle the option with a cash
payment. As a result of this transaction, a liability of $246,400 for this put option has been recognized by the
Company and the change in fair value of the option was recorded as interest expense during the quarter.

NOTE 5- LONG TERM DEBT:

On October 31, 2008, the Company entered into a series of agreements with SMD in connection with a $5
million loan from SMD. The loan documents included: a convertible note (the “Convertible Term Note”), a
credit agreement (the “Credit Agreement”), a collateral assignment and pledge of stock and security agreement
(the “Pledge Agreement”), a security agreement (the “Security Agreement”) and a right of first refusal over the
Company’s Butte Highlands property (the “Right of First Refusal”).

The Convertible Term Note has a principal amount of $5.0 million and is secured pursuant to the Security
Agreement by a pledge of all of the stock of Timberline Drilling, Inc. (“TDI”), a wholly-owned Company
subsidiary incorporated in Idaho, pursuant to the Pledge Agreement, and a deed of trust to be entered into
covering the Company’s Butte Highlands property in Silver Bow county, Montana (the “Butte Highlands
Property”).
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Timberline Resources Corporation and Subsidiaries

Notes to Consolidated Financial Statements
NOTE 5 - LONG TERM DEBT, (continued):

Pursuant to the terms of the Credit Agreement, the Convertible Term Note bears interest at 10% annually,
compounded monthly, with interest due at maturity. The Convertible Term Note is convertible by SMD at any
time prior to payment of the note in full, at a conversion price of $1.50 per share. SMD may also convert all or
any portion of the outstanding amount under the Convertible Term Note into any equity security other than the
Company's common stock issued by the Company at the issuance price. The Convertible Term Note must be
repaid on or before October 31, 2010, and may be prepaid in whole or in part at any time without premium or
penalty. If the Company defaults on the Convertible Term Note or any of the related agreements, SMD may
declare the Convertible Term Note immediately due and payable, and the Company must pay SMD an
origination fee in the amount of $50,000.

Under the Right of First Refusal, the Company granted SMD a right of first refusal to purchase the Butte
Highlands Property on the same terms as those of any bona fide offer from a third-party upon 60 days’ notice
from the Company of any such offer. In addition, the Company granted SMD a right to develop the Butte
Highlands Property on the same terms as those of any bona fide offer to develop the property from a third-party
upon 60 days’ notice from the Company of any such offer.

NOTE 6 — INCOME TAXES:

Income (loss) from continuing operations before income taxes for the three months ended December 31, 2008
and 2007 are as follows:

2008 2007
Current:
Domestic $ (4,697,729) $ (2,004,292)
Foreign 114,127 10,597
$ (4,583,602) $ (1,993,695)

Significant components of income tax expense as of December 31, 2008 and 2007 are as follows:

2008 2007
Current:
Federal $ - 3 -
State -
Foreign 34,802
Total current income tax expense 34,802 -

Deferred:
Federal - -
State - -
Foreign - -
Total deferred income tax expense - -
Total income tax expense $ 34802 % -

12



Timberline Resources Corporation and Subsidiaries

Notes to Consolidated Financial Statements

NOTE 6 — INCOME TAXES, (continued):

2008 2007
Statutory Federal income tax rate 34% 34%
Expected income tax expense (benefit) based on
statutory rate $ (1,597,228) $ (677,856)
Non-recognition of tax benefits related to losses 1,597,228 677,856
Foreign tax expense 34,802 -
Total income tax expense $ 34802 $ -

NOTE 7 - COMMON STOCK AND WARRANTS:

During September, 2007, the Company initiated a private placement of the Company’s restricted common
stock. Under the private placement subscription agreement, the Company can sell up to 2,545,455 units for a
total of $7,000,000, plus up to 5% in over-subscriptions. Each unit consists of one share of common stock and
one half of one Class A Warrant; with each whole warrant exercisable to acquire one additional share of
common stock at an exercise price of $3.50 per share for the period of twenty-four months from the Issue Date.
The Company sold a total of 2,626,694 units for total proceeds of $7,223,408; with 1,780,972 units for
proceeds of $4,897,673 closing on September 30, 2007, 288,182 units for proceeds of $792,500 closing on
October 1, 2007, and 557,540 units for proceeds of $1,533,235 closing on October 11, 2007. As of December
31, 2008, there are 1,337,934 warrants outstanding from this placement.

In October, 2008, the Company entered into a short-term convertible note (the “Short-Term Convertible Note”)
for $5 million. The Short-Term Convertible Note principal automatically converted into 5,555,556 shares of
Company stock (valued at $0.90 per share) upon approval of the issuance of the additional shares for listing by
NYSE Alternext US LLC in December 2008.

Under the Subscription Agreement, Mr. and Mrs. Guill subscribed to purchase 5,555,556 shares of the
Company’s common stock at a price of $0.90 per share. Should the Company decide to issue and sell any
equity securities or securities convertible into equity securities, the Subscription Agreement also obligates the
Company to offer a pro rata share of such securities to Mr. and Mrs. Guill on the same terms and conditions as
the proposed sale and issuance.

During the quarter ended December 31, 2008, 963,800 warrants expired. The warrants were granted pursuant
to a private placement during 2006 and were exercisable at a price of $1.00 per warrant.

13



Timberline Resources Corporation and Subsidiaries

Notes to Consolidated Financial Statements
NOTE 7 - COMMON STOCK AND WARRANTS, (continued):

The following is a summary of the Company’s warrants outstanding:

Weighted
Average Exercise
Warrants Price
Outstanding at September 30, 2008 2,301,734  $ 2.45
Issued - -
Expired (963,800) (1.00)
Outstanding at December 31, 2008 1,337,934 3.50

These warrants expire as follows:

Warrants Price Expiration Date
1,337,934 $3.50 September 30, 2009
1,337,934

NOTE 8 - STOCK OPTIONS:

The Company has established an Equity Incentive Plan (as amended August 31, 2006 and August 22, 2008) to
authorize the granting of up to 7,000,000 stock options to employees, directors and consultants. Upon exercise
of options, shares are issued from the available authorized shares of the Company. Option awards are
generally granted with an exercise price equal to the market price of the Company’s stock at the date of grant.
The fair value of option awards granted on December 19, 2008 and October 24, 2007 (the only grants during
the quarters ended December 31, 2008 and 2007, respectively) is estimated on the date of grant using the
assumptions noted in the following table. Total compensation cost charged against operations under the plan
for employees was $700,744 and $474,444 for the three months ended December 31, 2008 and 2007,
respectively, and is classified under non cash compensation expense. Total compensation cost charged against
operations under the plan for directors and consultants was $103,453 and $70,898 for the three months ended
December 31, 2008 and 2007, respectively, and is classified under other general and administrative expenses.

December 19, October 24,
2008 2007
Expected volatility 106.60% 82.30%
Weighted-average volatility 106.60% 82.30%
Expected dividends - -
Expected term (in years) 3 3
Risk-free rate 0.02% 3.75%

14



Timberline Resources Corporation and Subsidiaries

Notes to Consolidated Financial Statements

NOTE 8 — STOCK OPTIONS, (continued):

The following is a summary of the Company’s options issued under the Amended 2005 Equity Incentive Plan:

Weighted

Average

Exercise

Options Price

Outstanding at September 30, 2008 3,917,502 $ 265

Granted 2,855,000 0.33

Exercised 75,000 0.80

Expired (241,667) 2.41

Outstanding at December 31, 2008 6,455,835 $ 165

Exercisable at December 31, 2008 3,280,438 $ 1.96
Weighted average fair value of options granted during the period ended

December 31, 2008 $ 0.20

The average remaining contractual term of the options outstanding and exercisable at December 31, 2008 is
4.24 and 3.88 years, respectively. As of December 31, 2008, total unrecognized compensation expense related
to options was $2,032,886 and the related weighted-average period over which it is expected to be recognized
is approximately 1.03 years. The aggregate intrinsic value of options exercised during the three months ended
December 31, 2008 and 2007 was $52,500 and none, respectively.

NOTE 9 - PREFERRED STOCK:

Timberline is authorized to issue up to 10,000,000 shares of preferred stock, $.01 par value. The Board of
Directors of Timberline is authorized to issue the preferred stock from time to time in series and is further
authorized to establish such series, to fix and determine the variations in the relative rights and preferences as
between series, to fix voting rights, if any, for each series, and to allow for the conversion of preferred stock
into Common Stock.

NOTE 10 - COMMITMENTS AND CONTINGENCIES:

Real Estate Lease Commitments

The Company has real estate lease commitments related to its main office in Coeur d’Alene, Idaho, a facility in
Butte, Montana, offices and a storage shop of Timberline Drilling in Coeur d’Alene, lIdaho; and its operational
facility in Elko, Nevada. The Company’s Mexico subsidiary also leases facilities for its administrative office
and warehouse under defined term lease agreements which are for one year. Total office and storage rental
expense aggregated $79,623 and $51,805 for the three months ended December 31, 2008 and 2007,
respectively.
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Timberline Resources Corporation and Subsidiaries

Notes to Consolidated Financial Statements

NOTE 10 - COMMITMENTS AND CONTINGENCIES, (continued):

Environmental Contingencies

The Company has in past years been engaged in mining in northern Idaho, which is currently the site of a
federal Superfund cleanup project. Although the Company is no longer involved in mining in this or other areas
at present, the possibility exists that environmental cleanup or other environmental restoration procedures could
remain to be completed or mandated by law, causing unpredictable and unexpected liabilities to arise. At the
date of these financial statements, the Company is not aware of any environmental issues or litigation relating
to any of its current or former properties.

Severance Agreements

As discussed in Note 3 - Related Party Transactions, in the year ended September 30, 2008 the Company
announced a change in management at its Kettle Drilling subsidiary. As a result of this change, the Company
had a commitment to pay severance of $350,000 due December 31, 2008. The Company has not paid the
outstanding severance amounts due on December 31, 2008 pending ongoing negotiations between the
Company and its former management at the Kettle Drilling subsidiary.

Offering Costs Arising From the Proposed Acquisition of SMD

On October 24, 2008, the Company and Ronald Guill mutually agreed by written consent to terminate the
Stock Purchase Agreement previously entered into between the Company and Mr. Guill on February 23, 2008,
which would have provided for the purchase by the Company of all of Mr. Guill’s membership interests in
SMD.

The Company had engaged a full service investment banking and institutional securities firm to render an
opinion to the Company’s Board as to whether the consideration to be paid by the Company for the
membership interests of SMD was fair, from a financial point of view. The Company also engaged this firm to
arrange for financing of the acquisition of SMD’s membership interests. All fees to be paid by the Company
for these services were contemplated to be paid out of proceeds raised during the financing.

Subsequent to the termination of the acquisition of SMD and the failure of the investment banking firm to
arrange financing, an invoice was received by the Company from the investment banking firm for the provision
of the fairness opinion, as well as legal fees incurred by the firm during the course of the financing. The total
charged for the services provided was $923,957. Company management continues to negotiate the amount of
the fees charged for the services provided. However, the Company recognized these fees as a charge to
operations during the quarter ended December 31, 2008. The expense has been classified with professional
fees in the statement of operations.

NOTE 11 - SEGMENT INFORMATION:

The Company has three operating segments at December 31, 2008: drilling revenues from Timberline Drilling;
drilling revenues in Mexico through Timberline Drilling’s subsidiary, World Wide Exploration; and
Timberline’s exploration activities.
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Timberline Resources Corporation and Subsidiaries

Notes to Consolidated Financial Statements
NOTE 11 - SEGMENT INFORMATION, (continued):

Segment information (after intercompany eliminations) for the three months ended December 31, 2008 and
2007 is as follows:

Three months ending
December 31

Revenues: 2008 2007
Timberline $ - $ -
Timberline Drilling 2,428,845 4,942,179
World Wide Exploration 2,261,851 1,492,946

Total revenues $ 4,690,696 $ 6,435,125

Income / (Loss) before income taxes:

Timberline $ (3,076,763) $ (1,678,877)
Timberline Drilling (1,737,835) (325,415)
World Wide Exploration 114,127 10,597
Loss before income taxes $ (4700,471) $ (1,993,695)
Total assets: December 31, 2008 September 30, 2008
Timberline $ 2,522,934 % 2,803,202
Timberline Drilling 11,063,084 12,456,114
World Wide Exploration 4,193,720 5,110,471
Total assets $ 17,779,738 $ 20,369,787

The accounting policies of the segments are the same as those described in the notes to the consolidated
financial statements included in the Company’s annual report filed on Form 10-KSB for the fiscal year ended
September 30, 2008, after considering newly adopted accounting pronouncements described elsewhere herein.
Separate management of each segment is required because each business unit is subject to different marketing,
production, and technology strategies.

During the three months ended December 31, 2008, revenues from transactions with three customers each
amounted to 10% or more of our total revenues. Customer A accounted for revenue of $2,197,004, customer B
accounted for revenue of $1,676,146 and customer C accounted for revenue of $614,689. The revenue for
customers B and C is reported through Timberline Drilling, while the revenue for customer A is reported
through World Wide Exploration.

The assets of Timberline are located in the United States. The assets of Timberline Drilling are also located in
the United States and their revenues are derived from drilling contracts in the United States. The assets of
World Wide Exploration are located in Mexico and their revenues are derived from drilling contracts in
Mexico.

Timberline is not an operating entity at this point insofar as they are not generating revenues from the sales of
their properties, but they are actively exploring several properties for their mining potential.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

You should read the following discussion and analysis of our financial condition and results of operations together
with our financial statements and related notes appearing elsewhere in this quarterly report.

Forward-Looking Statements

The information in this Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended. These forward-looking statements involve risks and uncertainties, including statements regarding our
capital needs, business plans and expectations. Such forward-looking statements involve risks and uncertainties
regarding the market price of metals, commodities and precious metals, availability of funds, government
regulations, common share prices, operating costs, capital costs, outcomes of ore reserve exploration and other
factors. Forward-looking statements are made, without limitation, in relation to operating plans, property
exploration, availability of funds, environmental reclamation, operating costs and permit acquisition. Any statements
contained herein that are not statements of historical facts may be deemed to be forward-looking statements. In some
cases, you can identify forward-looking statements by terminology such as “may”, “will”, “should”, “expect”,
“plan”, “intend”, “anticipate”, “believe”, “estimate”, “predict”, “potential” or “continue”, the negative of such terms
or other comparable terminology. Our actual results may differ materially from those anticipated in these forward-
looking statements as a result of many factors, including, but not limited to, those set forth under “Risk Factors and
Uncertainties” in our Annual Report on Form 10-KSB, filed with the SEC on December 30, 2008. We disclaim any
obligation to publicly update these statements, or disclose any difference between our actual results and those
reflected in these statements. Given these uncertainties, readers are cautioned not to place undue reliance on such
forward-looking statements.

Corporate Background and History

We commenced our exploration stage in January 2004 with the change in the management of the Company. From
January 2004 until March 2006, we were strictly a mineral exploration company. Beginning with the management
appointments of John Swallow and Paul Dircksen, the addition of Randal Hardy, our acquisition of a drilling
services company, and the acquisition of Butte Highlands, we continue to advance our business plan. Prior to our
new business model, the addition of new management, the purchase of Timberline Drilling (formerly known as
Kettle Drilling), and a more active and focused exploration division, the Company had no reported revenues and
accumulated losses.

Timberline Resources Corporation has taken the complementary businesses of mine development, contract mining,
drilling and mineral exploration and combined them into a unique, forward-thinking investment vehicle. The
Timberline business model provides investors exposure to both the “picks and shovels” and “blue sky” aspects of
the mining industry. The “picks and shovels” aspect of our business includes the mining services provided by
Timberline Drilling and other potential operating businesses that we may acquire. We use the term “blue sky” to
mean the potential of our exploration properties. Because of the nature of exploration for precious metals, a
property’s exploration potential is not known until a significant amount of geologic information has been generated.
As the work progresses, the potential of the property becomes more and more clear. If the exploration results are
favorable, the value of the property may increase significantly. The term “blue sky” refers to the upside potential of
that value. We believe our business model offers the opportunity to participate in both the “picks and shovels” and
“blue sky” aspects of the business—our shareholders can participate in the markets for precious and base metal
mining without the degree of risk inherent to mine operation and/or sole reliance on speculative early-stage drill-

plays.
Overview

Timberline Drilling and its subsidiary, World Wide Exploration S.A. de C.V. (“WWE?”), provide both surface and
underground drilling services in the United States and Mexico, with their two largest clients being Newmont Mining
and Exploraciones Mineras Penoles S.A. de C.V., respectively. Both units specialize in underground, hardrock core
drilling — a niche business that we believe is well-positioned as the industry matures and exploration projects are
advanced into producing mines. Our underground focus has also provided a solid base of operations as a large
percentage of the above-ground and more speculative exploration drilling has been cut back and/or delayed during
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the current industry slowdown. We believe that right-sizing efforts initiated at Timberline Drilling since our
management transition in May 2008, a more balanced level of input costs, availability of qualified labor, and our
ongoing focus on profitability will continue to improve the operating results of our drilling subsidiaries.

Our Exploration Division continues to advance our Butte Highlands Gold Project in southwestern Montana. During
the quarter, we concluded our drill program and continued the permitting process and our evaluation of the
anticipated mineralization. Results from that program are very promising, with the potential for the extension of
known mineralized areas as well as a potential new discovery. Our exploration staff believes both the extension and
the discovery have the potential to greatly increase mineralization estimates at Butte Highlands. We also completed
a hydrogeologic study at the Butte Highlands Gold Project. The positive results of the study represent a significant
milestone in the permitting process and the proposed underground exploration and development schedule. The
study was a requirement for permit application and we anticipate submitting the underground permit application to
the State of Montana Department of Environmental Quality in the first quarter of 2009.

In support of the study, the Company drilled a 1,167-foot groundwater monitoring well to identify groundwater
quantity and quality at the project site and sampled surface water from local stream systems. The borehole tests
yielded 12 gallons of water per minute for the full length of the monitoring well which is within the range
anticipated by Timberline and Small Mine Development, LLC (“SMD”). The hydrogeologic study considered local
geology, precipitation, hydrologic basins, and other pertinent information needed to predict water inflow into the
anticipated underground workings.  Resulting data was used by AMEC Geomatrix to develop a Conceptual
Hydrological Model of the deposit to predict potential mine inflow during planned exploration and mine production
activities.

In October, we announced plans to form a 50/50 joint-venture with SMD at Butte Highlands. Under terms of the
agreement, Timberline will be carried to production by SMD which will fund all project development costs and
begin development in the summer of 2009. Timberline’s 50-percent share of project costs will be paid out of
proceeds from future mine production. The partnership is mutually regarded by Timberline and SMD as a model for
future opportunities in underground mine development and mining.

Pending proper approvals and permitting, we anticipate by late summer of this year, SMD will begin development of
the Decline to access the mineralized areas to allow for additional underground drilling and exploration. The
exploration and development phase of the program is expected to take approximately one year and, assuming
acceptable permitting and results, is expected to be followed by production in mid to late 2010.

During the quarter, the Company announced termination of the agreement to acquire SMD. For most of the
previous year, management expended considerable effort, focus and expense on the acquisition process. However,
in these unprecedented market conditions, it proved extremely difficult to complete the acquisition of SMD under
acceptable terms. Therefore, we jointly agreed that the unpredictability in the current economic climate presented
too great of a risk to the Company and our shareholders. Given the uncertainty of the marketplace and credit
markets, we believe that our strategic partnership with SMD at Butte Highlands provides an excellent opportunity
for our shareholders by placing our most-advanced project on a development track with considerably less share
dilution. We believe this partnership is a model for future opportunities in underground mine development and
mining with SMD.

Also in the quarter, in conjunction with our announced plans to form a 50/50 Joint Venture with SMD for the
advancement of the Butte Highlands project, the Company announced the completion of a $10 million debt/equity
financing to retire the $8 million bridge loan facility and for working capital.

It is the opinion of management that projects similar to Butte Highlands are a good fit in the current environment
and with the unique qualifications of our people and strategic partners. As a result, during the quarter, the Company
announced it will not focus on early stage properties or continue to expend capital or time on the Conglomerate
Mesa project unless it can be done at a minimal cost to the company. Company management believes these projects
have value; however, given the complexities and challenges of some of the property agreements when viewed in the
context of market realities, the current economic environment, and our strategic partnership with SMD, a more
refined focus is warranted at this time.

We believe the global economic environment and monetary situation favor a solid and relatively steady gold price
for the foreseeable future. Volatility is to be expected, however our view is that we don’t necessarily need a higher
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gold price in order to advance our business model. As a company we are focused on our drilling subsidiaries,
advancing Butte Highlands and evaluating new opportunities. We have evaluated a number of projects and
opportunities in both the services and production sides of the business and will continue to do so. Our industry and
the world have changed in the past year and we anticipate a number of changes in the year ahead. We feel we have
the knowledge base to evaluate opportunities — either organically or through mergers and acquisitions — and
continue to do so.

Results of Operations for the Three Month Periods ended December 31, 2008 and 2007
Combined Results — Timberline Corporate, Timberline Exploration, Kettle Drilling and WWE

For the three months ended December 31, 2008, we reported $4,690,696 in revenue compared to $6,435,125 in the
same period of 2007. Our revenues are derived entirely from our drilling subsidiaries and are comprised of
$2,428,845 from Timberline Drilling and $2,261,851 from WWE for the three months ended December 31, 2008.
Our revenue decrease was primarily due to a reduction in the number of drill rigs operating this year versus last year.
Gross profit(loss) from Timberline Drilling and WWE was $(663,668) and $446,318, respectively, for the three
months ended December 31, 2008.

Our overall after tax net loss for the three months ended December 31, 2008 was $4,735,273 compared to an overall
net loss of $1,993,695 for the three months ended December 31, 2007. Our net loss for the three months ended
December 31, 2008 is comprised of $3,076,763 for Timberline Corporate and Exploration and $1,737,835 for
Timberline Drilling, offset by income of $79,325 at WWE.

Timberline Corporate and Exploration Division

The after tax net loss of $3,076,763 for the combined Timberline Corporate and the Exploration division during the
three months ended December 31, 2008 is comprised of non-cash charges of $813,621, exploration expenditures of
$267,888, other general and administrative costs of $1,481,160, and interest expense of $520,507, less interest
income of $6,413. $923,957 of our other general and administrative costs during the quarter were related to legal,
accounting and financial advisory costs associated with our proposed acquisition of SMD. Included in the non-cash
charges are $804,197 in expenses related to stock options that vested during the quarter. Also included in the non-
cash charges is $9,424 in Depreciation and Amortization.

Timberline Drilling and WWE

For the three months ended December 31, 2008, Timberline Drilling had revenues of $2,428,845 as compared to
$4,942,179 for the three months ended December 31, 2007. WWE had revenues of $2,261,851 for the three months
ended December 31, 2008 as compared to $1,492,946 for the three months ended December 31, 2007. The decrease
in revenues at Timberline Drilling is attributable to a reduction in the number of operating drill rigs, while the
increase in revenues at WWE is attributable to the growth in the number of operating drill rigs in Mexico compared
to the previous year.

For the three months ended December 31, 2008, net loss before taxes from Timberline Drilling was $1,737,835
while net income before taxes at WWE was $114,127 as compared to a net loss of $325,415 for Timberline Drilling
and net income of $10,597 for WWE for the three months ended December 31, 2007. At Timberline Drilling, the
current quarter loss is primarily attributable to a much greater than normal decrease in drilling revenue during the
holiday quarter. At WWE, however, the net income grew compared to the corresponding quarter in 2007 due to the
increased activity and number of drill rigs in Mexico.
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Financial Condition and Liquidity

At December 31, 2008, we had assets of $17,779,738 consisting of cash in the amount of $2,653,120; accounts
receivable, net of allowance for doubtful accounts, in the amount of $1,029,656; inventories valued at $1,483,565;
property, mineral rights and equipment, net of depreciation of $8,953,615; and other assets of $3,659,782.

Recently, the deteriorating economic conditions experienced in the second half of 2008 in the U.S. housing market
and the credit quality of mortgage backed securities have continued. This situation has caused a loss of confidence in
the broader U.S. and global credit and financial markets and has resulted in the collapse of, and government
intervention in, several major banks, financial institutions and insurers. The contraction and unavailability of credit
has created a climate of greater volatility, less liquidity, widening of credit spreads, a lack of price transparency,
increased credit losses and tighter credit conditions. These disruptions in the current credit and financial markets
have had a significant material adverse impact on a number of financial institutions and have limited access to
capital and credit for many companies. These disruptions could, among other things, make it more difficult for us to
obtain, or increase our cost of obtaining, capital and financing for our operations if needed. Access to additional
capital may not be available on terms acceptable to us or at all if the current economic situation persists.

We expect to rely upon the cash flow generated by our mine services subsidiaries. However, the recent economic
instability makes it difficult for the Company’s management to accurately predict revenues from these services
through the remainder of the 2009 fiscal year. While the majority of Timberline Drilling’s underground drilling rigs
remained active during the fiscal year to date, surface drilling by our customers has been negatively impacted by the
current economic instability. Although we do not expect fiscal 2009 revenues to match 2008 levels, we also believe
that revenues will increase above the levels of our first fiscal quarter in future quarters and profitability will be
attained. Subsequent to the quarter ended December 31, 2008, Timberline Drilling has mobilized two additional
drilling rigs, one surface and one underground, and has received indications of interest in our surface drilling
services from several potential customers.

If cash flow from our mine services subsidiaries are insufficient, our exploration activities and other operations will
be reliant upon equity financings, or other outside funding, to continue into the future. The current market
conditions could make it difficult or impossible for us to raise necessary funds to meet our capital requirements. We
will continue to evaluate all available avenues to generate cash including, but not limited to, equity placements, asset
sales, credit facilities or debt issuances.

On October 31, 2008, the Company entered into two convertible notes; one with Ron Guill, a director of the
Company, and his wife, Stacey Guill, and the other with SMD, a company owned by Mr. Guill. Each of the notes
was made for a principal amount of $5 million dollars for an aggregate of $10 million, and both are convertible into
the Company’s common stock, as described below. The Company used the proceeds of the notes to pay off the $8.0
million loan (plus any applicable interest) previously provided to the Company by Auramet Trading, LLC
(“Auramet™) and described in the Company’s Form 8-K filed on July 3, 2008 (such loan is hereafter referred to as
the “Auramet Loan”) and for general working capital purposes.

Management believes that it has sufficient working capital to meet the Company’s ongoing operating expenses for
the next 12 months. Additional financing may be required if the Company seeks to undertake further property
acquisitions or expand its exploration or mine services operations.

Off-Balance Sheet Arrangements

We do not have any off balance sheet arrangements that are reasonably likely to have a current or future effect on
our financial condition, revenues, results of operations, liquidity or capital expenditures.

Critical Accounting Policies and Estimates

See Note 2 to the financial statements contained elsewhere in this Quarterly Report for a complete summary of the
significant accounting policies used in the presentation of our financial statements. The summary is presented to
assist the reader in understanding the financial statements. The accounting policies used conform to accounting
principles generally accepted in the United States of America and have been consistently applied in the preparation
of the financial statements.
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Our critical accounting policies are as follows:

Exploration Expenditures

All exploration expenditures are expensed as incurred. Significant property acquisition payments for active
exploration properties are capitalized. If no mineable ore body is discovered, previously capitalized costs are
expensed in the period the property is abandoned.

Revenue Recognition

Generally, the Company recognizes drilling service revenues as the drilling services are provided to the customer
based on the actual amount drilled for each contract. In some cases, the customer is responsible for mobilization and
“stand by” costs when the Company deploys its personnel and equipment to a specific drilling site, but for reasons
beyond the Company’s control, drilling activities are not able to take place. Usually, the specific terms of each
drilling job are agreed to by the customer and the Company prior to the commencement of drilling.

Intangible Assets

Intangible assets from the acquisition of Timberline Drilling, including employment contracts, and customer drilling
contracts, are stated at the estimated fair value at the date of acquisition. Amortization of employment contracts was
initially calculated on a straight-line basis over a useful life of three years. Amortization of the drilling contracts
was calculated on a straight-line basis over the life of the contracts (typically one year or less). The value of
employment and customer drilling contracts will be periodically tested for impairment. Any impairment loss
revealed by this test would be reported in earnings for the period during which the loss occurred.

Materials and Supplies Inventory

The Company values its inventories at the lower of average cost or market, using the first-in-first-out (FIFO)
method. Allowances are recorded for inventory considered to be in excess or obsolete. Inventories consist primarily
of parts, operating supplies, drill rods and drill bits.

Review of Carrying Value of Property and Equipment for Impairment

The Company reviews the carrying value of property and equipment for impairment whenever events and
circumstances indicate that the carrying value of an asset may not be recoverable from the estimated future cash
flows expected to result from its use and eventual disposition. In cases where undiscounted expected future cash
flows are less than the carrying value, an impairment loss is recognized equal to an amount by which the carrying
value exceeds the fair value of the asset. The factors considered by management in performing this assessment
include current operating results, trends and prospects, the manner in which the property is used, and the effects of
obsolescence, demand, competition, and other economic factors.

Goodwill

Goodwill relates to the acquisition of Timberline Drilling. In accordance with Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Intangible Assets,” at least annually goodwill is tested for impairment by
applying a fair value based test. In assessing the value of goodwill, assets and liabilities are assigned to the
reporting units and a discounted cash flow analysis is used to determine fair value. There was no impairment loss
revealed by this test as of September 30, 2008.

Derivative Financial Instruments

The Company does not use derivative instruments to hedge exposures to cash flow, market, or foreign currency
risks. Derivative financial instruments are initially measured at their fair value. For derivative financial instruments
that are accounted for as liabilities, the derivative instrument is initially recorded at its fair value, with changes in the
fair value reported as charges or credits to income. For option-based derivative financial instruments, we use the
Black-Scholes option pricing model to value the derivative instruments.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Not applicable.

ITEM 4. CONTROLS AND PROCEDURES

Conclusions of Management Regarding Effectiveness of Disclosure Controls and Procedures

At the end of the period covered by this report, an evaluation was carried out under the supervision of and with the
participation of the Company’s management, including the Chief Executive Officer and Chief Financial Officer,
Randal Hardy (“CEO/CFO”) and Chief Accounting Officer, Craig Crowell, (“CAQ”), of the effectiveness of the
design and operations of the Company’s disclosure controls and procedures (as defined in Rule 13a — 15(e) and Rule
15d - 15(e) under the Exchange Act). Based on that evaluation the CEO/CFO and the CAO have concluded that as
of the end of the period covered by this report, the Company’s disclosure controls and procedures were adequately
designed and effective in ensuring that: (i) information required to be disclosed by the Company in reports that it
files or submits to the Securities and Exchange Commission under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in applicable rules and forms and (ii) material
information required to be disclosed in our reports filed under the Exchange Act is accumulated and communicated
to our management, including our CEO/CFO and CAO, as appropriate, to allow for accurate and timely decisions
regarding required disclosure.

Changes in Internal Controls over Financial Reporting

In December 2008, during management’s evaluation of effectiveness of internal control over financial reporting for
the year ended September 30, 2008, management identified material weaknesses in the Company’s internal control
over financial reporting (as defined in Rule 13a-15(f) or 15d-15(f)). The material weaknesses identified include the
lack of sufficient knowledge of complex accounting issues and inconsistent application of accounting policies at our
WWE subsidiary. During the quarter ended December 31, 2008, management instituted remediation efforts to
address the weaknesses which materially affected the Company’s internal control over financial reporting. These
efforts include continued training for accounting staff, reinforcing to accounting staff the importance of consistent
application of accounting policies and consulting independent experts when complex transactions are entered into by
the Company. These changes were implemented by management of the Company, including the Chief Executive
Officer/Chief Financial Officer, Randal Hardy, and the Chief Accounting Officer, Craig Crowell. There were no
material costs in implementing the new procedures. No other changes in the Company’s internal control over
financial reporting, except remediation of material weaknesses as discussed above, that occurred during the
Company’s most recent fiscal quarter that have materially affected, or are reasonably likely to materially affect, the
Company’s internal control over financial reporting
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PART Il — OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS.

On January 16, 2009, the Company filed a complaint in the United States District Court for the District of Idaho (the
“Court™) against American Drilling, LLC, American Drilling Corporation (along with American Drilling, LLC
referred to as “American Drilling”), and Steven Elloway ("Elloway"). Timberline Drilling alleged that when
Elloway left employment with the Company he immediately started American Drilling, and that Elloway and
American Drilling have subsequently violated Elloway's Supplemental Income Agreement with Timberline Drilling,
which restricted his post-termination competitive activities. Timberline Drilling also asserted that Elloway and
American Drilling have converted confidential and proprietary Timberline Drilling information and documents,
misappropriated trade secrets, tortiously and negligently interfered with Timberline Drilling's contractual relations
with its business relationships and its prospective economic advantage, and that Elloway breached fiduciary duties
to Timberline Drilling and unjustly enriched himself. In addition to seeking monetary damages, Timberline Drilling
has asked the Court to issue an injunction to prohibit future improper competition or use of Timberline Drilling trade
secrets by Elloway or American Drilling. A temporary restraining order has been issued, and arguments regarding
the entry of a preliminary injunction were heard by the Court on February 11, 2009. The Court has not issued a
ruling, and Defendant's have yet to answer the complaint

No director, officer or affiliate of Timberline and no owner of record or beneficial owner of more than 5.0% of our

securities or any associate of any such director, officer or security holder is a party adverse to Timberline or has a
material interest adverse to Timberline in reference to pending litigation.

ITEM 1A. RISK FACTORS

There have been no material changes from the risk factors as previously disclosed in our Form 10-KSB, which was
filed with the SEC on December 30, 2008.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

During the quarter ended December 31, 2008, all transactions in which we have offered and sold unregistered
securities pursuant to exemptions under the Securities Act of 1933, as amended, have been previously reported on
Current Reports on Form 8-K.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES.
None.
ITEM 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS.

None.

ITEM5. OTHER INFORMATION.

None.
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ITEM 6. EXHIBITS.

311

31.2

32.1

32.2

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Rule 13a-14 and Rule 15d-
14(a), promulgated under the Securities and Exchange Act 0f1934, as amended

Certification of Chief Accounting Officer pursuant to Rule 13a-14 and Rule 15d-14(a), promulgated under
the Securities and Exchange Act 0f1934, as amended

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the

Sarbanes-Oxley Act
Certification of Chief Accounting Officer pursuant to Section 906 of the Sarbanes-Oxley Act
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Company has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

TIMBERLINE RESOURCES CORPORATION

By: /s/ Randal Hardy

Randal Hardy
Chief Executive Officer and Chief Financial Officer
(Principal Executive Officer and Principal Financial Officer)

Date: February 17, 2009

By: /s/ Craig Crowell

Craig Crowell
Chief Accounting Officer
(Principal Accounting Officer)

Date: February 17, 2009
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EXHIBIT 31.1

CERTIFICATION

I, Randal Hardy, certify that:

1.

2.

I have reviewed this Quarterly Report on Form 10-Q of Timberline Resources Corporation,

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

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

The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and
have:

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

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

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

The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

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

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

Date: February 17, 2009

By: /s/ Randal Hardy

Randal Hardy
Chief Executive Officer & Chief Financial Officer
Principal Executive and Financial Officer



EXHIBIT 31.2

CERTIFICATION

I, Craig Crowell, certify that:

1.

2.

I have reviewed this Quarterly Report on Form 10-Q of Timberline Resources Corporation,

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

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

The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and
have:

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

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

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

The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

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

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

Date: February 17, 2009

By: /s/ Craig Crowell

Craig Crowell
Chief Accounting Officer
Principal Accounting Officer



EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Timberline Resources Corporation (the “Company”) on Form 10-Q for the
period ended December 31, 2008, as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, Randal Hardy, Chief Executive Officer and Chief Financial Officer of the Company, certify, pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

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

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

Date: February 17, 2009
By: /s/ Randal Hardy

Randal Hardy
Chief Executive Officer & Chief Financial Officer
Principal Executive and Financial Officer

The foregoing certification is being furnished solely pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
(Section 1350 of Chapter 63 of Title 18 of the United States Code) and is not being filed as part of the Report or as a
separate disclosure document.



EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Timberline Resources Corporation (the “Company”) on Form 10-Q for the
period ended December 31, 2008, as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, Craig Crowell, Chief Accounting Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

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

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

Date: February 17, 2009
By: /s/ Craig Crowell

Craig Crowell
Chief Accounting Officer
Principal Accounting Officer

The foregoing certification is being furnished solely pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
(Section 1350 of Chapter 63 of Title 18 of the United States Code) and is not being filed as part of the Report or as a
separate disclosure document.
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