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CAUTIONARY NOTE REGA RDING FORWARD -LOOKING STATEMENTS

This Annual ReportonForm 20 and t he exhibits atd{ @aokedghstatemeonsai wi fihor
the Private Sagities Litigation Reform Act of 1995as amended Such forward oo ki ng st atements concern
anticipated results and developments in the Companyé@s operat
properties, plans reked to its business and other matters that may occur in the future. These statements relate to analyses and

other information that are based on forecasts of future results, estimates of amounts not yet determinable and assumptions of
managementThese st@ments include, but are not limited to, comments regarding:

1 the establishment and estimates of minea#ibn and reserves

1 the grade of mineralization and reserves

1 anticipated expenditures and costs in our operations;

1 planned exploration activities atfte anticipated outcome of such exploration activities;

1 plans and anticipated timing for obtaining permits and licenses for our properties;

1 expected future financing and its anticipated outcome;

1 anticipated liquidity to meet expected operating costs apilat requirements;

1 our ability to obtain financing to fund our estimated expenditure and capital requirements; and

1 factors expected to impact our results of operations.
Any statements that express or involve discussions with respect to predictionstatome, beliefs, plans, projections,
objectives, assumptions or future events or performessce (oft
not expecto, fAis expectedod, fAanticoparesondoeniddoesonostantng
events or results fAmayo, dAcouldo, Awoul do, fAmighto fatr Awill o

and may be forwartboking statements. Forwatdoking statements are subfeto a variety of known and unknown risks,
uncertainties and other factors which could cause actual events or results to differ from those expressed or implied by the
forward-looking statements, including, without limitation:

risks related to our propés being in the exploraticor developmenstage;

risks related our mineral operations being subject to government regulation;

risks related to future legislation and administrative changes to mining laws;

risks related to future legislation regardingrdite change

risks related to our ability to obtain additional capital to develop oerves if any;

risks related to land reclamation requirements and costs;

risks related to mineral exploration and development actibgasy inherently dangerous
risks related to our insurance coverage for operating risks;

risks related to cost increases for our exploration and development projects;

risks related to a shortage of equipment and supplies adversely affecting our ability to operate;
risks related to minal estimates;

risks related to the fluctuation of prices for precious and base metals, such as gold, silver and copper;
risks related to the competitive industry of mineral exploration;

risks related to our title and rights in our mineral properties;

risksrelated to integration issues with acquisitions;

risks related to joint ventures and partnerships;

risks related to our limited operating history;

risks related the possible dilution of our common stock from additional financing activities;
risks relatedo potential conflicts of interest with our management;

risks related to oulependence on key management

risks related to our Lookout Mountain and other acquired growth projects;

risks related to our business model;

risks related to our Canadian regolgtrequirements and

risks related to our shares of common stock.

B R I Il R R I B B |

This list is not exhaustive of the factors that may affect our forlaarking statements. Some of the important risks and
uncertainties that could affect forwal@bking statements areeds cr i bed further under the secti
ADescription of Businesso and offfikbacabCprdition and ResultDof Gperatisns @ o nt ind A
Annual Report. Should one or more of these risks or uncertaintiegatia¢ée or should underlying assumptions prove incorrect,

actual results may vary materially from those anticipated, believed, estimated or expected. We caution readers notdoeplace

reliance on any such forwatdoking statements, which speak ordg of the date made. We disclaim any obligation
subsequently to revise any forwdambking statements to reflect events or circumstances after the date of such statements or to

reflect the occurrence of anticipated or unanticipated evextept as reqred by law

We qualify all the forward-looking statements contained in this Annual Report by the foregoing cautionary statements.



PART I
Cautionary Note to U.S. Investors Regarding Mineral Reserve and Resource Estimates

Certain of the technical reperteferenced in this annual report use the terms "mineral resource," "measured mineral resource," "indicated
mineral resource" and "inferred mineral resource”. We advise investors that these terms are defined in and requiredosedia dis
accordancewt h Canadi an Securities Ad-a0lhStadardadf Disclesire fraviineral RrajéCtBill4& s t r u me
1010;) however, these terms are not defined terms under elweinSECOSs
reports and registration statements filed with the SEC. As a reporting issuer in Canada, we are required to prepaneowgpoiitsecal
properties in accordance with NI-481. We reference those reports in this annual report for informatiormdgas only and such reports

are not incorporated herein by reference. Investors are cautioned not to assume that any part or all of mineral tepaisigdrcategories

will ever be converted into Guide 7 compliant reserves. "Inferred mineral resbhasesa great amount of uncertainty as to their existence,

and great uncertainty as to their economic and legal feasibility. It cannot be assumed that all or any part of an ndeatedsource will

ever be upgraded to a higher category. Under Canadies, estimates of inferred mineral resources may not form the basis of feasibility or
pre-feasibility studies, except in rare cases. Investors are cautioned not to assume that all or any part of an infernexonircer &xists or

is economically olegally mineable.

ITEM 1. DESCRIPTION OF BUSINESS

General

We were incorporated in the State of Idaho on August 28, 1968 under the name Silver Crystal Mines, Inc., to engagenesthefbus
exploring for precious metal deposits and advancing tloerartd production.We ceased exploration activities during the 1990s and became
virtually inactive. In December 2003, a group of investors purchasepeB@ent of the issued and outstanding common stock from the then
controlling management teanin Januay 2004, we affected a offer-four reverse split of our issued and outstanding shares of common
stock and increased the number of our authorized shares of common stock to 100 million with a par value dfr$e@8lotherwise
indicated, all referencestein to shares outstanding and share issuances have been adjusted to give effect to the aforementioned stock split.

On February 2, 2004, our name was changed to Timberline Resources Corporation. Since the reorganization, we havexXpemiio@n
stage evaluating, acquiring and exploring minerakpectswith potential for economic deposits pfecious and base metal& prospect is

defined as a mining property, the value of which has not been determined by expl@atidngust 27, 2008 we mtorporated into the
State of Delaware pursuant to a merger agreement approved by our shareholders on August 22, 2008.

In March 2006, we acquire@imberline Drilling, Inc. ( A Ti mber | i ne Drillingo), fisoa whellyolvned k n o wn
subsdiary. Timberline Drilling was formed in 1996 and providesineral coredrilling services to the mining and mineral exploration
industriesprimarily in the western United States

In July 2007 we closedour purchase of the Butte Highlands Gold Projelrt. October 2008, we announced that we hgoeedto form a

50/50 joint venture witts ma | | Mi ne DsMDe Mt thepButee rHighlad8project In July 2009, we finalized the joint venture
agreement with Highland Minhhgndb)lCtoanrabfiel Bat & d&Jaddritegridbfjhe (| 8 HD &
joint venture agreement development began in the summer of 2009, with Highlamtting all mine development costhrough

devel opment . B o Hh g i b 80pedcént shar of dosts wall bedpaid out afetproceeds from future mine production.

In June 2010, we closed our acquisition of Staccato Gold Resources Ltd., aCénadéae d r esour ce company (ASt a
the business of acquiring, exploring and/&leping mineral properties with a focus on gold exploration in the domgwdtproducing
trends in NevadaAs a result of this acquisition, we obtained a c dlagshgp gadd exploration projecfi{(ookout Mountaid), and several
other projects at vayus stages of exploration in the Battle Mountain/Euigida trend in northcentral Nevada al ong wi t h St ac
wholly owned U.S. subsidiary,. BH Minerals USA, I nc (ABH Miner al

In September 2010ye closedour drilling services operation in M&o which wasoperated byour wholly owned Mexican subsidiary,
World Wide Exploration, S.A. de C.ViWorld Wided or AWWEQ), and movedubstantially albf the assets of WWE to thentled Statesto
beavailable for uséy Timberline Drilling.

In SeptembeR011, we announced that we had entered into abivating letter of intent to sell Timberline Drilling to a private company
formed by a group of investors, including certain members of the senior management team of Timberline DriNiogeniber 2011the

sale of Timberline Drilling was completed for a total value of approximately $15 million.

Unless otherwise indicated, any referencéTionberlined, or Aweo, fius o, fiour o, et c. r efakiss t o
subsidiaries, inading Timberline Drilling (where applicable prior to its sale), Staccato Gold and BH Minerals

Our Competition

The mineral exploration indugtis intensely competitive in all phasefn our mineral exploration activities, we will compete with many
companies possessing greater financial resources and technical facilitiaettafor the acquisition of mineral concessions, claims, leases



and other mineral interests as well as for the recruitment and retention of qualified empldfeesust overcom significant barriers to
enter into the business of mineral exploration as a result of our limited operating history.

We cannot assure you that we will be able to compete in any of our business areas effectively with current or futusompatithe
competitive pressures faced by us will not have a material adverse effect on our business, financial condition andespdtsating

Our Offices and Other Facilities

We currently maintairour administrative office at 101 East Lakeside Ave.eGor d 6 Al e n &he telepDon8riairBbkr4866) 513
4859 (toll free) or (208) 664852 Timberline also maintains a geological staff office at 1112 River St., Elko, NV 89801.

Our Employees

We arean exploration company and currentlywaa&ight employees, including certain officers and directok#&anagement expects to hire
staff and additional management as necessary as implementation of our business plan requires.

Our former subsidiay, Timberline Drilling, had approximately140 full-time employees in the U.S.We did not retain any of these
employees subsequent to the sale of Timberline Drilling in November of 2011. Our remaining subsidiaries do not haveyagsaiel
believe that our relationship with our employees is good.

Regulation

The exploration and mining industries operate in a legal environment that requires permits to conduct virtually allopeegapermits

are required by local, state and federal government agen€eteral agencies that may be involved inclutlee U.S. Forest Service
(USFS), Bureau of Land Management (BLM), Environmental Protection Agency (EPA), National Institute for Occupational 8afety an
Health (NIOSH), the Mine Safety and Health Administration (MSHA) and the Fish and Wildlife Service.(Fdi8idual states also have
various environmental regulatory bodies, such as Departments of Ec@logpl. authorities, usually counties, also have control over mining
activity. The various permits address such issues as prospecting, developmardiigmpdabor standards, taxes, occupational health and
safety, toxic substances, air quality, water use, water discharge, water quality, noise, dust, wildlife impacts, asheekmgaronmental

and socioeconomic issues.

Prior to receiving the necsary permits to explore or mina,mineoperator must comply with all regulatory requirements imposed by all
governmental authorities having jurisdiction over the project aveay often, in order to obtain the requisite permits, the operator must have

its land reclamation, restoration or replacement planspeoved. Specifically, the operator must present its plan as to how it intends to
restore or replace the affected area. Often all or any of these requirements can cause delays or involveliesstly altarations of the

proposed activity or time frame of operations, in order to mitigate impadtaf these factors make it more difficult and costly to operate

and have a negative and sometimes fatal impact on the viability of the exploratiunirog operation. Finally, it is possible that future
changes in these laws or regulations could have a significant impact on our business, causing those activities to lzdlyeceeahiated

at that time. For a more detailed discussion of governrakrand environmental regulatory requirements applicable to our mineral
exploration business see theOvectiew Dift Redufibe Dcryi, ptEicomoaof cPra

Overview of Our Mineral Exploration Business

We area mineral exploratiorand developmentompany. Mineral exploration is essentially a research activity that does not produce a
product. Successful exploration often results in increased project value that can be realized through the optieliimg o the claimed

site to larger companiediVe acquire properties which we believe have potential to host economic concentrations of minerals, particularly
gold, silver and copperThese acquisitions have and may take the form of unpatented miaing @n federal land, or leasing claims, or
private property owned by otherén unpatented mining claim is an interest that can be acquired to the mineral rights on open lands of the
federally owned public domainClaims are staked in accordance witle tdining Law of 1872, recorded with the federal government
pursuant to | aws and regul ations established by the Bupubkcau of
lands), and grant the holder of the claim a possessory intertast mineral rights, subject to the paramount title of the United States.

We will perform basic geological work to identify specific drill targets on the properties, and then collect subsurfags lsgmplling to

confirm the presence of mineralizati (the presence of economic minerals in a specific area or geological form&tierthay enter into

joint venture agreements with other companies to fund further exploeator developmemnwork. It is our plan to focus on assembling a

high quality goup of midstage mineral (gold, silver, and copper) exploration prospects, using the experience and contacts of the
management grouBy such prospects, we mean properties that may have been previously identified by third parties, including prior owners
such as exploration companies, as mineral prospects with potential for economic mineral@#garthese properties have been sampled,
mapped and sometimes drilled, usually with indefinite resitscordingly, such acquired projects will either haame prior exploration

history or will have strong similarity to a recognized geologic ore deposit médelwill place gographic emphasis on the western United
States.

The focus of our activity has been to acquire properties that we believe to Ivealunetd: including those that we believe to hold previously
unrecognized mineral potentiaProperties have been acquired through the location of unpatented mining claims (which allow the
claimholder the right to mine the minerals without holding titleht property), or by negotiating lease/option agreemedts.President,

Chief Executive Officer and ChairmaRaul Dircksenas well as our Vice President of Exploration, Steven Osterbevg,experience in



evaluating, staking and filing unpatented mgclaims, and in negotiating and preparing mineral lease agreements in connection with those
mining claims.

The geologic potential and ore deposit models have been defined and specific drill targets identified on the majoptppdértas. Our
property evaluation process involves using basic geologic fieldwork to perform an initial evaluation of a prifpiyevaluation is
positive, we seek to acquire it, either by staking unpatented mining claims on open public domain, or by leagipgrtiidrpm the owner

of private property or the owner of unpatented clai®sce acquired, we then typically make a more detailed evaluation of the property.
This detailed evaluation involves expenditures for exploration work which may include rockodnslmpling, geologic mapping,

geophysics, trenching, drilling, or other means to determine if economic mineralization is present on the property.

Portions of our mineral properties are owned by third parties, and leased to us, as outlinémlawing table.

Property Name Third Party Number of Area Agreements/
Claims Royalties
Butte Highlands Richardson Family 4 60 acres 3% to 4%Net Smelter
Trust Royalty( MSR0 ;)Annual
lease payment of $15,000
through 2012 and $20,000
each year thereafteno
October 1. Option to
purchase propertguring
lease ternfor $2,000,000
Snowstorm Hecla Mining 38 750 acres 4% NR; Annual lease
Company payment of $1,000.
Snowstorm Snowshoe Mining 6 78 acres 3% NSR Annual lease
Company payment of $15,000.
Spence Idaho Department of| Section 6, 640 acres 5% NSR Annual lease
Lands T12N R36E payment of $640.
White Rock Paul Schmidt & John 103 2,060 acres | 3% NSR; Alvance royalty
Thomas payments, ranging from
$20,000 to $50,000 annually
Option to purchase property
during lease term for
$100,000.
Toole Springs Bruce W. Miller 201 4,020 acres | 3% NSR; Alvance royalty
payments, ranging from
$20,000 to $100,000
annually.
Lookout Mountain Rocky Canyon Mining 373 6,368 acres | 3.5% NSR royalty + 1.5%
Company NSR royalty caped at $1.5
million (excludes Trevor
and Dave claims); 20 year
lease term commencing Jur
1, 2008; annual advanced
royalty payment of $72,000
(Pending legal opinion,
additional 2% NSR possible

All of the leases are contracts with varied terms, filvbich provide for us to earn an interest in the property or receive a royzity.
additional information eefiDescription of Propertybelow.

Our strategy with properties deemed to be of higher risk or those that would require very large explgratidituges is to present them to
larger companies for joint venturéur joint venture strategy is intended to maximize the abilities and skills of the management group,

conserve capital, and provide superior leverage for investbrge present a pragty to a major company and they are not interested, we
will continue to seek an interested partner.

For our prospects where drilling costs are reasonable and the likelihood of success seems favorable, we will undena#gliing.ovhe

target depth, the tenor of mineralization on the surface, and the general geology of the area are all factors that determine the risk as
calculated by us in conducting a drilling operatiddineral exploration is a research and development activity and is, bytaefjra high

risk business that relies on numerous untested assumptions and vahaioi@slingly, we make our decisions on a project by project basis.

We do not have any steadfast formula that we apply in determining the reasonableness of dralimyoooeparison to the likelihood of
success, i . e. in determining whether success seems fifavorabl e. ¢



Overview of Timberline Drilling, Inc orporated i Our Former Wholly Owned Subsidiary

In March 2006, Timberline acquired Kettle Drilling, Inwhich inSeptember 2008 changed its name to Timberline Drilling, Timberline
Drilling providescoredrilling services to mining and mineral exploration comparpesarily in the western United Statemmbining state

of the art equipment, worldlass techmial expertise, innovative thinking, and a strong safety recdiichberline Drilling specializes in
underground drilling services in support of active mining operations and advanced exploration projects. Working primashaiished
companies, itsusiness is less cyclical than that of surface drillers at-stalye exploration sites, where supplies, infrastructure, and project
funding are less predictable.

During the year ended September 30, 2010, due to a difficult operating environment, gidtiamcial results, and increasing country
related risk, we decided to ceaso®whled Mpai aanossbef dTiamlyer Miom é «
rigs and related assets were moved back to the U.S. where they becaidedion use by Timberline Drilling.

During the year ended September 30, 2011, we announced that we had entered isiimdimpietter of intent to sell Timberline Drilling.
During the year ended September 30, 282 sale of Timberline Drilling @s completed for a total value of approximately $15 million.

The Commodities Market

The prices of gold andsilver have fluctuated during the last several ygalthough e price of gold and silver have bothsen steadilyover
the past three yearsn 2010, gold traded betweespproximately$1,058and H.,421per ounce, based on the London PM Fix Price. 120
gold traded between approximately,$19and $,895 and in 2A2 to dategoldhastraded between approximately,$40 and $1,79¢hased
onthe London PM Fix Price). The price of gold based on the London PM Fix Price closed at $1,694 on December 6, 2012.

In 2010, the price of silver per ounce ranged from approximately $15.14 to $30.70, based on the London Fix Price. thin @kl pf
silver ranged from approximately $26.16 to $48.70 per ounce, and in 2012 to date, silver has traded between approxifiatehd $26
$37.23 (based on the London Fix Price). The price of silver based on the London Fix Price cldgetBair$December @012.

Seasonality

Seasonality in Nevada and Montana is not a material factor to our operations. Certain surface exploration work maycwetltidae
when there is no snow on the ground but it is not a material issue.

ITEM 1A. RISK FACTORS

An investment in an exploration stage mining company with a short history of operations such as ours involves an unusuallyniigh amo
risk, bothknown andunknown, present and potential, including, but not limited to the risks enumerated below.

Failure tosuccessfully address the risks and uncertainties described below would have a material adverse effect on our busiakss, financ
condition and/or results of operations, and the trading price of our common stock may decline and investors may |asé dlltloeip
investment. We cannot assure you that we will successfully address these risks or other unknown risks that may affieessur bu

Estimates of mineralized material are forw#rdking statements inherently subject to error. Althongheralzation and reservestimates
require a high degree of assurance in the underlying data when the estimates are made, unforeseen events and urbotsotiablbdgve
significant adverse or positive impacts on the estimates. Actual results will itihedéfer from estimates. The unforeseen events and
uncontrollable factors include: geologic uncertainties including inherent sample variability, metal price fluctuatidienwarianining and
processing parameters, and adverse changes in envirohmentizing laws and regulationgVe cannot accurately predidtet timing and
effects of variances from estimated values.

Risks Related To Our Company
We have a limited operating history on which to base an evaluation of our business and prospects.

Although we have been in the business of exploring mineogdepties since our incorporation in 1968, we were inactive for many years
prior to our new management in January 2084#ce January 2004, we have not yet located any mineral resksva.resul, we have not

had any revenues from our exploration divisiBlowever we have had a drilling services whettyned subsidiary which has generated
revenues in past fiscal yearns addition, our operating history has been restricted to the acquisitioexptoration of our mineral properties
and this does not provide a meaningful basis for an evaluation of our prospects if we ever determine that we have esenireeaid
commence the construction and operation of a mi@dther than through convential and typical exploration methods and procedures, we
have no additional way to evaluate the likelihood of whether our mineral properties contain any mineral reserve on theiahey will

be operated successfullAs a resultwe are subject tolleof the risks associated with developing and establishing new mining operations
and business enterprises including:

1 completion of feasibility studies to verify reserves and commercial viability, including the ability to find sufficient gold
reserves teupport a commercial mining operation;

1 the timing and cost, which can be considerable, of further exploration, preparing feasibility studies, permitting and
construction of infrastructurenining and processing facilities;



1 the availability and costs of diriequipment, exploration personnel, skilled labor and mining and processing equipment, if

required;

compliance with environmental and other governmental approval and permit requirements;

the availability of funds to finance exploration, development amdtcaction activities, as warranted;

potential opposition from negovernmental organizations, environmental groups, local groups or local inhabitants which may

delay or prevent development activities;

1 potential increases in exploration, construction aperating costs due to changes in the cost of fuel, power, materials and
supplies; and

1 potential shortages of mineral processing, construction and other facilities related supplies.

E )

The costs, timing and complexities of exploration, development and eciistr activities may be increased by the location of our properties
and demand by other mineral exploration and mining companies. It is common in exploration programs to experience umekjeroted p
and delays during drill programs and, if warrantedetigpment, construction and mine stapt Accordingly, our activities may not result in
profitable mining operations and we may not succeed in establishing mining operations or profitably producing metal§ atrany o
properties There is no history upowhich to base any assumption as to the likelihood that we will prove successful and we can provide
investors with no assurance that we will generate any operating revenues or ever achieve profitable operations.

We have a history of losses and expectomtinue to incur losses in the future.

We have incurred losses since inception and expect to continue to incur losses in the future. We incurred the follosvilngmosse
continuing operations during each of the following periods:

1 $7,171,57Zor the year ended September 30, 2012;
1 $6,835,8660r the year ende8eptember 30, 2011; and
1  $5,843,1140r the year ended September 30, 2010.

We had an accumulated deficit of approximately $38 million as of September 30, 2012. We expect to continue to syantdsssand until

such time as one of our properties enters into commercial production and generates sufficient revenues to fund comttiamsy G
recognize that if we are unable to generate significant revenues from mining operations antibdspdsiur properties, we will not be able

to earn profits or continue operationét this early stage of our operation, we also expect to face the risks, uncertainties, expenses and
difficulties frequently encountered by companies at the start up efateir business developmentWe cannot be sure that we will be
successful in addressing these risks and uncertainties and our failure to do so could have a materially adverse effecinaialour
condition.

Risks Associated With Miningand the Exploration Portion of Our Business

All of our properties are in the exploratioor developmenstage. There is no assurance that we can establish the existence of any mineral
reserve on any of our properties in commercially exploitable quantities. Until e do so, we cannot earn any revenues from these
properties and if we do not do so we will lose all of the funds that we expend on exploration. If we do not discover araj reszeve in

a commercially exploitable quantity, the exploration componenbaf business could fail.

We have not established that anyoaf mineral propertiesontain any mineral reserve according to recognized reserve guidelines, nor can
there be any assurance that we will be able to do so. A mineral reserve is bgtime&ecurities and Exchange Commission in its Industry
Guide 7 (http://www.sec.gov/divisions/corpfin/forms/industry.htm#secguide?) as that part of a mineral deposit, whichemmidmeally

and legally extracted or produced at the time of the resereendeation. The probability of an individual prospect ever having a "reserve"
that meets the requirements of the Securities and Exchange Commission's Industry Guide 7 is extremely remote; in igfl quobabil
mineral propefesdo not contain any ‘resegvand any funds that we spend on exploration will probably be lost. Even if we do eventually
discover a mineral reserve on one or more of our properties, there can be no assurance that they can be developeithdgntoimesdirad

extract thoseminerals Both mineral exploration and development involve a high degree of risk and few properties which are explored are
ultimately developed into producing mines.

The commercial viability of an established mineral deposit will depend on a number of faduimigdy way of example, the size, grade
and other attributes of the mineral deposit, the proximity ofntiveeral deposito infrastructure such as a smelter, roads and a point for
shipping, government regulation and market prices. Most of these fagtobe beyond our control, and any of them could increase costs
and make extraction of any identified minedabositunprofitable.

Mineral operations are subject to applicable law and government regulation. Even if we discover a mimesevein a commercially
exploitable quantity, these laws and regulations could restrict or prohibit the exploitation of that mirressrve If we cannot exploit any
mineral reservethat we might discover on our properties, our business may fail.

Both mineral exploation and extraction require permits from various foreign, federal, state, provincial and local governmental authorities
and are governed by laws and regulations, including those with respect to prospecting, mine development, mineral gradsptagn,
export, taxation, labor standards, occupational health, waste disposal, toxic substances, land use, environmentainur&esafety and

other matters.Regarding our future ground disturbing activity on federal land, we will be required to olgaimd from the US Forest
Service or the Bureau of Land Management prior to commencing exploratiere can be no assurance that we will be able to obtain or



maintain any of the permits required for the continued exploration of our mineral propefoesha construction and operation of a mine
on our properties at economically viable costs. If we cannot accomplish these objectives, our business could facardiffic ).

We believe that we are in compliance with all material laws and rigndathat currently apply to our activities but there can be no
assurance that we can continue to do so. Current laws and regulations could be amended and we might not be able tb twnplasvit
amended. Further, there can be no assurance that Wmewible to obtain or maintain all permits necessary for our future operations, or that
we will be able to obtain them on reasonable terms. To the extent such approvals are required and are not obtained detayedyobe
prohibited from proceeding witplanned exploration or development of our mineral properties.

Environmental hazards unknown to us, which have been caused by previous or existing owners or operators of the prpmiseégmnma

the properties in which we hold an interebt.pastyears we have been engaged in exploration in northern Idaho, which is currently the site
of a Federal Superfund cleanup project. Althoughareno longer involved in this or other areas at present, it is possible that environmental
cleanup or other envimmental restoration procedures could remain to be completed or mandated by law, causing unpredictable and
unexpected liabilities to ariseAt the date of this\nnual Report,we are not aware of any environmental issues or litigation relating to any

of its current or former properties.

Future legislation and administrative changes to the mining laws could prevent us from exploring our properties.

New state and U.S. federal laws and regulations, amendments to existing laws and regulations, adeninisifatétation of existing laws
and regulations, or more stringent enforcement of existing laws and regulations, could have a material adverse impabtligntour
conduct exploration and mining activitieAny change in the regulatory structure rimakit more expensive to engage in mining activities
could cause us to cease operations.

Regulations and pending legislation governing issues involving climate change could result in increased operating coskscoiit
have a materiahdverse effectwour business.

A number of governments or governmental bodies have introduced or are contemplating regulatory changes in responselimatarious
change interest groups and the potential impact of climate change. Legislation and increased reggeatimg rclimate change could
impose significant costs on us, our venture partners and our suppliers, including costs related to increased energytseqaipéaie
equipment, environmental monitoring and reporting and other costs to comply with gutdtioes. Any adopted future climate change
regulations could also negatively impact our ability to compete with companies situated in areas not subject to suetsli@iteth the
political significance and uncertainty around the impact of climatagghand how it should be dealt with, we cannot predict how legislation
and regulation will affect our financial condition, operating performance and ability to compete. Furthermore, even wathmgudation,
increased awareness and any adverse puyhiicthe global marketplace about potential impacts on climate change by us or other companies
in our industry could harm our reputation. The potential physical impacts of climate change on our operations are hitgily ande

would be particular to #hgeographic circumstances in areas in which we operate. These may include changes in rainfall and storm patterns
and intensities, water shortages, changing sea levels and changing temperatures. These impacts may adversely imgaodtiaiaost,

and fnancial performance of our operations.

If we establish the existence of a mineradserveon any of our properties in a commercially exploitable quantity, we will require
additional capital in order to develop the property into a producing mine. If vaarot raise this additional capital, we will not be able to
exploit thereserve and our business could fail.

If we do discover mineral res/es in commercially exploitable quantities on any of our properties, we will be required to expend substantial
sums of money to establish the extent of theemes develop processes to extract it and develop extraction and processing facilities and
infrastructure. There can be no assurance thatiaeral reservevill be large enough to justify commercial operationsr can there be any
assurance that we will be able to raise the funds required for development on a timely basis. If we cannot raise tlyecapitaksar
complete the necessary facilities and infrastructure, our business may fail.

Land reclamationrequirements for our properties may be burdensome and expensive.

Although variable depending on location and the governing authority, land reclamation requirements are generally impsadl on m
exploration companies (as well as companies with minirgatjpns) in order to minimize long term effects of land disturbance.

Reclamation may include requirements to:

Acontrol dispersion of potentially deleterious effluents; and
Areasonably restablish pralisturbance land forms and vegetation.

In order to carry out reclamation obligations imposed on us in connection with our potential development activities, we matgst alloc
financial resources that might otherwise be spent on further exploration and development programs. We plan to setiop fopmwis
reclamation obligations on our properties, as appropriate, but this provision may not be adequate. If we are requjredttorearticipated
reclamation work, our financial position could be adversely affected.



Mining exploration and develomentis inherently dangerous and subject to conditions or events beyond our control, which could have a
material adverse effect on our business and plans.

Mining and mineral exploration involves various types of risks and hazards, including:

environmenrdl hazards;

power outages;

metallurgical and other processing problems;

unusual or unexpected geological formations;

personal injury, flooding, fire, explosions, cawns, landslides and rodbursts;
inability to obtain suitable or adequate machinery, gaeint, or labor;
metals losses;

fluctuations in exploration, development and production costs;

labor disputes;

unanticipated variations in grade;

mechanical equipment failure; and

periodic interruptions due to inclement or hazardous weather conditions.
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These risks could result in damage to, or destruction of, mineral properties, production facilities or other propertiad, imergo
environmental damage, delays in mining, increased production costs, monetary losses and possible legal liability.

Mineral exploration and development is subject to extraordinary operating risks. We do not currently insure against thesénrisies.
event of a cawvén or similar occurrence, our liability may exceed our resources, which would have an adverse impact dbooepany.

Mineral exploration, development and production involve many risks, which even a combination of experience, knowledgduand car
evaluation may not be able to overcome. Our operations will be subject to all the hazards and risks inherexplioraétion, development

and production ofinerak, including liability for pollution, cawns or similar hazards against which we cannot insure or against which we
may elect not to insure. Any such event could result in work stoppages and damagetty pincluding damage to the environment. We do
not currently maintain any insurance coverage against these operating hazards. The payment of any liabilities that amigesdiatm
occurrence would have a material, adverse impact on our Company.

Increased costs could affect our financial condition.

We anticipate that costs at our projects that we may explore or develop, will frequently be subject to variation fromtoileeyraxt due

to a number of factors, such as changing ore grade, mgiabund revisions to mine plans, if any, in response to the physical shape and
location of the ore body. In addition, costs are affected by the price of commaodities such as fuel, rubber, and Sectriciiynmodities

are at times subject to volatile gei movements, including increases that could make production at certain operations less profitable. A
material increase in costs at any significant location could have a significant effect on our profitability.

A shortage of equipment and supplies couldvarsely affect our ability to operate obusiness.

We are dependent on various supplies and equipment to carry out our mining exploration and, if warranted, developnoerst djerati
shortage of such supplies, equipment and parts could have a madegede effect on our ability to carry out our operations and therefore
limit or increase the cost of production.

Estimates of mineralized material are subject to evaluation uncertainties that could result in project failure.

Our exploration and futurmining operations, if any, are and would be faced with risks associated with being able to accurately predict the
quantity and quality of mineralized material within the earth using statistical sampling techriigtiesates of any mineralized material o

any of our properties would be made using samples obtained from appropriately placed trenches, test pits and undergngarehdork
intelligently designed drilling.There is an inherent variability of assays between check and duplicate samplegljatent &0 each other

and between sampling points that cannot be reasonably eliminadeiitionally, there also may be unknown geologic details that have not
been identified or correctly appreciated at the current level of accumulated knowledge alpwoperdies. This could result in uncertainties

that cannot be reasonably eliminated from the process of estimating mineralized material. If these estimates were be pronediable,

we could implement an exploitation plan that may not lead to coomfigrviable operations in the future.

Mineral prices are subject to dramatic and unpredictable fluctuations.

Other than from our drilling services subsidiaries, we expect to derive revenues, if any, from the eventual extractoofgnmécaus ad

base metals such as galddsilver. The price of those commodities has fluctuated widely in recent years, and is affected by numerous factors
beyond our control including international, economic and political trends, expectations of inflation, cexelmayge fluctuations, interest

rates, global or regional consumptive patterns, speculative activities and increased production due to new extractioerdevatap
improved extraction and production methods. The effect of these factors on the pbaseo&nd precious metals, and, therefore, the
economic viability of any of our exploration projects, cannot accurately be predicted.
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The mining industry is highly competitive and there is no assurance that we will continue to be successful in acquiriagahclaims. If
we cannot continue to acquire properties to explore for mineretlmaterial, we may be required to reduce or cease exploration activity
and/or operations.

The mineral exploration, development, and production industry is largelgtegrated. We compete with other exploration companies
looking for mineral properties and th@nerak that can be produced from them. While we compete with other exploration companies in the
effort to locate and license mineral properties, we do not compisiehem for the removal or sales of mineral products from our properties

if we should eventually discover the presence of them in quantities sufficient to make production economically feasilyl@vRitue
markets exist worldwide for the sale ofig@nd other mineral products. Therefore, we will likely be able to sell any gold or mineral products
that we identify and produce.

There are hundreds of public and private companies that are actively engaged in mineral expforafioesentative sgoie of exploration
companies that are similar tisin size, financial resources and primary objective include such publicly traded mineral exploration companies
asMidway Gold Corp. (MDW)General Mly, Inc. (GMO),Klondex Mines Ltd. (KDX.TO), Solitario ¥ploration and Royalty Corp. (XPL)

and Mines Management (MGN).

Many of our competitors have greater financial resources and technical facilities. Accordingly, we will attempt to comgelte through

the knowledge and experience of our managem@&hts competition could adversely affect our ability to acquire suitable prospects for
exploration in the future. Accordingly, there can be no assurance that we will acquire any interest in additional npeetiastat might
yield reserves or result icommercial mining operations.

Third parties may challenge our rights to ounineral properties or the agreements that permit us to explore our properties may expire if
we fail to timely renew them and pay the required fees.

In connection with the acigition of our mineral properties, we sometimes conduct only limited reviews of title and related matters, and
obtain certain representations regarding ownershifese limited reviews do not necessarily preclude third parties from challenging our title
and, furthermore, our title may be defectiv@onsequently, there can be no assurance that we hold good and marketable title to all of our
mining concessions and mining claimi.any of our concessions or claims were challenged, we could incur sighifioats and lose
valuable time in defending such a challen@édese costs or an adverse ruling with regards to any challenge of our titles could have a
material adverseffect on our financial position or results of operatiofifiere can be no assurartbat any such disputes or challenges will

be resolved in our favor.

We are not aware of challenges to the location or area of any of our mining claims. There is, however, no guarantet® that ¢ihims
will not be challengedr impugned in the fure.

Acquisitions and integration issues may expose us to risks.

Our business strategy includes making targeted acquisitions. Any acquisition that we make may be of a significant benegentde scale

of our business and operations, and may expssto new geographic, political, operating, financial and geological risks. Our success in our
acquisition activities depends on our ability to identify suitable acquisition candidates, negotiate acceptable ternsudbr arguisition

and integrate #acquired operations successfully with our own. Any acquisitions would be accompanied by risks. For example, there may be
significant decreases in commodity prices after we have committed to complete the transaction and have establishedeh&ipencha
exchange ratio; a potential materialized property may prove to be below expectations; we may have difficulty integesigidetthg the
operations and personnel of any acquired companies, realizing anticipated synergies and maximizing #ieafidastcategic position of

the combined enterprise and maintaining uniform standards, policies and controls across the organization; the intéigeatioquited
business or assets may disrupt our ongoing business and our relationships with emplsyee®rs, suppliers and contractors; and the
acquired business or assets may have unknown liabilities which may be significant. If we choose to use equity secunsiigsrason for

such an acquisition, existing shareholders may suffer dilutioarmétively, we may choose to finance any such acquisition with our existing
resources. There can be no assurance that we would be successful in overcoming these risks or any other problemsircoomeietied

with such acquisitions.

Joint venturesand other partnerships in relation to our properties may expose ussks.

We are currently involved in, and may enter into in the future, joint ventures or other partnership arrangements wittieshier nelation

to the exploration, developmentdaproduction of certain of the properties in which we have an interest, particularly the Butte Highlands
project. Joint ventures can often require unanimous approval of the parties to the joint venture or their represerdattags filmdamental
decsions such as an increase or reduction of registered capital, merger, division, dissolution, amendments of constatitsy eoduimen
pledge of joint venture assets, which means that each joint venture party may have a veto right with respectdisisnshwiiéch could

lead to a deadlock in the operations of the joint venture or partnership. Further, we may be unable to exert contadégicedestisions

made in respect of such properties. Any failure of such other companies to meet theiobligatis or to third parties, or any disputes with
respect to the parties' respective rights and obligations, could have a material adverse effect on the joint venturpsoperties and
therefore could have a material adverse effect on our resbltperations, financial performance, cash flows and the price of our
commonstock.



Risks Related To Our Company
Conflicts of Interest

Certain of our officers and directors may be or become associated with other businesses, including natueatoegoames that acquire
interests in mineral propertiesSuch associations may give rise to conflicts of interest from time to ting. directors are required by
DelawareCorporation law to act honestly and in good faith with a view to our best itstened to disclose any interest, which they may
have in any of our projects or opportunities. In general, if a conflict of interest arises at a meeting of the boatdrsf dimgdirector in a
conflict will disclose his interest and abstain from votimgsuch matter or, if he does vote, his vote will not be counted.

We have not adopted any separate formal corporate policy regarding conflicts of interest; however other corporate goeasusesdave

been adopted, s uch acommittee raquiiing pdeendednt directoAdditiorsalfy, oar Cade of Ethics does address

areas of possible conflicts of interegts of the date of filing of this repartve hadfour independent directors on our board of directors (Jim
Moore, Vance Thmsberry Robert Martinez,and Troy Fierrd. We haveformed three committees to ensure our compliance with the
requirements of th&lYSE Amex We established an independent audit committee consistitvgpahdependent directordoth of whom
weredeternmmed t o be Afinancially I iterated and one of whom was des
committee and a corporate governance and nominating committee, both of which are comprised entirely of independentAditbigors.

time, we feel that these committees and our Code of Ethics provide sufficient corporate governance for our purposeseetdtivall

specific requirements of tiéYSE Amex.

Dependence on Key Management Employees

The nature of both sides of our busimesur ability to continue our exploration and development activities and to develop a competitive edge
in the marketplace depends, in large part, on our ability to attract and maintain qualified key management personnébrClampath
personnel isntense, and there can be no assurance that we will be able to attract and retain such personnel. Our developmenth@gow and in
future will depend on the efforts of key management figures suBtaasDircksenRandal HardySteven Osterberg and Craig CelivThe

loss of any of these key people could have a material adverse effect on our business. In this regard, we have attelnpteitheorisk
associated with the loss of key personmell have obtainediréctors andofficers insurance coverage. Inditon, we have expanded the
provisions of our equity incentive plan so that we can provide incentives for our key personnel.

Wemay not realize the benefits ¢iie Lookout Mountainand other acquiredyrowth projects.

As part ofour strategywe will continue existing efforts and initiate new efforts to develop gold and other mineral prdjéetsave a large
number of such projectincluding the Lookout Mountain projecA number of risks and uncertainties are associated with the development
of thesetypes of projects, including political, regulatory, design, construction, labor, operating, technical and technologiealdrisks
uncertainties relating to capital and other costs and financing risks. The failure to successfully develop any oféafiise dnitid have a
material adverse effect aur financial position and results of operations.

As part of our business modelye pursue a strategy that may cause us to expend significant resources exploring properties that may not
become revenuproducingsites, includingthe Lookout Mountain project.

Part of our business model is to pursue a strategy which includes significant exploration activities, such as proposed exptheation at
Lookout Mountain projectBecause of the nature of exploration foeri ous met al s, a propertyds explor
significant amount of geologic information has been generademay spend significant resources exploring the Lookout Mountain project

and gathering certain geologic information otdydetermine that the project is not capable of being a reyamaeicing property fous

Our business is subject to evolving corporate governance and public disclosure regulations that have increased both oiancenspksts
and the risk of noncenpliance, which could have an adverse effect on our stock price.

We are subject to changing rules and regulations promulgated by a number of governmentalregdiatelfl organizations, including the

SEC, the NYSE MKT, and the Financial Accounting Stmls Board. These rules and regulations continue to evolve in scope and
complexity and many new requirements have been created in response to laws enacted by Congress, making complianadtraack diffic
uncertain. For example, on July 21, 2010, Congpassed the DodBr an k Wal | Street Reform and- Consu
Frank Acto) with increased disclosure obligations forocamlplic c
with the DoddFrank Act and other newegulations have resulted in, and are likely to continue to result in, increased general and
administrative expenses and a diversion of management time and attention from-gereraéing activities to compliance activities

We arerequired to comply wh Canadian securities regulations and be subject to additional regulatory scrutiny in Canada.

Wearea Or epor t i nGanadispsouirees ®f Biitish Colimdia and Albertés a resultpur disclosure outside the United States

differs from the @sclosure contained in our SEC filingsOur reserve and resource estimates disseminated outside the United States are not
directly comparable to those made in filings subject to SEC reporting and disclosure requirements, as we generall\emeggmades
resources in accordance with Canadian practices. These practices are different from the practices used to report resewveeand
estimates in reports and other materials filed with the SEC. It is Canadian practice to report measured, indirdércedn@sources,

which are generally not permitted in disclosure filed with the SEC. In the United States, mineralization may not bd claasffie a @A r es e
unless the determination has been made that the mineralization could be economically bngdrijeded or extracted at the time the
reserve determination is made. United States investors are cautioned not to assume that all or any part of measuteddl resndicas will
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ever be converted into r eser veatamourk of uncdmanty,as téther éxestencecadd as te whether they s 0
can be mined Il egally or economically. Di sclosure of \eveptheai ned
SEC only permits i s ssureptace tonnage angl grade withdutrrefesence to andt snéasdieesrdingly, information
concerning descriptions of mineralization, reserves and resources contained in disclosure released outside the Umitey 1$tates
comparable to information meagublic by other United States companies subject to the reporting and disclosure requirements of the SEC.

We arealsosubject to increased regulatory scrutiny and costs associated with complying with securities legisteitada For example,
we aresubject to civil liability for misrepresentations in written disclosure and oral statements. Legislation has been enhetsd in
provinces which creates a right of action for damages against a reporting issuer, its directors and certain of its tfficerent that the
reporting issuer or a person with actual, implied or apparent authority to act or speak on behalf of the reportingé&smsea bcument or
makes a public oral statement that contains a misrepresentation or the reportingilssteenfake timely disclosure of a material change.
We do not anticipate any particular regulation that would be difficult to comply witbwever failure to comply with regulations may
result in civil awards, fines, penalties and orders that could aawadverse effect ars

Risks Associated With Our Common Stock
Our stock price has been volatile and your investment in our common stock could suffer a decline in value.

Our common stock ifradedon the NYSEMKT and the TSX Venture Exchangelhe market price of our common stock may fluctuate
significantly in response to a number of factors, some of which are beyond our control. These factors include pricen8usftyaécious
metals, government regulations, disputes regarding mining claiwad Istock market fluctuations and economic conditions in the United
Statesand Canada

We do not intend to pay any dividends shares ofour common $ock in the near future

We do not currently anticipate declaring and paying dividends to our shdeehah the near futureand any futuredecision as to the
payment of dividends will be at the discretion of our board of directors and will depend upon our earnings, financial pagita
requirements, plans for expansion and such other factorsrdsoard of directors deems relevaiit.is our current intention to apply net
earnings, if any, in the foreseeable futurdéinance the growth and development of our business

Investors interess in our Company will be diluted and investors may suffdilution in their net book value per share if we issue
additional employee/director/consultant options or if we sell additional shares to finance our operations.

We have not generated revenue from exploration since the commencement of our explagdion 3anuary 2004In order to further
expand our company amdeet ourobjectives any additional growth and/or expanded exploration activity may need to be financed through
sale of and issuance of additional shamesluding, but not limited to, raisg finances to explore our South Eureka propédftythermore, to
finance any acquisition activity, should that activity be properly approved, and depending on the outcome of our exptmedios, we

may also need to issue additional shares to finfutaee acquisitions, growth and/or additional exploration programs of any or all of our
projects or to acquire additional properties. We may also in the future grant to some or all of our directors, offibers, aml key
employees options to purcleasur common shares as roash incentives. The issuance of any equity securities could, and the issuance of
any additional shares will, cause our existing shareholders to experience dilution of their ownership interests.

If we issue additional shares decide to enter into joint ventures with other parties in order to raise financing through the sale of equity
securities, investors' interests in our Company will be diluted and investors may suffer dilution in their net book ghlre plepending on

the price at which such securities are s@d of the date of the filing of this report there are also outstanding options granted that are
exercisable into 804,357 common shares. If all of these were exercised or converted, these would represeithapgyd®% ofour issued

and outstanding shards.all of these warrants and options are exercised and the underlying shares are issued, such issuance will cause a
reduction in the proportionate ownerslaipd voting power of all other shareholders. THetiin may result in a decline in the market price

of our shares.

We are subject to the continued listing criteria of thetshNYSE M
these criteria may result in delisting of our shares afmmon stock

Our shares of common stock are currently listed on the NYSE MKT and the TSX.V. In order to maintain the listing, we mtaist mai
certain share prices, financial, and share distribution targets, including maintaining a minimum amount & kho| der sé equi
minimum number of public shareholders. In addition to objective standards, the NYSE MKT and the TSX.V may delist ties séeumyt

i ssuer if, in its opinion, t he i s s u e rafisfactdryi ihiteappearsaHhat the extedt oftpibicn a n
distribution or the aggregate market value of the security has become so reduced as to make continued listing on the Y SEXKT
inadvisable; if the issuer sells or disposes of principal operatisgts or ceases to be an operating company; if an issuer fails to comply with
the listing requirements of the NYSE MKT or TSX. V; i f aWN i ssuece
considers a fil ow s e lisitadcorgct this Viaa ecversa spld of shares aftesnstification by the NYSE MKT or TSX.V;

or if any other event occurs or any condition exists which makes continued listing on the NYSE MKT or TSX.V, in their, opinion
inadvisable.

If the NYSE MKT orthe TSX.V delists our shares of common stock, investors may face material adverse consequences, including, but not

limited to, a lack of trading market for our securities, reduced liquidity, decreased analyst coverage of our secuaitiesahitity fa us to
obtain additional financing to fund our operations.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

Not Applicable.
ITEM 2. DESCRIPTION OF PROPERTIES

Summary of Timberlineds Mineral Exploration Prospects

As of Decembe2012, we haveacquired mineral prospts for exploration in Nevaddontanaand Idaho mainly for target commaodities of
gold, silverand copper. The prospects are held by both patented and unpatented mining claims owned ditesctly thyough legal
agreements conveying exploration and depsient rights taus Most of our prospects have had a prior exploration histamg this is

typical in the mineral exploration industriost mineral prospects go through several rounds of exploration before an economic ore body is
discovered and priowork often eliminates targets or points to new onAfso, prior operators may have explored under a completely
different commaodity price structure or technological regime. Mineralization which was uneconomic in the past may be atecgnae
marketprices when extracted and processed with modern technology.

Nevada Gold Properties

South Eureka Battle Mountair’Eureka Trend)

We acquired th&outh Eureka propertg s part of our acquisition of Staccholyown@bl| d Re
subsidiary, BH Minerals USA, | nc. cénipisésaMdrea ef apploxémately 15000 acdes or more2 0 1 |
than 23 square miles. The propérty n o r t h eis lacatédappraxichatelyl mile souh of the town ofEureka, Nevada, in the Eureka

Mining district within the Battle Mountaiih EurekaMineral Trend, also referred to as the Cortez Trend.

The South Eureka property has kimown reserves, as defined under Guide 7, and the proposed program for the psopatgratory in
nature.

Property Description

The South Eureka propertg located in the southern part of the Eureka mining district of Eureka County, Nevada, within T19N, R53E and
unsurveyed T17N and T18N, R53E at the southern end of the Cortez(Batld Mountain/Eureka Trend). The South Eureka property is

also within the bounds of the United States Geological SUfiégGS ) 1: 24,000 scale 7.5 minute topc
Summit and Spring Valley Summit quadrarggle
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Explanation

Cities and Towns
® Eureka

Active Exploration
High Priority
Secondary
D Existing Open Pits
[ claim block

. _I Township Boundaries

Explanation
% Major Deposits
® Major Cities

[] Mineral Trends

— Major Freeways

Miles

200

300

e ————

Town of Eureka
|

®

New York Canyon

Claim Block

Secret Canyon/Oswego k

Hamburg Ridge

y

Wiimberiine BH MINERALS US INC.

Awholly owned subsidiary of Timberline Resources Company

South Eureka Project Location

Eureka County, Nevada. Township 18 North, Range 53 East, Secs.2and 11, MD.B & M

Date September 30, 2011 | Scale 1:150,000

13




All unpatented mining &ims on the South Eureka property have been located under the General Mining Laws of the United States on US
Bureau of Land ManagemefiBLM0 ) managed | ands.

We pay federal and countglaim maintenance é&s on the South Eureka property. Hetleralclaim is due to the BLM by SeptembeY 1
each year, and the remainder is due to Eureka County by Novefhbach year. Theoflowing tablesummarizes the claims and royalties
for the South Eureka property:

South Eureka Property Claim and Royalty Summary

Property Name Type of Number Area
& Agreements/Royalties Claim of Claims
Lookout Mountain Unpatented 378 6,471 aces

Mining lease and agreement dated August 22, 20
and amended on June 1, 2008, between Timberl|
and Rocky Canyon Mining Company; 3.5% Net
Smelter ReturnNSR) royalty + 1.5% NSR royalty
capped at $1.5 million (excludes Trevor and Day
claims); 20 year lease term commencing June ]
2008; annual advanced royalty payment of $72,0(
(Pending legal opinion, additional 2% NSR possib|

South Ratto Unpatented 108 2,148 acres
Timberline holds title; 4% NSR
Hamburg Ridge
Timberline holds title, under lease from DFH, a
subsidiary of Royal Gold.

Timberline currently pays all claim fees.

Hoosac Unpatened 98 1,434 acres
4% NSR + 2% NSR + 0.75% NSR
Little Rosa Patented 1
(Hoosac royalty applies)
North Amselco Unpatented 94 1,707 acres
4% NSR + 1% NSR + 1.6% NSR + 0.75% NSR
Rambler Patented 1
(North Amselco royalty applies)
South Rustler/\AClaims Unpatented 16 278 ares

Claims owned by DFH Co., a ssiliary of Royal
Gold, Inc. Draft agreement in place pursuant tg
which Timberline would acquire the 16 claims,
subject to the following royalties: 4% NSR + 2%
NSR + 0.75% NSR. The Hoosac/North Amselcg

lease agreement would then cancel.

Silverado/TL 12 Unpatented a7 971 acres
1%-1.5% NSR pending agreement

Secret Canyon/Oswego Unpatented 111 1,937 acres
Timberline holds title.
(Includes 2 mill sites on Syracuse 1 & 2)
(Pending legal opinion, 2% NSR possible)

1% NSR Patented 6

Windfall Patented 13 166 acres

Timberline holds title; 4% NSR
New York Canyon Unpatented 45 855 acres
Timberline holds title; 4% NSR + 1.5% NSR
3-5% NSR Patented 2
Total Unpatented Lode Claims 897 14,878 acres

Total Patented Lode Claims 23

We have the right to explore and develop the Lookout Mountain project subjectriiming lease and agreement dated August 22, 2003 with
Rocky Canyon Mining Company, and amended on June 1, Zll@8lease term was extended to 20 years on June 1, 2008, aaftehéoe

as long as minerals are mined on the project. Advanced royalty payments are $6,000 per month, or $72,000 per annurk. The wor
commitment on the project has been fulfilled. A 3.5&& smelter returmoyalty, plus al.5% net smelter return roygltapped at $1.5
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million (excludes Trevor and Dave claims) exists on the project. In addition, a 2% NSR royalty may exist, pending aiegahapis
forthcoming.

During the year ended September 3012, we acquiredthe Windfall Patents The clains were acquired in exchange for $400,000 cash as
well as 919,935 shares ofir common stock with a value of $500,000, based upon the weighted average closing @uiceoaimon stock
on the NYSBEMKT during the 15 days prior to the acquisitioh 4% net snelter return royaltgxists on the project.

The Secret Canyon/Osweg8outh Ratto, and New York Canyon projects are owneagsybject to royalty agreements. Net smelter return
royaltiesup to 5.5% exist on the project®ending a legal opinion that forthcoming, the same 2% NSR royalty referenced above may exist
on the Hiero/Syracuse project.

The Hamburg Ridgeproject is compsed of the Hoosac, North Amselco, and South RustletAivh groups. The Hoosac and North
Amselco claims are owned g andare currently under lease to DFH Co., a subsidiary of Royal Gold, Inc. No payments are due under the
lease agreement. The South Rustle@&ims are owned by DFH Co. A draft agreement is in place pursuant towanigbuld acquire the

South Rustler/Claims, and the Hoosac/North Amselco lease agreement would cancel. Net smelter return royalties ranging from 6.75% to
7.35% exist on the project®Ve currently pay all of the claim maintenance fees for thenburg Ridgeroject.

Accessibility, Physiognahy, Climate and Infrastructure

The South Eureka property is located approximately one mile south and southwest of the town of Eureka, within the stuthtérae pa
Eureka Mining district of Eureka CountyNevada. The South Eureka property is locatedha southeastern end of tlzattle
Mountain/Eureka rend Cortez Trendlof gold and basenetal deposits in nortbentral Nevada.

The South Eureka property is situated in nahtral Nevada in an area with established mining infrastructure. Transmssi@r lines

serve Eureka from the north. All essential services such as food and lodging are available in Eureka, including tHerdslukagents of

heavy equipment. A small airport at Eureka is available for private air transport. Railroada®eéassavailable in the area. The gold
minesofnortc e nt r al Nevada continue to produce a significant portion
available in Eureka, and 100 miles to the north in Carlin, Elko, anch@f@ieek. Permitting a mining operation in Nevada has been a
process with which local, state and federal regulators are very familiar and generally cooperative.

Terrain on the South Eureka property is rugged, with high ridges, steep canyons, and abesmw ¥Elevations range from 7,000 to 9,000

feet. Ridges show abundant bedrock exposures, slopes and valleys are typically covered by soil and alluvium. Sagetsushi@bet

elevation areas while juniper and pinion cover the higher elevatioressé& and shrubs grow on the highest ridge tops. The climate of the
project area is senarid with the area receiving moderate winter snows and occasional summer thunderstorms, with heavy rain from time to
time during otherwise hot and dry summers. Inter, access is not maintained off the paved roads and November snow commonly lingers
until April.

U.S. Highway 50 passes to the east of the South Eureka property and access is gained by heading south out of Eurgjtevay trelHi
connecting with upaved local roads, some of which are periodically maintained by Eureka County. The turnoff for the New York Canyon
claim group is about a half mile south of Eureka on U.S. Highway 50 and is an unpaved road running up New York Cangasttsidee

of the claim group.

The Windfall group and the northern parts of the Hoosac and Lookout Mountain groups are accessed by the Windfall CaagpdntRoad
westward extension (the former haul road for the Lookout Mountain Mine), which turns southwest off W\8ayH&p approximately 2
miles south of Eureka.

The southern parts of the South Eureka property are accessed by traveling approximately 8 miles south of Eureka orSoug &ate,

then 1 mile souttsouthwest on the Fish Creek Valley road to the uniwgd Secret Canyon Road, then northwest to the southern part of the
Hoosacclaims Approximately 2 miles from South Gate on the Fish Creek Valley Road, a turnoff to the west and northwest on the Ratto
Canyon Road accesses the southern portion of the bbdkountain group. Many dirt tracks within the South Eureka property allow
additional access.

Summer temperatures usually consist of many consecutive days of over 90° F (32.2° C), and temperatures can reaclo@s higto#s 1
C) or more. Winter teperatures generally range from as cold as below 0° F (17.8°C) to usually in the 20° t6.83°Rd 1.7 ° C) range.
Precipitation amounts vary from year to year, averaging about 10.0 inches (25.4 cm) for the area. Several feet of yrascwsuddten
the property during the winter months.

Historic Exploration

The most significant exploration on the South Eureka property has been the drilling programs mounted over recent yesgsorStimh

on the South Eureka property spans a period of twemty years. Drilling on the Hoosac and Windta#limsdate from Nors&Vindfall (63

holes, 19704.980s), Amselco (8 holes, mi®80s), Tenneco (18 holes, 198991), Pathfinder (18 holes, 1993) and Pathfinder/Cambior (36

holes, 19951997). On the Lookat Mountain claim group, drilling programs began with Amselco (296 holes-198B) followed by the

Windfall group (20 holes, 1986), EFL Gold Company (10 holes, 1990), Barrick (40 holes93p%hd Echo Bay (70 holes, 1998). The

drilling programs vere conducted concurrent with and guided by extensive geologic mapping, geochemical rock and soil sampling programs
and air and ground geophysics. Geological mapping and geochemical programs were very successful in discovering target areas
characterized yopermissive structures and traces of gold with arsenic, antimony, and mercury toxic element anomalies in soil and rock.
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The methods of collection and analyses of some historical soil and rock samples were not always available in the iddikelpuhat the
samples were collected, documented, prepared and analyzed to the standards of professional diligence and analytisahppticalyaeat
the time. The importance of a geochemigablogical exploration approach is evidenced by the facthkalrilling of many such anomalies
has resulted in significant indications of disseminated gold mineralization. The Windfall, Rustler, and Paroni depesidgrmarfall claims
and the Lookout Mountain group were discovered by drilling soil and ramhalies in permissive structural and stratigraphic settings. Drill
testing of several geochemical anomalies in permissive geological settings has also resulted in the discovery of sesirgazpnes of
gold mineralization on the &inburg RidgeWindfdl, and Lookout Mountain claim groups. As yet, these zones have not been fully tested.

Amselco Exploration began exploring the Lookout Mountaingmtan 1978, conducting an extensive geologic mapping, soil and rock
sampling and an initial Bole revese circulation drilling program which tested gold mineralization along the Ratto Ridge Fault and
associated geochemical anomalies and jasperoids developed alongSthieeMdling Ratto Ridge. This drilling discovered significant
sedimenthosted disseminategold mineralization at depth. Amselco drilled 296 holes between 1978 andal€B8iscoveng five areaf

gold mineralizationalong Ratto Ridge which contain partially developed gold resources. These areas are located at South Lookout
Mountain, Pimacle Peak, Triple Junction, South Ratto Ridge, and South Adit. In 1986, while Amselco was in process of becoming BP
Minerals, Amselco management decided that the Lookout Mountain deposit was not of further interest even though theis geologis
reportedlybelieved the deposit had significant potential. The property was optioned to a joint venture of three companies whidedhen o
NorseWindfall Mines, the Eureka Venture.

Windfall continued work at Lookout Mountain, drilled 11 exploration holes, aniieéc¢hat the deposit had a total of 446,246lacetons
with an average grad# 0.12 ozof goldton.

In 1990, EFL Gold Mines took bulk samples from the floor of the Lookout Mountain pit. These samples returned assagsgialgéom
0.10 to 0.13 ozof goldton. EFL also drilled 9 holes, two of which, drilled 500 feet (152 meters) into the floor of the pit, showed both oxide
and sulfide gold mineralization.

Barrick (199293) completed geologic mapping, took more than 500 soil samples to expardd f i | |  soihgridd and drilled4d 6 s
widely spaced holesprimarily along Ratto Ridge. Drilling targeted favorable stratigraphy at depth near fault intersections. Barrick
discovered that geochemical anomalies are apparently controlledNByalad NNW to NW trending cross structures which intersect the N

S trending Ratto Ridge Fault. Much of the Barrick work focused on the deeper potential in Cambrian Dunderberg Shéhe ¢atamf
Ridge Fault, and potential in the Devonian Nevada Grosge@ally the Bartine Limestone west of the fault. Outcrops of Bartine Limestone
in the area show weak gold mineralization, strong alteration, and anomalous pathfinder element geochemistry. Bard@hdidetb a
maximum depth of approximately3D0 feet and encountered several gold intercepts.

Work by Barrick also included air and ground geophysics, and a stratigraphic and mineralogic geochemical study in camihnction
geologic mappindo develop and prioritize several target areas. Approbain@800 rock samples were collected and had-higgdity mult-

element analyses run, ICP and graphite furnace analyses at MB Associates in California, and ICP and neutron activadiat analys
Activation Laboratories in Canada. Mapping, together witults of the Magmachem geochemistry, indicated that mineralization was
apparently strongly controlled by-lRE and NNW to NW trending cross structures near or at the point they intersect$hzedding Ratto

Ridge Faultwherethe Cambrian Dunderberg Shadnd Hamburg Dolomiteccur  Ultimately, Barrick drilled 2 reverse circulation holes.
However, geological and geochemical targets or additional drilling in areas of known mineralization previously discoverse|ty

found insufficient mineralization o meet Barricko6s objectives. I't should be noted
crest has not been explored adequately.

Echo Bay (19935) not only worked Ratto Ridge but also acquired additional ground to the north, aoditbouthwest. They conducted
mapping, sampling, and scattered drilling in the area, exploring deeisidh potential in the Cambrian Dunderberg Shale and Hamburg
Dolomite, and testing Devonian Nevada Group targets west of the Ratto Ridge FautBdyctrilled severabromisingholes, including

drill hole EBR 27 which intersected 110 feet grading 0.043 oz of gold/ton in the Dunderberg, and drill hededBBR intersected 115 feet
grading 0.043 oz of gold/ton in the Nevada Group. Offsets of-BB&nd 90 feet grading 0.028 oz of gold/ton, and another hole which was
lost before reaching planned depth found 45 feet of 0.024 oz of gold/ton. Further offsets -8f &BRseveral widelgpaced holes
averagingl,000 feet deep (EBR 15, 16, 17, 18, &) found some anomalous gold along Ratto Ridge but no major intercepts. Eventually,
the Echo Bay project totaled 104 RC holes. Faced with depletion of budgetso sgnificant explorationsuccess, the decline in gold
prices and large land paymentsh& Bay decided to drop the property.

On the Windfall, Fhmburg Ridgeand New York Canyon claim groups, Bill Wilson of the Idaho Mining Corp, then Windfall Venture, later
NorseWindfall, initiated reconnaissance mapping, soil and rock chip samplinghingnand drilling in the early 1970s. He noted that the
original underground Windfall Mi ne, which was di scoveinealiredi n 19
rock grading 0.368 oz/ton, was a Caityipe sedimenhosted d s semi nated gold occurrence. Wi | son
Hamburg Ridge, the Windfall Trend, where he drilled, with conventional air rotary, holes F1 through F261 gmdugh 231, 242, and

ZA-1 on the current Windfall group. He drilléles 23241 on the Hoosac group. The drill holes were generally from 50 to 250 feet deep.

Si x of Wil s o #thées Zholesiintprisattad gold naineraligation exceeding 0.0&f@old'ton. This success led to infill drilling

and the developmemwf the Windfall open pit mine in 1975, and soon thereafter, the Rustler and Paroni open pit mines. Gold was extracted
in a CN heageach operation from sanded and silicified dolomite and silicified shale.

No geologic maps exist from this period othieart a few maps compiled from USGS work. Although many drill hole location maps are

archived in Century Gold files, the coordinates for many drill hole collars are not available, very few collars aravfsiblield, and assay
data from infill drilling is poorly documented.
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Scoping Study

StaccataGold retainedSRK Consulting U.S. IncSRK) to complete a preliminary economic scoping study of the Lookout Mountain project
in 2007. The study was not completed when it became evident that more techtsioahd needed to assess the economics of the project,
and that SRK had issues with some of the methodology used @&ather mineralizationestimate. Specifically, SRK identified that grade
shells were not used appropriately to limit tons and gradmatsin. In addition, SRKwas of the opinion that insufficient geological
constraints were employed in theneralizationestimation which could lead to inflated numbers. SRK also belignedensity values used

in the tonnage calculations were too higind that in its opinion, additional density determinatiasese required to improve tonnage
calculations in the Lookout Mountamineralized materiaéstimate.

Technical Work Program

In orde to improve understanding of the technical aspects of ribljeqt, address the issues noted by SRK, and evaluate the potential of the
South Eureka property, Staccd®old initiated a comprehensive work program in June 2008. The program idgedégic modeling that
incorporate structural and stratigraphic cools to mineralization, additional density determinations, and new drilling and metallurgical test
data. Results of this work have been incorporated into TLR programs and have led to the resolution of the technical issudsbgddresse
SRK. In 2009, SRK resmessed the property by developing a new mineralization model which never was published. Due to disagreements
regarding geologic modeling with Staccato staff and technical parameters used in mineralization modeling, the prognamates feior

to theacquisition of Staccato in June of 2010.

The 20052007 core drilling program completed by Staccatld provided data to better defirstratigraphy inthe highergrade breccia
hosted gold zones at the Lookout Mountain pit, and discovered new areas oilimatien. The core drillingand drill hole relogging
programdemonstrated the stratabound nature of gold mineralization in thick zones of collapse breccia within carbonate rocthéanking
Ratto Ridge structural zone. Metallurgical and other techuitatacteristics of known mineralization at Lookout Mountia currently
beinginvestigated.

We continue to work toward completion of a comprehensive technical work progranr 8outh Eureka property. A large part of the
Lookout Mountain project an@indfall project areas have now been mapped and sampled, including a detailed program conducted over the
main mineralizationarea. The princil objectives of the mapping and sampling program to characterize offsets along the main
mineralized fault zoes at Windfall and Lookout Mountain, identify orientations of mineralized cross structures intersecting the main
structural zones, and follow up on soil anomalies. The mapping program, combined with surface sampling and acquisitioo déta,
hasprovided a clearer understanding of the structures dtomgatto Ridgeand Windfall aregsas well as identified several significant new
exploration target areas.

Over 400 drill holes have beenlmggedalong Ratto Ridgéo ensure geologic consistenajth surface mapping, and based on this work,
new geologic cross sections and plans have been constructed for the entire Lookout Mountain deposit. Geologic grade alsellbden
built, and construction of aB model of the geology, based on theulés of historic drill rdogging and mapping efforts, @hgoing This
new workhas led to aupdatedmineralizationestimatethat resolves pasttechnical issues, and provilas with a plan for advancing the
property into the scoping/pifeasibility stidy phase following one more round of drilling.

An exploration Plan of Operations has begproved bythe BLM and the State Department of Environmental Protection (NDEP) for the
Lookout Mountain project. The Plan of Operations callsafgproximately246 acres of disturbance that can be accessed for use in a phased
approach, and covers the entire Ratto Ridge structural ZdreePlan of Operations will allowsto complete additional infill, metallurgical,

and exploration drilling necessary to advatiedevelopment of the Lookout Mountain project.

Windfall

StaccatoGold initiated detailed mapping and sampling programs @mdpleted a ten hole drill program totaling 8,030 feehatWindfall
Projectin October 200%n the South Eureka propertyrhe drilling program focused on testing the extent of gold mineralizagtowthe
Windfall and Rustler open pitdocated approximately 3 miles northeast of the main Lookout Mountain projeetalizationarea. The
Windfall project is one of several @pective gold projects avur extensive South Eureka property in Nevada.

Results from the surface mapping prograeview of historic production and geologic maps, and drilling indicate that high grade gold is
locally controlled within cross structurestting the main Windfall fault zone, at the contact between the Hamburg Dolomite and Dunderburg
Shale. The2009drill program tested approximately 3,600 feet of the Windfall fault zone with wide spaced drilling. The Windfall fault zone
is part of an extesive mineralized structural trend which extends for over 17,000 feet based on historic data.

All holes in the2009 exploration program encountered thick intercepts of low grade gold (hiol®y br anomalous gold mineralization
(holes 13 and 14) withirhe Windfall fault zone. The offset and exploration holes drilled define the Windfall fault zone as a (150 to 200 foot)
thick zone striking roughly northouth and dipping approximately 60 degrees to the east, containing two or more significant zones of
mineralization.

Five of the ten holes were drilled as offsets to follow up on the high grade gold intercept drilled in hole 4 (75 f&& min@ds of
gold/ton), and five were drilled as exploratory holes to test the strike and dip extent of the Wiendfatione. Several thick intercepts of
gold mineralization were returned, including 135 feet at Odlirices of gold/toin hole 7, 135 feet at 0.01@unces of gold/toiin hole 8,
115 feet at 0.016unces of gold/tom hole 9, and 100 feet at 0.0@8rces of gold/torin hole 11.
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A secondary hanging wall structure identified by the mapping program was also encountered in drill holes 7, 8, 11, and 13 and
characterized by strong silicification and decalcification of Windfall Formation and Dunderlzdegirsithe hanging wall side of the fault,

and Dunderberg shale and Hamburg Dolomite on the footwall side. Drilling indicates a down to the east offset of ther@umtsariirirg
contact. This secondary structure represents an attractive and untegedttdepth.

Timberline continues to assess the potential of the prospective Windfall fault zone at depth and on strike along the tregidnaiith
additional surface mapping, sampling, geophysical surveys, and exploration drilling programs, ptesingitdg a 6 hole program that was
completed during the year ended September 30,.2011

South Eureka Property Ownership

Staccato amended the Lookout Mountain project lease agreement in June 2008. The lease term was extended to 20 yeafterdnd the
as long as minerals are mined on the project. Advanced royalty payments are $72,000 per annum. Pursuant to the anendedlleas
minimum exploration expenditures of $250,000 are required for five years commencing on June 1, 2008, and an ex{uktolitare of
$250,000 is required before June 1, 2016, for a total minimum work commitment of $1,500,000. Exploration expendituess of exc
$250,000 in any year can be accumulated and carried forward and credited to expenditures required imysyeaeeiVe havefulfilled

the work commitment on the Lookout Mountain project.

During the year ended September 3012, we acquiredthe Windfall Patents The claims were acquired in exchange for $400,000 cash as
well as 919,935 shares ofir commonstock with a value of $500,000, based upon the weighted average closing mizea@ihmon stock
on the NYSBMKT during the 15lays prior to the acquisition.

Other projects that comprise the extensive South Eureka property, includiBgdtes Canyoswego South Ratt@ndNew York Canyon
projects and a large portion of thedrhburg Ridgeroject, are owned bys subject to underlying royalty agreemenWe arein the process
of consolidating the ownership of a portion of the Hoosac/North Amselgecptbat is currently held by another party.

South Eureka Exploration

We areof the opinion that the South Eureka property has excellent potential for continued exploration success both at trmldepogit s
on the regional scale. The current Lookblountainmineralizationis defined over a relatively small area at the north end of a mineralized
structural corridor that extends for several thousand feet across the property, and up to 4 to 5 kilometers (2.5 to &nikitelength. This
structue hosts several areas of drill indicated mineralization and the exploration potential in this corridor is strong, asl didestwic
drilling, and soil and rock geochemical analyses. The Lookout Mountain mineralization itself is open for expateptinand along strike,
especially to the south. Regionally, several other target areas also exist where historic production and exploraticurrieayeboconly
limited systematic exploration has been conducted.

In 2010 and 2011we completed aggrewe exploration work programs totalimgpproximately$4,800,0000n the South Eureka property.
Program objectives were to obtain sufficient data to complete an initial {102Zompliant technical report, conduct initigld recovery
studies, initiate mvironmental baseline investigations, better understand the controls of mineraliaaticlo outline additional exploration
drill targets The 20162011program achieved these corporate objectiliesugh

7,500 Eet ofcore driling focused primarilyfor metallurgical scoping studies;

30,000 &et of reversecirculation (RC) driling directed primarily atesourcen-fill definition drilling

Drill testing of high grade sulfide lenses within the oxide mineralization to better understayablbgiccortrols and geometry;
Metallurgical testing on core samplesndially define heap leach characteristics and process parameters;

Channel sampling and bulk sampling within the historic Lookout Mountain pit for kssath metallurgical testing;
Identification of additional exploration targets on the South Eureka Property outside of the main Lookout Mexaj¢atarea
through detailed geologic mapping and sampling.

= =4 =4 =4 - -4

An initial technical report entitled;echnical Report on the Lookout Mountain Projeairdka County, Nevada, USéompliant with NI 43

101 (ATechnwasalc Rmploette®dd on May 2, 2011. The Technical Report
of Reno, Nevada under the supervision of Michael M. Gustin, Senior Geolehisis a qualified person under NI-481. The Technical

Report detailsnineralizationat the Lookout Mountain Project. In addition, significant exploration potential is noted.

Cautionary Note to U.S. Investors: The Technical Report uses the ternesdhmgsource,” "measured mineral resource," "indicated mineral
resource” and "inferred mineral resource". We advise investors that these terms are defined in and required to beydidc340h

however, these terms are not defined terms under Guatel are normally not permitted to be used in reports and registration statements
filed with the SEC. See fACautionary Note to U.S. I nvest ors Reg

The NI 43101 compliant technical report was modebatl estimated by MDA bwgtatisticalevaluaton of available drill data utilizing
geologic interpretations provided ng. The geologic interpretations were usedonstraingold mineral domains owvertical cross sections
spaced at 50to 10Gfoot intenals across the extents of the Lookout Mountain mineralizatibhe cross sections werectified to the
mineratdomain interpretations on level plans spaced d@ba0intervals, analyzing the modeled mineralization geostatistically to aid in the
establibment of estimation parameters, and interpolating grades into adihmeasional block model.
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With success in the 2010 and 2011 programs at South Euwvekaitiated and completedpproximately$4,200,0000f follow-up work in
2012. The 2012 program fased on advancement wiineralization metallurgical, geotechnical, and permitting studies in preparation for a
Preliminary Economic Analysis and included:

1 16,965 feet of RC drilling directed at resourcdiliinand definition

1 9,175 foot diamond drillig program focused primarily on obtaining drill core for process metallurgical and geotechnical scoping
studies;

1 Drilling and construction o&dditional groundwater monitoring weftsr hydrological characterization;

T Initiation of geotechnical pitvall stalility, and heap leach pad alternative stupéexi

1 Initiation of additional baseline hydrology and environmental geochemistry studies directed at State and BLM permitting.

Regional exploration was also advanced in the digiicing 2012 With previouswork, geologic mapping and ground magnetic surveys
undertaken during the year compldtstrict wide coverage.

Key auccesses of the 201Rill program include demonstration of strong continuity in mineralization at the Lookout Mountain Project, and
initial identification of high grade gold mineralization dodip of the currenmineralization The final drill results of the 2011 program

were successfully incorporated into the NF4BL complianfi Updat ed Techni cal Report Ewreka €Cdury, L 0 0 k ¢
Ne v ad a ,ssutdHAMDA on May 31, 2012.

The favorable results of the 2012 program dictate wheawvill proceed witha preliminary economic assessmenttaf Lookout Mountain
Project which is planned for completion in 201@ngoing metallurgical, geotechnical, and environmental studies will be inclindtds
assessment

In anticipation of a favorablereliminary economic assessmemte plan in 2013 to complete additional detailed engineering and
environmental studies to supp@roject prefeasibility analysis. This analysis would allow expeditious completion of an environmental
impact stug. Assuming the availability of funding to undertake our exploration programexpect that total expenditures on South Eureka
during fiscal 2013 will be approximately $6.5 millioriThese expenditures are discretionary and may be scaled back depending upon the
availability of capital to us.

ICBM Project

The ICBM Joint Venture ProjecTimberlingBarrick) is located in the Battle MouiaMining District, Lander County, Nevada. The land
position consists of 526 hectares (1,300 acres) on BLM administered lands. The drilling to date has demonstrated lihationingra
present and is localized along the contacts of Cambrian sediamahisltered granodiorite. This style of mineralization is being mined at
Newmont 6s Fortitude/ Ph dMeraiethe opevatopdf #he joint wentureh amdrrenttyuholdha 72% interest in the
project, with Barrick Gold holding the remainiingerest

As of September 30, 2@, we do not consider th€BM prospect to be a material propertifo material future expenditures are planned on
the prospect at this time.

White RockProject

In January 2011 we entered into a mining lease, witlpdaroto purchase a 100% interest, for the White Rock property, which encompasses
2,060 acres in the northeastern portion of Elko County, Nevada. The terms of the agreement to earn a 100% interesenetude a
advance royalty payments, ranging fré&20,000 to $50,000 annually, a 3% NSR, and an option to purchase all claims comprising the
property for $100,000.

The White Rock property is an exploration project encompassing a large, low grade, structurally cayitbirdhalgold systemwith
similarities to other welknown Nevada gold deposits such as Sleeper, Paradise Peak and Aurora/BHbistrical exploration during the
period from 1988 to 1994 validated widespread gold mineralization within the pro&irtge acquiring the property, wmve completed
detailed geologic mapping, soil and rock chip geochemical sampling, ground magnetics survey, and spectrophotometiy sutditigs,
planning andpermittingis in progress with regulatois anticipation of guture surface drilling pogram. However, as of September 30,
2012,we do not consider White Rock to be a material property and no material expenditures are planned at this time.

Toole Springs Project

In August 2011we entered into a mining lease, with an option to purchased&lifiterest, for the Red Rock Project and Cedar Project,
collectively referred to as the Toole Springs Project, which encompasses 4,020 acres along the Carlin Trend in ElkoeCadaty,TNe
terms of the agreement to earn a 100% interest include a eéadvance royalty payments, ranging from $20,000 to $100,000 annually and
a 3% NSR.

The Toole Springs Project represents an early stage gold exploration target. It is lofatethlrle stratigraphy withithe Carlin Trend and

is a pediment play (gval covered). Very limited exploration was completed in 2012 including compilation of historic data, a ground
magnetic survey, and biogeochemical sampling. aitecipate undertaking limitealdditional surfacexploration work on the Project in the
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future to be followed bya drilling program.However, as of September 30, 20%2, do not consider Toole Springs to be a material property
and no material expenditures are planned at this time.

Seven Troughs District

During theyear enled SeptembeB0, 2012,we announced the acquisition from CIT Microprobe Holdings, LLC (California Institute of
Technol ogy) (A Cl T39OD0 aodspf pateriteal mrgl eunpditdntedc nkining claims comprising essentially the entire Seven
Troughs gold mining district neamlelock, Nevada. Terms of the purchase agreement included a cash payment of $50,00peandrd 2
NSR production royalty reserved to CIT, with a standard royalty buy down clause.

Seven Troughs is an epithermal gdidtrict recognized as yielding senof the highest gold production grades in Nevada histoough
small-scale operations in the early™6entury We believe thelistrict has the potential to host a large precious metals system similar to the
high-grade gold and silver veins of Japamtsrld-renowned Hishikari epithermal gold mine.

We are under no obligation to make exploration expenditures at Seven Trdodtxl 2, 6llowing the acquisition, we initiated compilation

of historic data, and completed a limited geochemical samplingaatrophotometry survey within the distriets of September 30, 2012,
we do not consideBseven Troughs to be a matepabpertynor are any material expenditures planagethis time.
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In July 20, we closedour purchase of the Butte Highlands Gold Prajéatluding 100percent ownership of mineral rights, from Butte
Highlands Mining Company for $405,000 cash and 108,000 shamsr acbmmon stock. The project is locatepproximatelyl5 miles

south of Butte Montanain Silver Bow County. The property covers 1,142 acres consisting of a combination of patented and unpatented
mining claims situated within Sections 31 and 32, Township 1 North, Range 7 West; Sections 5 and 6, Township 1 Souétkyésanaed

Section 1, Township 1 South, Range 8 West, Montana Principal Meridian. The property can be accessed utilizing motoa \Bthiele
Highway 2 and County and US Forest Service maintained, improved surface Tdedproject is within a favable geologic domain that

has hosted several muitiillion ounce gold deposits.

In October 2008, we announced that we hgdeedto form a 50/50 joint venture witB ma | | Mi ne DMyt thepButéen t (A
Highlandsproject In July 2009, we finalizedt he j oi nt venture agreement with Highland Mi
Ron Guill, a director of t he Company,Underoterntsroethgbirt veBlwrdagreemehiti g h | a |

developmenbegn in the summerof 2009, with Highland funding all costs through developmentBot h Ti mbBeghkBOed$é an
percent share of costs will be paid out of proceeds from future mine produthimier the terms of the operating agreement, filed with this
Annual Report as Exhit 10.18, Highland will have preferential rights with respect to distributions until our investment is deemed equal to
the investment by Highland. During the year ended September 30, 2012, Ron Guill, a director of the Company, sold lnisHiigafasd

to a private corporation unrelated to the Company or to Mr. Guill.

During fiscal 2011, BHJV advanced Butte Highlands towards production through completion of the underground exploratiod eamp a
52,000 foot underground core drilling program. Thegoam was designed to collect definition drill data to facilitate, withassistance, a

mi ne model for production planning purposes during tdtecolear |y vy
environmental baseline daa part of its application for aperatingpermit that was initially submitted during the year ended September 30,
2010with the Montane&St at e Depart ment of Env itaoconmuera dold minirg weetationSybse(uemi b DUE Q 0 )
fiscal yearend, but prior to filing this report, we received a notice of completeness and compliance from the MTDEQ, as well as a draft
operating permit.lt is anticipatedhatthe MTDEQ will issue thefinal operatingpermit in 2013.

Activities at Butte duringi$cal 2012 focused on advancing mine permitting. Supplemental baseline data to supgoetatiegpermit
application was collected and provided to regulators. This data included characterization of wetlands, faunal studyasurfgaFology
invedigations, geochemistry, and an initial project water balance analysis. In addition, a Montana Pollutant DischargekBystatn
(MPDES) permit application was submitted and officially acceptedheyMTDEQ This permit is a critical requirement féurther
underground exploration and mine operation; permit receipt is also anticipated in 2013.

Permitting has also advanced during 2012 with submittal of a Special Use Permit application with the United Statesviam %t H&EF0)
for ore haulageaad use. Th&JSFS completed site investigations and continues processing the appliwetich is anticipated for
completion in 2013.

Once theoperating and MPDEermits aregrantedby theMTDEQ, we expect BHJV to transition directly from exploratimngold mining
operations.

Highland, our 50/50 joint venture partner on the projedt,carry all costsincurred on the project until mining operaticcemmence We
expect that the total costs incurred by Highland on the project to reach this ngilestidoeapproximately $5 to 40million.

Butte Highlands Claim Summary

Claim Name(s) Claim Type #3;2 Rights Ownership

BHC 1 thru BHC 61| Unpatented lode | Federal mineral 50 % Timberline Resources Cofp.
Humbug Hill 0220 | Unpatented lode | Feceral mineral 50 % Timberline Resources Cofp.
J.B. Thompson Patented lode Private mineral and surface 50 % Timberline Resources Coffi.
Main Ripple Patented lode Private mineral and surface 50 % Timberline Resources Coff.
Murphy Patentedode Private mineral and surface 50 % Timberline Resources Coff.
Only Chance Patented lode Private mineral and surface 50 % Timberline Resources Coff.
Purchance Patented lode Private mineral and surface 50 % Timberline Resources Coff.
Red Mountain Patented lode Private mineral and surface 50 % Timberline Resources Coff.
Main Chance Patented lode Private mineraland surface 100 %Richardson Family Trus?
Island Patented lode Private mineraland surface | 100 %Richardson Famil§rust®
Atlantic Patented lode Private mineraland surface 100 %Richardson Family Trus?
Barnard Patented lode Private mineraland surface 100 %Richardson Family Trus?
Pony Placer Patented Lode Private surface 50 % Timberline Resources Cofp

@ Claims are owned 100% by Butte Highlands JV, LLC, in which Timberline Resources owns a 50% interest.
@ Timberline holds a lease option agreement on these claims subject to a mining lease/option to purchase agreement date2D0gtobe
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All of the unpatented claims are exploration lode claims legally located under federal and state guidelines whereas sa6bClaiet by
1500 feet encompassing 20 acres. Each claim is clearly marked with a 4 inch by 4 inch post or equivaleatctremater and a location
monument is erected along the center line of the long direction of the claim. All BLM maintenance requirements have been met

All of the private lands within the Butte Highlangsoperty are historic lodand placerclaims whth were patented through the U.S.
Government patent procesd/e areresponsible for paying yearly BLM maintenance fees on all unpatented mining claims and Mtateéana
property taxes on all patented landsll associated taxeand feesare paid up to da as of September 30, 201Electricity and water are
readily available on the property. If necessary, additional electricity requirements may be met by augmenting the auaitabtty
electrical supply with generator power.

On October 1, 2009, wégsed a Mining Lease/Option to Purchase Agreement with the Richardson Family Trust for certain patented claims
as detailed in the table above. The agreement calls for an initial payment of $20,000 with annual payments of $1580, tm&20,000

plus an annual inflation adjustment by October 2013, and remaining at that level thereafter. We will-$%y MSR royalty on any
production from the Richardson Family Trust property, based upon the sale price of minerals produced from the property.

Gold nineralization at Butte Highlands hosted primarily in lower Paleozoic Wolsey shale with higitade mineralization occurring
within the sediments proximal to diorite sills and dik&etween 1988 and 1996, prior operators Placer Dome, Battle MouA&ARCO,
and Orvana Minerals demonstrated the presence of a wide and continuous mineralized zone by drilling 46 core holest]35)83Bfe
reversecirculation holes (61,338 feet) within the district. The vast majority of this drilling was conductkd Nevin Hill area which is
included in the Timberline property. Best gold intercepts achieved at Butte Highlands include 49.8 feet of 0.651 otorcészigrand
11.5 feet of 1.996 oz/t from surfadeilling. From underground drilling, best goiktercepts include 33.6 feet of 1.65 0z/t84,0 feet of
1.060 oz/tand 14.3 feet of 2.37 oz/ton.

Historic Drilling Highlights (from Surface)

From To Length Gold
Drill Hole (f) (f) (ft) (oz/t)®
DDH 88-3 745.0 756.0 11.0 0.110
1,070.0 1,085.0 15.0 0.206

DDH 891 1,177.2 1,227.0 49.8 0.651
PD 891 1,351.0 1,366.0 15.0 0.340
PD 892 1,396.0 1,412.0 16.0 0.135
BH 931 885.0 895.0 10.0 0.138
925.0 935.0 10.0 0.319

BH 93-8 1,189.0 1,200.0 11.0 0.131
BH 9311 758.5 770.0 115 0.351
825.0 8450 20.0 0.114

964.0 978.0 14.0 0.776

BH 9312 762.5 786.0 23.5 0.548
BH 94-2 1,240.0 1,270.0 30.0 0.214
BH 94-3 1,129.3 1,141.0 11.7 0.255
1,163.4 1,181.0 17.6 0.142

1,312.0 1,325.5 13.5 0.492

1,425.0 1,437.0 12.0 0.276

BH 94-16 1,335.5 1,347.0 11.5 0.165
BH 94-17 1,295.5 1,323.0 27.5 0.268
BH 955 1,429.0 1,457.5 28.5 0.338
1,512.5 1,522.5 10.0 0.129

BH 96-1 697.0 722.3 25.3 0.153
754.0 779.5 25.5 0.158

BH 965 837.0 849.0 12.0 0.678
902.0 916.0 14.0 0.114

932.5 944.0 115 1.996

BH 96-6 1,258.0 1,270.0 12.0 0.142
1,320.0 1,333.0 13.0 0.165

BH 96-8 1,222.0 1,233.0 11.0 0.234
1,287.0 1,307.0 20.0 0.212

BH 96-9 993.0 1,012.0 19.0 0.133

(2) All values represent either a single interval or were composited using a weighted aesedjen sample interval length.

In 1997, OrvanaMinerals used recent and historic drilling data to prepare a report on the Butte Highlands propergpomhaovided a

preliminary technical review of feasibility issues, identifying no fatal flawsitee development. The rep@aisonoted that suitable sites for
a mill and tailings pond are present on the property, custom milling at existing nearby facilities was feasible, araltaecdspdsit could

be achieved with a decline from either of texisting portals.
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Drilling by Timberline Resources

Four core holes were drilled in 2008 totaling 6,757 feet of drill core. The results were posgidgng in confirmation and extension of the
stratigraphic controlled mineralization to the nortstyand the discovery of an additional zone at depth near the northwest end of the known
mineralized extents. The drilling also indicdgepotential zone of broader lower grade material within the intrusive which may be amenable
to bulk underground mingnmethods.

In 2009 BHJV completed a five hole core drill program totaling 7,244 feet of drilling. The first three drill holes wedetalithe northwest

of the main mineralized body in the hopes of extending mineralization in that area. Tldrilfireble (BHDDH09-01) encountered
mineralization but it appears to be on the outer margins. Two narrow intercepts above 0.1 ounces per ton gold (Auunereendhe

first was 0.8 feet from 1269.8 feet to 1270.6 feet grading 0.115 ounces per tohh&uwsecond was 2.5 feet from 1401.1 to 1403.6 feet
grading 0.356 ounces per ton Au. The second drill hole (BHDBE®R)S:=ncountered mineralized formation before abruptly intersecting an
unexpected fault which removed most of the favorable Wolsey Formafidre third drill hole (BHDDHO93) encountered the same
faulting as in BHDDHO092 but the entire favorable horizon was removed, consequently no mineralization was encountered in either of the
drill holes. The fourth hole (BHDDHG04) was drilled in theentral part of the mineralized area with the intention of infill drilling near
known mineralized intercepts. The hole encountered a significant amount of skarn mineralixitiongh geologically it appears similar

to high grade materiait is lowergrade tlan nearby mineralization. The fifth drill hole (BHDDH®@&) was drilled central to the mineralized
area but significantly up dip of the known mineralization. The purpose of this hole was twofold; to supply geotechriarathaapaoposed
vent rmise, and for exploration. Skarn mineralization was encountered although it was lower grade than the down dip zomfic@mte sig
intercept of 3.5 feet from 1200.2 feet to 1207.7 feet grading 0.171 opt Au was encountered in the drill hole. Whexh &itbrdge next
sample, the intercept is 7.8 feet from 1200.2 feet to 1208 feet grading 0.11 ounces per ton Au.

BHJV also initiated a Hydrologic Reverse Circulation Drill program during 2009. The program consisted of five holes ddorpdetetal
of 6,695 feet. Data collected during this program was used to model the hydrologic character of the mineralized area.

A seven hole core drilling program was compledieding the year ending September,2Z110. The program had two purposes; one was to
infill and expand mineralization within the known area of mineralized material, and the second was to test potential fiaationdmthe

east, outside the area of known mineralization. Three holes were drilled within the known extents of the riaegaliaile four holes
were drilled outside to the east of the known extents. Two of the holes drilled interior to the known mineralized ektsgtsficant
intercepts in them. Hole BHDDH@R had a 9.7 foot intercept grading 0.383 ounces per tioh gdis intercept is generally carried by a
1.72 foot intercept grading 0.768 ounces per ton. This drill hole had a couple additional shorter intercepts that evigxflotiation
drilling may lead into additional ore zones. The first one is ad®8gold intercept grading 0.113 ounces per ton and the second is a 2 foot
goldintercept grading 0.269 ounces per ton.

Hole BHDDH1G07 had sixteen intercepts greater than 0.029 ounces per ton gold. The overall intercept was 43.2 feet from 959.8 feet to
1003 feet at an average grade of .819 ounces pegdidrincluding one intercept from 971.9 feet to 974.1 feet of 2.2 feet grading 15.242
ounces per togold. There are other intercepts in the drill hole but all are less than 0.1 ouncesgudton

There were no migable width significant intercepts in the outside exploration holes. Several short intercepts and intercepts of anomalous
material were encountered but nothing of economic interest. Hole number BHBEIBH&6ntained an intercept from 9380 939.9
consisting of 1.4 feet grading 0.185 ounces per ton gold. Hole number BHDDHABO contained a short intercept from 708.9 to 709.6
consisting of 0.7 feet grading 0.179 ounces per ton gold. Both of these intercepts were short zonesiatthetween intrusive material

and the Meagher formation. Although we did not encounter significant ore zone intestrég#s in understanding the geology and genesis

of the Butte Highlands gold mineralization were achieved.

During the year ende8eptember 30, 2011, BHJV undertook a 52,000 foot underground definition drilling program. This pn@gram
designed to collect definition drill data to facilitedemi ne mod el for production planning purpc
productian life, and encountered several significant intercepts within the known mineralized extents, including 33.6 feet grading .65 ounce
per ton gold, 51.8 feet grading 0.43 ounces per ton gold, 26.9 feet grading 0.32 ounces per ton gold and 14.3 f2e2'gmadings per ton

gold.

All above mentionednhtercept values were calculated using a sample length, weighted average caloulaéipresent a single sample
interval The following table represents intercepts of interest during TimbdR@sources teure on the project. The true widths of the
interval sd | engths ar e-perceitofthareperted intervalleegthap pr oxi mat el y 75

Our President, Chief Executive Officer and Executive Chairman, Paul Dircksen, is a qualified person as ddfind8-b91, and has
reviewed and approved the technical contents of drilling results contained in the table below, including sampling, andly@stidata.
Field work was conducted under his supervision. €ampling and analysis program includedratustry standard QA/QC programfter
photographing, core logging and cutting the sample intervals in half, the samples were shipped to ALS Chemex Labdtttoridevada
for preparation.The prepared pulps were then forwarded by ALS Chemex tol#iein Sparks, Nevada or their lab in Vancouver, BC
Canada for analysisThe samples were analyzed for gold using a standard 30g fire assay with an AASiaisples returning a gold value
in excess of 10 ppm were-amalyzed using a 30g fire assayghna gravimetric finish.
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Highlights from Timberline Resources Drilling

From To Intercept length Gold

Drill Hole (o) (o) (fo) (oz/tyV
BHDDHO08-01 1335.6 1337 1.4 0.27
BHDDHO08-02 1171.4 1178.6 7.2 0.11
BHDDHO08-02 1193.7 1196.3 2.6 0.11
BHDDHO08-02 1326 1351 25 0.10
BHDDHO08-02 1577.7 1578.5 0.8 0.14
BHDDHO08-03 1207 1209 2.0 0.62
BHDDHO08-03 1242 1279 37 0.21
including 1250 1260 10 0.30
including 1272.7 1279 6.3 0.41
BHDDHO08-03 1294 1299 5.0 0.26
BHDDHO08-03 1560.2 1569.2 9.0 0.41
BHDDHO08-03 1580 1615 35 0.14
BHDDH09-01 1269.8 1270.6 0.8 0.11
BHDDH09-01 1401.1 1403.6 2.5 0.36
BHDDH09-04 1023.3 1027.3 4.0 0.10
BHDDHO09-05 1182 1185.4 3.4 0.09
BHDDHO09-05 1200.2 1208 7.8 0.11
BHDDH10-02 262.3 272 9.7 0.38
BHDDH10-02 300.1 303.4 3.3 0.11
BHDDH10-02 319.4 321.4 2.0 0.27
BHDDH10-03 938.5 939.9 1.4 0.19
BHDDH10-04 708.9 709.6 0.7 0.20
BHDDH10-07 959.8 1003 43.2 0.82
including 959.8 974.1 14.3 2.37
including 971.9 974.1 2.2 15.24
BHUG11-006 293.6 327.2 33.6 1.65
including 303.6 308.6 5.0 10.45
BHUG11-042 253.2 280.1 26.9 0.32
BHUG11-058 546.5 598.3 51.8 0.43
including 559.5 564.4 5.0 1.03

(1) Allvalues represent either a single interval or were composited using a weighted average based on sample interval length.

As of September 30, 2@1we have incurred exploration costs to date of approximately $1,600,000Ging the 203 fiscal year, wedo not
plan to undertake any significant exploration work on the property. The focus at Butte Highlands in fiscal 2013 wilbbekonof the
permitting process, completion of geologic model and mine planning, and the commencement of mining operations by ouujgeint ven

partner, Highland, upon the receipt of the Hard Rock Operating Permit from the State of Montana.
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Idaho Gold Property

The Sgencer Prospect

The Spencer prospect covers 640 acres on the western end of the-Bjjgoieer Trend, a northedstnding belt of rhyolite volcanics
known to host epithermal gokllver mineralization, just south of a privatdigld opal mineabout ninemiles northeast ofiear the town of
Spencerldaha We believe that the property has the potential to host both-pjpemd underground gold deposits.

The geochemistry at Spencer is consistent with the upper levels of an epithermal sdtemagh trere was considerable interest in the
region during the 1980s and 1990s, the Spencer property has never been drill tested.

We have performed a phasene exploration program consisting of reconnaissaceée geological mapping along with rock chip and soi
geochemical sampling-uture work may include more detailed mapping and sampling, and possibly a geophysical survey to help define drill
targets.

The Spencer Prospect is held by State of Idaho Department of Lands Mineral Lease No. 9347. Thd ddisenalas issued to a prior
Director of Timberline, who assigned ittsfor consideration of common stock and approximately $3,000 in expenses.

The prospect is located in Section 16, Township 12 North, Range 37 East, in Clark CountyThialease @vers an area of approximately
640 acres and calls for annual payments to the State of Idaho of R648lties on production of previous metals afgebcent of the gross
receipts from the sale of minerals produced, less reasonable transportationgsaneltireatment costs.

As of September 30, 2012, we do not consider the Spenser prospect to be a material pdopesterial future expenditures are planned on
the prospect at this time.

Idaho Copper-Silver Property

The Snowstorm Prospect

The Srowst orm Project is located in north | daahhistore oper&tion thaeproduved | | ey
800,000 tons of ore averagingpércent copper and 6 ounces per ton (oz/t) silver. Snowstorm mineralization occurred aimatesgem

copper and silver found in the same Revett Formation quartzites that host the Troy, Rock Creek, and Montanore depdsdstanahe

Copper Sulfide Belt, but was of a much higher gra@lee Snowstorm propertyvhich is 2 miles northeast of the LgcFriday Mine near

Mullan in Shoshone County, Idah@s in the southwest corner of the Montana Copper Sulfide Belt where it overlaps the northeast corner of
the Coeur d'Alene Mining DistrictTimberline controls 10®ercent of the Snowstorm Project.

In late-2005, Timberline completed a Phase | exploration program at Snowstorm, designed as an initial evaluation of the potgppid for
silver mineralization in Upper Revett quartzite within the large project arba. program consisted of 10 corelds totaling 4,104 feet,
drilled at nine widelyspaced sites along the projected mineralized horizon at depths ranging from 149 to 712 feet.

We submitted a technical report on the Phase | exploration program at Snowstorm, along with a Phase lbrexyptpasal, to Hecla as
required by an earim agreementHecla has subsequently elected not to participate in future expenditures at Snowstorm and thus retains a 4
percentnet smelter returnsNSR) royalty on any future production from the projed/e now control 106percent of the Snowstorm
prospect.

In 2005we signed a Mineral Lease Agreement with Snowskiieing Co. for additional ground adjacent to the Snowstorm project area.
The property subject to the Snowshoe Agreement includes the patdaited of Mineral Survey 2224, encompassing an area of
approximately 76 acres, just west of the Snowstorm claifiie agreement calls for an initial payment of $8,000, with annual payments
increasing to $15,000 by May 2009, and remaining at that leveletfier. We will pay a 3percent NSR royalty on any production from the
Snowshoe property, and will perform a minimum of $10,000 worth of exploration work upon it anrittedlyvork may be performed on or

for the benefit of the Snowshoe claims. Heclavimesly elected to include the Snowshoe claims within the area of interest, and will
consequently receive agercent NSR royalty on any production from the Snowshoe property.

In June 2012 we entered indm Exploration and Option to Purchase Agreementst h  Daycon Minerals Corporat
Canadian corporation, for our Snowstorm Prospect. Under the terms afrd@mment, Daycon has a five year option to purcliase

property for $1.5 million cash. We received a tota6®,000 share of Daycon common stock upon execution of the agreement, with
potential stock to be issued under the agreement of @b@0,000 shares of Daycon common sto@aycon has agreed to make annual
minimum exploration expenditure commitments of $250,000henSnowstorm Prospect, commencing in June 2014. We do not consider
these agreements to be material to our business at this time.

As of September 30, 2@, we do not consider the Snowstorm prospect to be a material propedymaterial future expenditues are
planned on the prospect at this time.
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Montana Copper-Silver Properties

The Minton Pass, East Bull, Standard Creglkucky Luke, Clear Peak and Copper Ro¢krospects

In 2004,we acquired four properties on the Montana Copper Sulfide Belt golrirand Sanders countiesll four properties are interpreted

as sedimenhosted coppesilver occurrences located in the Revett Formation of the Montana C8jper Belt and are considered early
stage exploration prospect3he properties were held/lJ.S. Borax and its successor company, Kennecott Exploration, during the 1980s
and earlyl990s. We acquired the mapping and sampling data from the U.S. Borax prodiaene has been no documented activity in these
areas since 1992.

In the 1970s and 198, major exploration companies identified several copjpegr occurrences within the Montana Copper Sulfide Belt,
and successfully outlined three wodthss ore bodies, including Troy, & Creek and MontanoreThese quartzithosted deposits are
chamcterized by their lateral extensive size and continuity of mineralization.

In 2008, we acquired two additional prospects in the same favorable mineralized geology, Clear Peak and Copper Rockpeftiese p
have the same geologic description as pghaperties described above. Both Clear Peak and Copper Rock were previously explored by
Asarco Exploration Company, IncAll claims were staked bys and are not subject to any underlying production royaky.of these

claims have been filed with ti&.M.

In June 2012 we entered iMME X pl or ati on and Option to Purchase Agreements wit
Canadian corporation, for olontana CoppeSilver Properties Under the terms of thagreement, Daycon has a fiy@ar option to
purchasethe propertes for $1.5 million cash. We received a total 330,000 shares of Daycon common stock upon execution of the
agreement, with potential stock to be issued under the agreement 08@{Q@00 shares of Daycon commoncgto Daycon has agreed to

make annual minimum exploration expenditure commitments @,$20 on theroperties commencing in June 2014. We do not consider

these agreements to be material to our business at this time.

As of September 30, 2012, we do wonsider any of the Minton Pass, East Bull, Standard Creek, Lucky Luke, Clear Peak or Copper Rock
prospects to be material propertiddo material future expenditures are planned on the properties at this time.

Overview of Regulatory, Economic and Envionmental Issues

Hard rock mining and drilling in the United States is a closely regulated industrial actitiyng and drilling operations are subject to
review and approval by a wide variety of agencies at the federal, state and locaEkskelevel of government requires applications for
permits to conduct operation3he approval process always involves consideration of many issues including but not limited to air pollution,
water use and discharge, noise issues, and wildlife impaditsing operations always involve preparation of an environmental impact
statement that examines the probable effect of the proposed site developeeral agencies that may be involved include: The U.S.
Forest Service (USFS), Bureau of Land Management (BBviyironmental Protection Agency (EPA), National Institute for Occupational
Safety and Health (NIOSH), the Mine Safety and Health Administration (MSHA) and the Fish and Wildlife Service (R¥&jual states

also have various environmental regulatorglies, such as Departments of Ecolodgycal authorities, usually counties, also have control
over mining activity An exampl e of such regulation is the SderainepemittmniMpnt ana
activities within the &te. Cyanide isoftenused in theextractionof gold. However, since some of our prospects in Montana are for silver
and copper this ban does not affect those properties. Our Butte Highlands project in Montana is partially on patentaddgi®amd
underground gold prospect. It is anticipated that any production from this property would be shipped to nearby milledsingras
opposed to building our own mills and processing facilities, thus thisvoald not affect our plans in Montana. ThdkBorn project is
nearby and similar to Butte Highlands and is following a similar plan with public supfMartare not aware of any other states that plan to
enact similar legislation.

Gold, silver and copper are mined in a wide variety of ways, bothpéen pit and underground mine®pen pit mines require the gold
deposit to be relatively close to the surfaddese deposits tend to be low grade (such as@@BLounces per ton gold) and are mined using
large, costly earth moving equipment, usualiyery high tonnages per day.

Open pit operations for golafteninvolve heap leaching as a metallurgical method to remove the Beldp leaching involves stacking the
ore on pads which are lined with an impenetrable surface, then sprinklingltheifoa weak cyanide solution to extract the golthe
particle impregnated solution is collected and the gold recovered through further processing.

Underground metal mines generally involve higher grade ore bodéss. tonnage is mined undergrouadd generally the higher grade ore
is processed in a mill or other refining facilitfhis process results in the accumulation of wastprogucts from the washing of the ground
ore. Mills require associated tailings ponds to capture waspeduucts ad treat water used in the milling process.

Capital costs for mine, mill and tailings pond construction can easily run into the hundreds of millions of dollars. Jikeme dactored

into the profitability of a mining operation. Metal mining is semsitto both cost considerations and to the value of the metal produced.
Metals prices are set on a werldde market and are not controlled by the operators of the nlhanges in currency values or exchange
rates can also impact metals priceShangesin metals prices or operating costs can have a huge impact on the economic viability of a
mining operation.
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Environmental protection and remediation is an increasingly important part of mineral econimgosie cases, particularly in Montana,
with its concern for its grizzly bear population, mining companies have been required to acquire and donate additional larasta serve
substitute habitat for this endangered species.

Estimated future costs of reclamation or restoration of mined land arm fré@seipally on legal and regulatory requirements. Reclamation of
affected areas after mining operations may cost millions of dol@fsen governmental permitting agencies are requiring rmiltion

dollar bonds from mining companies prior to grantpamits, to insure that reclamation takes plaék.environmental mitigation tends to
decrease profitability of the mining operation, but these expenses are recognized as a cost of doing business by mgdana minin
exploration companies.

Mining and exploration activities are subject to various laws and regulations governing the protection of the environment. Thade laws
regulations are continually changing and are generally becoming more restrictive. We conduct our operations so asthe prdikct
health and environment and believe our operations are in compliance with applicable laws and regulations in all mattsialWespave
made, and expect to make in the future, expenditures to comply with such laws and regulations, butesiantitepfull amount of such
future expenditures.

Every mining activity has an environmental impact. In order for a proposed mining project to be granted the requiredrgavparmis,
mining companies are required to present proposed plans fgatimg this impact. In the United States, where our properties are located, no
mine can operate without obtaining a number of permits. These permits address the social, economic, and environmentiéltlipacts
operation and include numerous opportusifier public involvement and comment.

We intend to focus on exploration and discovery of mineral resouttes are successful, the ore bodies discovered will be attractive to
production companiesor we will potentially bring the ore bodies to protan ourselves The mining industry is, like agriculture, a
fundamental component of modern industrial society, and minerals of all sorts are needed to maintain our wéfyvee kfiee successful in
finding an attractive ore body, be it gold, silvar anpper, sufficient valuavill be created to reward owhareholders and allow for all
production and reclamation expenses to be paidelves oby the actual producer to whom we convey, assign or joint venture the project.

ITEM 3. LEGAL PROCEEDINGS
We are not a party to any material pending legal proceedings, and no such proceedings are known to be contemplated.

No director, officer or affiliate of Timberline and no owner of record or beneficial owner of more than 5.0% of our semuaitip assadate
of any such director, officer or security holder is a party adverse to Timberline or has a material interest adversdite Tinmbeterence to
pending litigation.

ITEM 4. MINE SAFETY DISCLOSURES

Pursuant to Section 1503(a) of the recently esth€toddFr an k  Wal | Street Reform and-F€angumet 0P
issuers that are operators, or that have a subsidiary that is an operator, of a coal or other mine in the UnitedeBjaites] aoedisclose in

their periodic reportdiled with the SEC information regarding specified health and safety violations, orders and citations, related
assessments and legal actions, and mirgfefed fatalities. During the fiscal year ended September 30, 2012, our U.S. exploration properties
wer e not subject to regulation by the Feder alFeddal Miee SSfetyfaadt Healtta nd H
Act of 1977the "Mine Act").
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PART Il

ITEM 5. MARKET FOR COMMON EQUITY , RELATED STOCKHOLDER MATTER S, AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock is listed onthe NYMKT and i s quoted under Quhcemnom stodkialsogtradesomthe@ TSX A T L F
Venture ExcWha)ngien (Gdarmwa&Xda and i s quot eTte higmahelow salehpeced far auddomngpn stogkmb o |
as quoted on theYSE MKT and the TSXV were as follows:

NYSE MKT (US$) TSX-V (Cdn$)

Period? High Low High Low
2012

First Quarter $0.63 $0.45 $0.70 $0.46
Second Quarter $0.52 $0.26 $0.% $0.24
Third Quarter $0.42 $0.23 $0.45 $0.23
Fourth Quarté? $0.50 $0.27 $0.46 $0.25
2011

First Quarter $1.32 $0.87 $1.30 $0.83
Second Quarter $1.09 $0.74 $1.15 $0.71
Third Quarter $0.99 $055 $0.94 $059
Fourth Quarter $0.74 $050 $0.70 $0.52
2010

Fourth Quarter $1.40 $0.78 $1.44 $0.85

(1) Quarters indicate calendar year quarters.

(2) Through December 7, 2012

On December 7, 2012, the closing sale price for our common stock was $0.29 on the NYSE MKT a@di$0028he TSX/.

As of December 7, 2012ye had62,271,879shares of common stock issued amatstanding, held by approximateRb0 registered
shareholders. In many cases, shares are registered through intermediaries, making the precise nuraebeldefsiuificult to obtain.

Dividend Policy

We anticipate that we will retain any earnings to support operations and to finance the growth and development of suiThesaiese,

we do not expect to pay cash dividends in the foreseeable futurduringr determination to pay cash dividends will be at the discretion of
our board of directors and will be dependent on the financial condition, operating results, capital requirements ardocthirateour
board deems relevant. We have never dedlardividend.

Purchases of Equity Securities by the Issuer and Affiliates

There were no purchases of our equity securities by us or any of our affiliates during the year ended SepterbBer 30, 20

Stock Incentive Plans

In February 2005, our Board adegd the 2005 Stock Incentive Plan which was approved by a vote of shareholders at our Annual Meeting of
Shareholders on September 23, 2005. This plan authorizes the granting of up to 750@4lified stock options tour dficers, directors,
and consliants.

On August 31, 2006, our Board of Directors approved an amendment to the Timberline Resources Corporation 2005 Equetylacentiv
(the AAmended 2005 Plano) for the purposes of i n cssuedapasrsuangto t h e
Awards granted under the original 2005an from 750, 000 shares to 2,750,000 shares a
in the Amended 2005 Plan) to participate in the plan on the same basis of any other participamteted2005Plan was approved by a

vote of shareholders at our Annual Meeting of Shareholders on September 22, 2006.
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On August 22, 2008, our shareholders approved a proposal for the increase in the total number of shares of commomasydog ibaed

pursuant to awards granted under the original 2086 as previously amended. Following the increase, the plan provides for 7,000,000

shares of common stock for awards under the plan.

On May 28, 2010, our shareholders approved a proposal for theease in the total number of shares of common stock that may be issued

pursuant to awards granted under the original 2986 as previously amended. Following the increase, the plan provid&g,060,000
shares of common stock for awards under the.pla

Equity Compensation Plans

The following summary information is presented as of September 32, 20

Number of securities to be
issued upon exercise of
outstanding options,

Weighted-average
exercise price of
outstanding options,

Number of securities
remaining available
for future issuance
under equity
compensation plans
(excluding securities
reflected in column

security holders?

warrants, and rights warrants, and rights @)
(a) () (c)
Equity compensation plans approved by 6.491.500? $0.93 738865

Equity compensation plans not
approved by security holders

Not applicable

Not applicable

Not applicable

TOTAL

6,491,500Y

$0.93

738865

See fiStock I ncentive Planso, above.

(1)

As to the options granted to date, there w&98,333options exercised during the year ended September 3@, 2Bor the year ended
September 30, 24, 308,3320ptions were exercised.

Sale of Unregistered Securities

None.
ITEM 6. SELECTED FINANCIAL DATA
Not Applicable.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATION

You should read the following discussion and analysis of our financial condition and results of operations together fiviincar
statements and related notes appearing elsewhere irg¢p@t. This discussion and analysis contains forwkoking statements that
involve risks, uncertainties and assumptions. Our actual results may differ materially from those anticipated in theddofaing
statements as a result of many factors, iddung, but not | imited to, those set forth
thisdocumentSee fACautionary NoteolRiegagr 8t agefemnwad dabove.

und

Overview

We commenced our exploration stage in January 2004 with thgelmthe management of the Company. From January 2004 until March
2006, we were strictly a mineral exploration company. With the subsequent acquisition of a drilling services companyisttienaaf

Butte Highlands, and the acquisition of Stacdatdd Resources Ltd., we advadasur business plan. Prior to our new business model, the
purchase of Timberline Drilling (formerly known as Kettle Drilling), and a more active and focused exploration divisGomibeny had

no reported revenues anccamulated losses.

During 202 we have continued focus our business model arineralexploration and development, with future revenues and cash, ffows
any, to be derived fromany futuremineral production. During thpreviousyear, we actively soug a buyer for our drilling services
subsidiary, Timberline Drilling, as we had determined that Timberline Drilling was &@r@nbusiness and that the market wpsmal for
achieving a sale of that subsidiaryThe sale of Timberline Drilling was compéel in November 2011 for a total realized value of
approximately $15 million.

At our South Eureka Pr op é& Eureka goldtrendemiehdnalddss thB kobkiout Mourthin iProject wenfollowed
up on the exploration and drilling prograraf the previous two years with another drilling program that included an additional 26,000 feet
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designed to enhance our confidence in our estimated mineralized material and to obtain drill core for process metadlggatachnical
scoping studies.We also initiated, or continued, geotechnical, geochemical studies as part of our preparations for permitting the Lookout
Mountain Project. We announced an updated gold mineralization estimate in May 2012, and we expect to complete a pcdinoimscy
assessment of the Project during 2013.

Our Butte Highlands Joint Venture in Montana continued to progress towards commencement of production during the 3@a?2. fi€eal
activities during 2012 were concentrated primarily on advancing permittitigegbroject Subsequent to our fiscal year end, but prior to
filing this report, we received a notice of completeness and compliance from the MTDEQ, as well as a draft operatiiog {hermpibject.
We expect to obtain all necessary permits to commenaduction in 2013.

Mineral Exploration

In June, 2010we acquired Staccato Gold Resources Ltd. andbitsut h Eur eka Property i n Eurekeegolde v ad a
trend, which includes the Lookout Mountain Project, andne of the largésindeveloped exploration properties in Nevada, encompassing

some 23 square milesSince ar acquisition othe South Eureka Propenye havecompleted an aggressive work programeluding more

than 60,000 feet of surface drillingnetallurgical teshg, geotechnical and geochemical studies, as well as baseline environmental studies

We haveobtaired sufficient data to complete an updated mineralization estimate, and updatedl®ld #8hnical reportsverereleased by

usin both March 2011and May 2012 In addition, we completed detailed mapping of the geology of the property to better understand the
controls of mineralization and to outline additional exploration drill tartiett weretesed during the 202 drilling program as well as in

future exploation drilling programs

As of September 30, 2@ve havecompleeda 26,000 foot reverse circulaticsnd diamondlrilling programat South Eureka, withs many

as thredrill rigs operating on site. Th2012programwas designed talemonstrate strongpntinuity of mineralization on the property, as
well as initial identification of high grade gold mineralization desvp of the current mineralizationVe expect to proceed with a
preliminary economic assessment of the Lookout Mountain Project in 281#&lbas continuing with ongoing metallurgical, geotechnical
and environmental studies as part of this assessmasuming the availability of funding to undertake our exploration progranexpect
that total expenditures on South Eureka during fig6aB will be approximately $6.5 millionThese expenditures are discretionary and may
be scaled back depending upon the availability of capital to us.

Activities at ourButte HighlandsJoint Venture during fiscal 2012 focused almost exclusively on caim@léhe permitting processith an
expectation that all necessary permits to commence production will be received in\V@@l1&ea 50% joint venture partner in the Butte
Highlands Joint Venturandis being carried to production.

The required applation has been submitted for an Operating Permit at Butte Highlands, and work is continuing on the other associated
permits required for the operatiomcluding a Montana Pollutant Discharge Elimination System permit and a Special Use Permit from the
United States Forest Service for ore haulage road Nsematerial permitting obstacles are expected as the project advances toward targeted
production. Surface facilities and infrastructure required for development and production are already in plemer ergiration permit

which has been in place since August 2009.

Ti mberl inebs

Butte

Hi ghl ands ouretiatagy to ¥rgen inta creative sructurbsethatfmove gptoductiona mp

responsibility to other parties while allowing expmstio gold production, where financing has been provided by a third party with proven
expertise in underground mine development and operation. This has been achieved with no dilution to Timberline shafshotiteds.

all expenditures relatingtotitte vel opment of the projected underground mine are
total expected development budgetpproximatelyJSD $40 million.

Our management and geologists remain committed to providing exploration antigbdoe discovery to our investord.ooking ahead, it is

the opinion of management that our primary commodity focus should be on gold, and to a lesser extent on silver in thmetaisiauea.
Furthermore, we believe that projects similar to LodKdountain and Butte Highlands are a good fit for the current environment and the
unique qualifications of our people and strategic partners.

Results of Operations for Years Ended September 30, 2Rand 2011

Consolidated Results

Year Ended September 30

(3US)

2012 2011
Consolidated net loss from continuing operations $ (7,171,572 % (6,835,866)
Incomefrom discontinued operations, net of tax 2,121,580 4,506,356
Consolidated net loss $ (5,049,992 $ (2,329510

Our overall consolidated néiss for the yeaincreased in comparison to the prior year primarily as a restitecfale of oudiscontinued
operations Timberline Drilling) early in fiscal 2012as well as an iorease in mineral exploration expenses by the Compaftyese
exploraton expenses were largely incurred at our South Eureka Property.
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Exploration expenses:
Butte Highlands
South Eureka/Lookout Mountain
Other exploration properties
Total exploration expenditures
Non-cash expenses:
Stock option and stock issuance expense
Depreciation, amortization and accretion
Total nonrcash experes
Gain on lease of mineral rights
Salaries and benefits
Professional fees expense
Impairment of availabldor-sale securities
Other general and administrative expenses
Interest expense
Interest and other income
Income tax benefit
Net loss from continuing operations

Theincrease in the after tax net loss for the year ended i8bpte30, 202a s

Year Ended September 30

2012 2011

$ 13953 $ 36,374

4,204,887 3,699,069

728812 632,418

4,947 652 4,367,861

370000 901,246

56,726 29,248

426,726 930,494

(75,000) -

808426 560,148

271,946 306,289

50,000 -

798542 1,009243

71,274 527,272

(127,994 (13,319)

- (852,122)

$ 7171572 $  (6,835866)
compared to the previous

result ofincreased expenditures on mineral exploration at our South Eureka/Lookout Mountain paopehigher salaries and benefits
expenses. During the year we addedewv Vice President, Exploration, as well as incurred-tone expenses for the cancellation and
transfer of existing supplemental retirement plans to our Chief Executive Officer and Chief Financial Offiserincreased expenses were
partially offset by reduced nostash expensefower interestexpensgincreased interest income and a gain on the lease of mineral rights
During the year we repaid our outstanding $5 million debt obligation and commenced the receipt of interest income eceavabterom

the purchaser of Timberline Drilling. The gain on lease of mineral rights was realized on the lease of our Montar@ilCepPevperties
as more fully described in Item 2 of this Annual Repdtie income tax benefit during the year ended Septerd0,2011arose as a result
of a reduction in deferred income tax liabilities assumed upon the acquisition of Staccato Gold Resources Ltd.

Exploration expenses increased significantly from the previous year as a rdsglieabedexploration drillirg undertaken in 2@Lat our
SouthEureka/Lookout Mountain property. Naash expenses decreased significantly in22@impared to the prior year as a result of a
reduced value of stock options vesting during the current y@trer general and administirge expenses decreased in 2012 primarily due to
reduced investor relations activities and use of outside consulting services, as well as a revamping of our markettigninéorparate
logo, and website, and the initiation of payment of cash compendatmembers of our Board of Directors in the previous year.

Discontinued Operation Timberline Drilling & WWE

In September 201lye announced thatve had entered into a ndvinding letter of intent to setbur wholly owned Timberline Drilling
subsidary. The results of operations for Timberline Drilling have been reported in discontinued operations for all periotipresen

Prior to its disposal, Timberline Drilling continued to experience similar daily production rates from operating drillseseper foot

drilled, and operating margins as it did in the previous fiscal yeaNoWember 2011the sale of Timberline Drilling was completed for a

total value of approximately $15 million, including the receipt of $8 million in cash and an adtB®million in cash from Timberline
Drillingés working capital i mmedi ately pr

Company.

year

ior to cl b636,98ytothe The

During the year ended September 30, 2011 Timberline Drilling readrd net income, primarily attributable to the addition of new

customers during the year and an

ncrease

in the

n u ratage dailyo f

dr

production rates from operating drills and highereraves per foot drilled contributed to the increase in net income from the previous year,
offset in part by preparation costs associated with the deployment of surface drilling rigs to new customer locatioheramdihtgnance

costs. During 2011, Timbkne Drilling provided $1 million in cash to us in order to fund our exploration expenses.
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The following table details selected financial information included in the income from discontinued operations in outated stéitement
of operations for thgears ended September 30, 2012 and 2011.

($U9 Year Ended September 30

2012 2011
Revenues $ 3173633 $ 30,908082
Cost of revenues (2,300585 (23,629156)
Operating expenses (372,437 (2,672150
Interestand otheincome 188 3,630
Interest expense (16,157 (104,050
Net income $ 484,642 $ 4,506,356
Gain on disposal 1,636,938 -
Incomefrom discontinued operations, net of tax $ 2,121580 $ 4,506,356

Our consolidated balance sheet has no assets and liabilities of discontietettbop held for sale at September 30, 2012.d0nsolidated
balance sheet has assets and liabilafediscontinued operatior®eld for sale which were comprised of the following items at September 30,
2011:

Year ended
September 30,
2011
Cash ad cash equivalents $ 2,812,053
Accounts receivable 2,016,998
Materials and supplies inventory 1,647,926
Prepaid expenses and other current assets 168,382
Total current assets held for sale $ 6,645,359
Property and equipment, net $ 5,931,544
Goodwill 2,808,524
Total noncurrent assets held for sale $ 8,740,068
Accounts payable $ 1,430,743
Accrued expenses 185,474
Accrued payroll, benefits and taxes 748,682
Current portion of longerm debt 285,895
Current portion of obligations dier capital leases 126,203
Deferred revenue 78,970
Total current liabilities held for sale $ 2,855,967
Long-term debt, net of current portion $ 395,898
Obligations under capital leases, net of current portion 220,705
Total noncurrent liabilites held for sale $ 616,603

Financial Condition and Liquidity

At September 30, 22, we had assets 0f19,209329 consisting of cash in the amount $1,034,080, a current note receivable of
$1,350,000; a joint venture receivable of $773,088trictedcash of $39,422 property,mineral rights and equipment, net of depreciation
of $13,636,073and other assets 01 376,726.

Disruptions in the credit and financial markets over the past several years have had a material adverse impact on afimamtial of
institutions and have limited access to capital and credit for many companies. While access to capital has improvedhe=seently,
disruptions could, among other things, make it more difficult for us to obtain, or increase our cost of obitalgared financing for our
operations. Our access to additional capital may not be available on terms acceptable to us or at all. If we arebtadbiénEncing
through equity investments, we will seek multiple solutions including, but not dinoteasset sales, credit facilities or debenture issuances.

At September 30, 2 ourworking capitalbalance was$2,134,871, compared to working capital of $255,731 at September 30, 2011
Management expects to maintain or increase the amount of woddpigal by monitoring discretionary exploration expenditures,
minimizing professional and consulting expenses, and potentially obtaining financing through equity investentdan to continue
exploration programs on our material exploration propertiiegind some exploratory activities and drilling on eatigge properties, and to
seek additional acquisition opportunities.

During the year ended September 30, 2044 entered into a noehinding letter of intent to sethur Timberline Drilling subdliary. In
November 2011the sale of Timberline Drilling was completed in exchange famifi#on in cash,an additional $2 million in cash from the
existing working capital of Timberline Drillingg promissory note in the principal amount of3million with an interest rate of 10% per
annum the assumption by the purchaserapproximately $1 million otertain indebtedness of Timberline Drilling, and the provision of
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future discounted drilling servicesr cashfo usup to a total value of $1,100,000er a 5year period The total amount of consideration to
be received byswas also subject to adjustment based upon the working capital of Timberline Drilling as of the closing date of the sale.
This adjustment reswddin the receipt ofdditionalcashconsideratiorof $1,657,625

In conjunction with the sale of Timberline Drilling during the year ended September 30, 2012, we repaid our $5,000,0(flectarver
note payable to Juniper Resources, LLC, an entity controlled by Ron Guill, a doktte Company. As a result, as of the date of filing of
this report, we have no outstanding debt and a balance of cash on hand of approximately $500,000.

For additional information regarding the operating, investing and financing cash flows asswiiatedr discontinued operations, please
refer to Notel4 to our consolidated financial statements contained in Item 8 of this Annual Report.

As a result of our current cash balance, our ability to curtail discretionary exploration expendituregdsametthe expected satisfaction of
our current note receivable of $1,350,000 from the sale of Timberline Drilling, management believes that it has suffiaiencayotal to
meet our ongoing operating expenses for the next 12 months. However,redditiancing will be required if we wish to fully implement
our currently planned exploration programs or explore additional property acquisitions.

Financing activities

In February 2011yve initiated a registered direct offering ofir common stock tanstitutional investors in the United State¥/e entered

into securities purchase agreements to sell 5,263,158 shares of common stock at a price of $0.95 per share for gragsspr006ea30,

and the offering closeih March 2011. We incurred $43)013 in expenses with respect to the offering, resulting in net proceeds of
$4,568,987. Proceeds from the offering were used to fund ongoing exploration activities at our Lookout Mountain Project, as well as for
general working capital.

On October 31, 2D8 we entered into a convertible note with Small Mi ne D
of the Company.The convertible notéas a principal amount of $5 million and is collateralinétth all of the stock of Timberline Drillig,

Inc., as well as a Deed of Trust coveringr Butte Highlands property in SilverBo@o unt y, Montana (the ®@Butte |
a right of first refusal over our Butte Highlands property (the

Theconvertible notéears interest at 10% annually, compounded monthly, with interest payments due at maturity on October 31, 2010. The
convertible noteincluding accrued interest, is convertilitdo common stocky SMD at any time prior to payment of the note in full, at a
conversion price of $1.50 per share. Shoukissue any form of equity security other thaur common stock, SMD may also convert all or

any portion of the outstanding amount under the Convertible Term Note into the new form of equity security anite psmegaof the new

form of equity securityThe convertible notenay be prepaid in whole or in part at any time without premium or penaltg default on the
convertible note SMD may declare theonvertible notammediately due and payable, ang must pay SMD an origination fee in the
amount of $50,000.

Under the Right of First Refusatlie granted SMD a right of first refusal to purchase the Butte Highlands Property on the same terms as those
of any bona fide offer fromathirdar t y u p amotice@rm tieaCpnspany of any such offer. In additiwa,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 fioantya tpiod 60

days 6 n asofanysuch déno m

In June 2010, SMD agreed to extend mhegurity date of theconvertible notd¢o on or before April 30, 2012We paid 8 interest accrued
through June 30, 2010 to SMD at that timé/e also paid a $50,000 extension fee to SMD in consideration éextension of the
convertible mte. Theconvertible notavas also amended to require interest accrued subsequent to June 30, 2010 to bagtaiEMD
monthly, rather than accruing interest to maturity. All other terms of the loan were unchanged.

Effective December 31, 2010 SMD assigned the convertible note and all related agreements and rights to Juniper Resoamcestityl C,
also controlled by Ron Guill.

During the year ended September 30, 2012, we repaid the entire balance of the comateilaled accrued interest as of the date of
repayment and cancelled all of the related agreements.

Off-Balance Sheet Arrangements

We do not haveny off balance sheet arrangements that are reasonably likely to have a current or future effect amc@iirchnditon,
revenues, results of operations, liquidity or capital expenditures.
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Critical Accounting Policies and Estimates

See Note 2 t@ur consolidatedinancial statements contained ltem 8 ofthis Annual Report for a complete summary of #ignificant
accounting policies used in the presentation of our financial statementiescribed in Note 2, we are required to make estimates and
assumptions that affect the reported amounts and related disclosures of assets, liabilities, reveneasesd eie believe that our most
critical accounting estimates are relateds$set impairmentndasset retirement obligations.

Our critical accounting policiesnd estimateare as follows:
Asset Impairments

Significant property acquisition paymerfts active exploration properties are capitalizetihe evaluation of our mineral properties for
impairment is based on market conditions for minerals, underlying mineralized material associated with the propertiess andtéuthat
may be required foultimate realization through mining operations or by sdeéno mineable ore body is discoverext, market conditions
for minerals deteriorate, there is the potential for a material adjustment to the value assigned to mineral.properties

We review thecarrying value of 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 dispositisnwHerease
undiscounted expected future cash flows are less than the carrying value, an impairment loss is recognized equal tdwuwaibihe

carrying value exceeds the fair value of the asset. The factors considered by management in performing thist asskestameurrent
operating results, trends and prospects, the manner in whielytigmenis used, and the effects of obsolescence, demand, competition, and
other economic factors.

Asset Retirement Obligatian

We have an obligation to reclaim its pperties after the surface has been disturbed by exploration methods at the site. Asne rlesuét
recorded a liability for the fair value of the reclamation ces&®xpects to incur in association with &auth Eureka PropertyVe estimate
applicableinflation and crediadjusted riskree rates as well as expected reclamation time frames. To the extent that the estimated
reclamation costs change, such changes will impact future reclamation expense recdiadslity is recognized for the presenalie of
estimated environmental remediation (asset retirement obligation) in the period in which the liability is incurred Hiableastimate of

fair value can be made. The offsetting balance is charged to the felatdived asset. Adjustments emade to the liability for changes
resulting from passage of time and changes to either the timing or amount of the original present value estimate Unedeblygagion.

Recently Issued Accounting Standards

In June2009, the ASC guidance for catislation accounting was updated to require an analysis to determine whether a variable interest
gives the entity a controlling financial interest in a variable interest entity. This statement requires an ongoing esassesatiminates

the quantitatie approach previously required for determining whether an entity is the primary beneficiary. This statement is effective for
fiscal years beginning after Nov. 15, 2009. Accordinglg,adopedthis updated guidance in fiscal year 2@ith no materiaimpad on the
consolidated financial statements.

In June 2011, the Financial Accounting Standards Board issued Accounting Standards Update-Bib, R@k&ntation of Comprehensive
Income( A ASU -05®) 1 This standard wi |l |comeargwthar eommehdnsive in@me in @thepar snglee n t
continuous statement or in two separate, but consecutive, statements of net income and other comprehensive incometoTjoresgriion

items of other comprehensive income in the statement of chéamegegiity is eliminated. The new requirements are generally effective for
public entities in fiscal years (including interim periods) beginning after December 15, 2011. Management does not heIR/ELAS

will have a material effect on our consolidafethncial statements.

Contractual Obligations
Timberline and its subsidiaries lease office space and storage facifitles. these facilities, which we believe are adequate for our needs

for the foreseeable future, are leased. Under the curresgtsleae paid rental payments &4$026in the fiscal year ending September 30,
2012. The current leases call ftre following fiscal yeapayments $70,700(2013).

Certain information contained in this AManagement Di scoasdts i on ¢
could differ from estimates, expectations or beliefs contained in such statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE  DISCLOSURES ABOUT MARKET RISK

Not Applicable.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

TIMBERLINE RESOURCES CORPORATION AND
SUBSIDIARIES

Consolidated Financial Statements

September30, 2012 and 2011
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Certified Public Accourtants | Business Consuftants

dm-t 7307 N. Division, Suite 222

decoria » maichel s teague Spokane, Washington 99208

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Timberline Resources Corporation:

We have audited the accompanying consolidated balance sheets of Timberline Resources Corporation
(“the Company™) as of September 30. 2012 and 2011. and the related consolidated statements of
operations and comprehensive income (loss), changes in stockholders’ equity and cash flows for the years
then ended. These consolidated financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on the consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly. in all material
respects, the consolidated financial position of Timberline Resources Corporation as of September 30,
2012 and 2011. and the results of its consolidated operations and cash flows for the years then ended. in
conformity with accounting principles generally accepted in the United States of America.

Mr.&, /%J’M‘Jf » 795

DeCoria, Maichel & Teague, P.S.
Spokane, Washington
December 7. 2012
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TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES
(An Exploration Stage Company)
CONSOLIDATED BALANCE SHEET S

September 30, September 30,
2012 2011
ASSETS
CURRENT ASSETS:
Cash and cash equivalents 1034080 $ 1,827,896
Prepaid expenses and other current assets 67,660 261,336
Joint venture receivable 773,028 97,626
Note receivable 1,350,000 -
Current portion of deferred financing cost with related party, net - 15,909
Assets held for salecurrent - 6,645,359
TOTAL CURRENT ASSETS 3,224,768 8,848,126
PROPERTY, MINERAL RIGHTS AND EQUIPMENT 13,636,073 12,619,092
OTHER ASSETS:
Prepaid drilling services 887,116 -
Investment in joint venture 642,450 642,450
Restricted cash 639422 438,336
Deposits and other assets 179,500 153,094
Available-for-sale equity segities(cost$50,000) - 536,400
Assets held for salienon current - 8,740,068
TOTAL OTHER ASSETS 2,348488 10,510,348
TOTAL ASSETS 19,209329 31,977,566
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable 929,229 419,524
Accrued expenses 111,667 233,417
Accrued payroll, benefits and taxes 49,001 41,820
Accrued interest on convertible note payable to related party - 41,667
Convertible note payable to related party - 5,000,000
Liabilities held for salé current - 2,855,967
TOTAL CURRENT LIABILITIES 1,089,897 8,592,395
LONG-TERM LIABILITIES:
Asset retirement obligation 119,831 114,125
Liabilities held for salé non current - 616,603
TOTAL LONG-TERM LIABILITIES 119831 730,728
COMMITMENTS (NOTE 15) - -
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, 62,271,879 and 61,189,417 shares issued
and outstanding, respectively 62,272 61,189
Additional paidin capital 56,198035 55,317,568
Accumulated deficit (31,678445 (33,210,714,
Accumulated deficit during the exploration stage (6,582,261) -
Accumulated other comprehensive income:
Unrealized gain on availabfer-sale equity security - 486,400
TOTAL STOCKHOLDERS' EQUITY 17,999601 22,654,443
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY 19,209329 31,977,566

See accompanying notes to consolidated financial statements.
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TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES
(An Exploration Stage Company)
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (LOSS)

From Inception of
Exploration Stage

Yearended November 9, 2011
Septenber 3, Through
2012 2011 Sepember 8, 2012
OPERATING EXPENSES:
Mineral exploration expeses $ 4947652 $ 4367861 $ 4541712
Gain on lease of mineral rights (75,000) - (75,000)
Salaries and benefits 1,032427 1,075044 982115
Professional fees expense 271,946 306,289 237982
Insurance expense 97,330 89,849 95591
Other general and administrative expenses 903937 1,334992 848712
TOTAL OPERATING EXPENSES 7,178,292 7,174,035 6,631,112
LOSS FROM OPERATIONS (7,178,292 (7,174,035 (6,631,112
OTHER INCOME (EXPENSE):
Foreign exchange gaiffioss) (333) 5,774 255
Interest income 128,327 7,545 128,204
Related party interest expense (71,274) (527,272 (29,608)
Impairment of availabldor-sale securities (50,000 - (50,000
TOTAL OTHERINCOME (EXPENSE) 6,720 (513953 48,851
LOSS BEFORE INCOME TAXES (7,171,572 (7,687,988 (6,582,261)
INCOME TAX BENEFIT - 852,122 -
LOSS FROM CONTINUING OPERATIONS (7,171,572 (6,835,866 (6,582,261)
DISCONTINUED OPERATIONS (NOTE 14):
Net income net of taxes 484,642 4,506,356 -
Gain on disposal 1,636,938 - -
TOTAL INCOME FROM DISCONTINUED OPERATIONS 2,121,580 4,506,356 -
NET LOSS (5,049992) (2,329510 (6,582,261)
OTHER COMPREHENSIVE INCOME (LOSS):
Unrealized gain on availabfer-sale equity secuiés - 29,800 -
Reclassification of net loss on availaifite-sale equity securities included in net los: (486,400) - (486,400)
COMPREHENSIVE LOSS $ (5536392) $ (2299710 $ (7,068,661)
NET INCOME (LOSS) PER SHARE AVAILABLE TO
COMMON STOCKHOLDERS, BASIC AND DILUTED:
CONTINUING OPERATIONS $ (011 $ (0.12
DISCONTINUED OPERATIONS 0.03 0.08
NET INCOME (LOSS) $ 0.8) $ (0.04)
WEIGHTED AVERAGE NUMBER OF COMMON SHARES
OUTSTANDING, BASIC AND DILUTED 61795781 58,898465

See accompanying notes to consolidated financial statements.
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TIMBERLINE RESOURCES CORPORATION AND SUBSI DIARIES

(An Exploration Stage Company)
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED SEPTEMBER 30, 2012 AND 2011

Exploration Accumulated
Additional Stage Other Totd
Common Stock Paidin Accumulated Accumulated Comprehensive Stockho
Shares Amount Capital Deficit Deficit Income Equity
Balance, September 30, 2010 55,649,064 $ 55,649 $ 49,803,825 $ (30,881,204) $ - 3 456,600 $ 19,434,870
Common stockssued forcash at $0.95 per share,
net of offering costs 5,263,158 5,263 4,563,724 - - - 4,568,987
Common stock issued for options exercised 240,895 241 48,809 - - - 49,050
Common stock bonuses to employees 36,300 36 39,168 - - - 39,204
Vested portion of stock options granted - - 862,042 - - - 862,042
Unrealized gain on availabfer-sale equity
securities - - - - - 29,800 29,800
Net loss - - - (2,329,510) - (2,329510
Balance, September 30, 2011 61,189,417 $ 61,189 $ 55,317,568 $ (33210719 $ - 8 486,400 $ 22,654,443
Common stock issued for options exerciset 162,527 163 11,387 - - - 11,550
Vested portion of stock options granted - - 370,000 - - - 370,000
Common stock issued for mineral rights, 919,935 920 499,080 - - - 500,000
property and equipment purchase
Reclassification of net loss on availaifite-
sale equity securities included in net los - - - - - (486,400) (486,400)
Net income (loss) - - - 1,532,269 (6,582,261) - (5,049,992)
Balance, September 30, 2012 62,271,879 $ 62,272 $ 56,198,035 $ (31,678,445) $  (6,582,261) $ - $ 17,999,601

See accompanying notes to consolidatedhfirel statements.
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TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES

(An Exploration Stage Company)
CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

Adjustments to reconcile net loss to net cash used by operating activiti

Depreciation and amortization
Stock based compensation
Accretion of asset retirement obligation
Amortization of deferred financing cost with related party
Impairment of availabldor-sale securities
Gain on lease of mineral rights
Gain on sale of discontinued operations
Gainon disposal of equipment
Deferred income taxes
Loss on disposal of assdteld for sale
Changes in assets and liabilities:
Accounts receivable
Materials and supplies inventory
Prepaid drillingservice, prepaid expenses and other current asepissits
and other assets
Joint venture receivable
Accounts payable
Accrued expenses
Accrued payroll, benefits artdxes
Deferred revenue
Accrued interest on convertible note payable to related party
Receivable from sale of discontinued operations
Net cash used by operagiactivities

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sale of discontinued operations
Purchase of property, mineral rights and equipment
Change in restricted cash
Change in other assets
Proceeds from sale of equipment
Proceeds from sale of assets held for sale
Change in investment in joinenture

Net cash provided (used) by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Payments on convertible note payable to related party
Payments on long term debt
Payments on capital leases
Proceeds from exercise of stock options
Proceeds from issuance of stock, net of stock offering costs
Payments on customer advances
Net cash provided (used) by financing activities

Net increase (decrease) in cash and cash equivalents

CASH AND CASH EQUIVALENTS INCLUDED IN CURRENT
ASSETS HELD FOR SALE AT BEGINNING (END) OF YEAR

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END O F YEAR

$

$

From Inception of
Exploration Stage

YearEndedSeptembeB0, November 9, 2011
Through

2012 2011 SeptembeB0, 2012
(5,049992 $ (2,329510 $ (6,582,261
187,481 1,691,381 51,019
370,000 901,246 328,000
5,706 (5,253 5,706
15,909 27,273 15,909
50,000 - 50,000
(75,000) - (75,000)

(1,636,938 - -

- (2,806) -

- (852122 -

- 10,455 -

1,837,928 (1,108640 -

1,577,703 (282871 -
807,4% (44,669 464,854
(675,402) (67,055) (732,618)
(1,068564) (664,920 528,283
(285,266) (122102 111,667
(660,010 116395 49,001

(78,970) 33,970 -

(41,667) - -

- - 1,657,625
(4,719632 (2,699223 (4,127,815

8,000,000 - -
(618000) (1,112006) (584,M0)
(201,086) (58,389 (201,086)
(50,000) (50,000)

- 35816 -

- 156,500 -

- (21,450) -
7130914 (9995249 (835,086)
(5,000,000, - (5,000,000,

(681,793) (485660 -

(346,908) (282,355) -
11,550 49,050 11,550

- 4,568,987 -

- (150,000) -
(6,017,151 3,700,022 (4,988,450
(3,605869 1,275 (9,951,351,

2,812,053 (2,812,053 -
1,827,896 4,638,674 10,985,431
1,034080 $ 1827896 $ 1,034,080

See accompanying notes to consolidated financial statements.
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TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES
(An Exploration Stage Company)
CONSOLIDATED STATEMENTS OF CASH FLOWS

From Inception of
Exploration Stage

Year Ended S#ember 30, November 9, 2011
Through

2012 2011 SeptembeB0, 2012
SUPPLEMENTAL CASH FLOW DISCLOSURES
Interest paid in cash $ 68,023 $ 633,461 $ -
NON-CASH FINANCING AND INVESTING A CTIVITIES
Note receivable from sale of discontinued operations $ 1,350,000 $ - $ -
Prepaid drilling services from sale of discontinued operations 1,100,000 - -
Common stock issued for mineral rights purchase 500,000 - 500,000
Otherassets received from lease of mineral rights 50,000 - 50,000
Non-current assets held for sale - 8,740,068 -
Non-current liabilities held for sale - 616,603 -
Long term debt issued for property and equipment purchase - 41,600 -

See accompgying notes to consolidated financial statements.
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TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES
(An Exploration Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2012

NOTE 17 ORGANIZATION AND DESCRIPTION OF BUSINESS:

Timberline Resources Corporati®oweq, TivashiregrporatedandAdigust of idfth e C
under the laws of the Staté ldaho as Silver Crystal Mines, Inc., for the purpose of exploring for precious metal deposits and
advancing them to production.

In2006,bweacquired Kettle Drilling, Il nc. and its Mexican subs
I n September 2008, Kettle Drilling, Il nc. changed its ne
Timberline Drilling provides drilling services to the mining and mineral exploration indusinigbe United States In
November 2011we closed the sale of Timberline Drilling and World Wide (see Note 14) and became an exploration stage
enterprise.

NOTE 27 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

a. Basis ofPresentatiori This summary of significant accounting policies is préseto assist in understanding the financial
statements. The financial statements and notes are representatiomsnohnagement, which is responsible for their
integrity and objectivity. These accounting policies conform to accounting principles ggreredipted in the United
States of America and have been consistently applied in the preparation of the financial statements.

b. Exploration Stage EnterpriseFollowing the sale of Timberline Drilling, we are now in the exploration stage of operation.
Therefore, as of November 9, 2011, diumancial statements are prepared in accordance with the provisions of ASC
915Development Stage Enterpriseswe devote substantially all afur efforts to acquiring and exploring mining interests
that managementelieves should eventually provide sufficient net profits to sustairexistence.Until such interests are
engaged in commercial productiome will continue to prepareour consolidated financial statements and related
disclosures in accordance with teteindard

c. Principles of Consolidatioii The consolidated financial statements include the accounts of the Company and its wholly
owned subsidiariesStaccato Gold Resources, Ltd. and BH Minerals USA, &iter elimination of intercompany accounts
ard transactions.

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

e. Fair Value of Financial InstrumenisOurfinancial instruments include cash, restricted caskereceivable, investments,
and accounts payable. The carrying value of restricted eamhrote receiable approximate fair value based the
contractual terms of those instruments.

f. Cash Equivalents For the purposes of the statement of cash fleves;onsider all highly liquid investments with original
maturities of three months or lesdien purchasetb be cash equivalents. Balances are insured by the Federal Deposit
Insurance Corporation up #n unlimited and250,000amount for nofinterest bearing and interest bearing accounts,
respectively, at each financial institution

0. Restriced Cashi Restricted cash represents funds restricted as collateral for bonds held for exploration permits.

h. Estimates and AssumptionsThe preparation of financial statements in accordance with accounting principles generally
accepted in the United &es 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 t
reporting periodSignificant aeas requiring the use of management assumptions and estimates relate to asset impairments
and asset retirement obligation#\ctual results could differ from these estimates and assumptions and could have a
material effect orour reported financial positioand results of operations.
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TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES
(An Exploration Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2012

NOTE 27 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (continued):

Investment$ Available-for-sale securities are initially recorded at cost and then carried at fair value, with unrealized gains
or losses recorded as anggonent of equity, unless a decline in value of the security is considered other than temporary.
Realized gains and losses and other than temporary impairments are recorded in the statement of dperaiEmbse

a 50% interest in a joint venturea@ir Butte Highlands Gold Project (see N&e Given thatour 50% interest in the joint
venture is carried to productiowe do not have management control over operating decisions of the joint ventuiuntil
joint venture par traeetrleds$2 milioneisrécaveredtby thenjoint Versure ppartner out of future
production; andve have no risk of loss from expenses incurred by the joint venture until produgtmarecarryingour
investment in the joint venture at cost on its codsdéd balance sheet.

Property and Equipmerit Property and equipment are stated at cost. Depreciation of property and equipment is calculated
using the straighiine method over the estimated useful lives of the assets, whigies fromtwo to sewen years.
Maintenance and repairs are charged to operations as incurred. Significant improvements are capitalized and depreciate
over the useful life of the assets. Gains or losses on disposition or retirement of property and equipment are recognized in
opeaating expenses.

Review of Carrying Value of Property, Mineral Rights and Equipment for Impairfiméfe review the carrying value of
property, mineral rights and equipment for impairment whenever events and circumstances indicate that the cagrying valu
of an asset may not be recoverable from the estimated future cash flows expected to result from its use and eventua
disposition. In cases where undiscounted expected future cash flows are less than the carrying value, an impairment loss i
recognized eggl to an amount by which the carrying value exceeds the fair value of assets. The factors considered by
management in performing this assessment include current operating results, trends and prospects, the manner in which th
property is used, the effeat$ obsolescence, demand, competition, and other economic factors. Based on this assessment,
no impairments were recorded at September 30, 2012 or September 30, 2011.

Asset Retirement Obligatioris The Company accounts for asset retirement obtigatiby following the uniform
methodology for accounting for estimated reclamation and abandonment costs as prescribed by authoritative accounting
guidance. This guidance provides that the fair value bfiaabi | i ty f or an assewlbetirel
recognized in the period in which it is incurred if a reasonable estimate of fair value can be made. The ARO is capitalized
as part of the carrying value of the assets to which it is associated, and depreciated over the useful life of the asset.
Adjustments are made to the liability for changes resulting from passage of time and changes to either the timing or
amount of the original present value estimate underlying the obligation. We have an asset retirement obligation associated
with our exploréion program at the Lookout Mountain exploration project (see Mae

Provision forIncomeTaxesi Income taxes are provided based upon the liability method of accountinger this
approach, deferred income taxes are recorded to reflect thenseqeences in future years of differences between the tax
basis of assets and liabilities and their financial reporting amounts at eaedngeaA valuation allowance is recorded
against the deferred tax asset if management believes it is more likelpdhthat some portion or all of the deferred tax
assets will not be realizedee Notell).

Translation of Foreign Currencigis All amountsin the financial statements goeesented in US dollarand the US dollar

is our functional currencyWe have a Canadian subsidiarput this subsidiary has muperationsassetor liabilities in
Canada for the years ended September 30, 2012 and 2011, respeé&treign translation and transactigains (losses)

from continuing operations, relating to exges incurred in Canada by Timberlired, ($333) and $5,774for the years
ended September 30, Z0and 2Q1, respectively, have been included in the current period net loss as a component of
other expense.

StockbasedCompensation We estimate the faivalue ofour stock based compensatioringsthe BlackScholes 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 exercisingthéne x pect ed |1 i fed), ourhe e s
common stock price over the expected t-#eenteréstirate dndthe | i t
dividend yield. Changes in the subjective assumptions can materially affect thatespiirfair value of stockased
compensation.The value of common stock awards is determined based upon the closing price of our stock on the date of
the award.
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TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES
(An Exploration Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2012

NOTE 27 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (continued):
p. Net Loss per ShafieBasice ar ni ngs EP® js canputed as ndt ificome (loss) available to common shareholders
divided by the weighted average number of common shares outstanding for the period. Diluted EPS reflects the potential

dilution that could occur from commohares issuable through stock options, warrants, and other convertible securities.

Thedilutive effect of convertible andutstandingsecurities as of September 3012Gnd 2011s as follows:

2012 2011
Stock options 6,491,500 6,412,333
Warrants - 1,697,938
Convertible debt - 3,333,333
Total pdentialdilution 6,491,500 11,443,604

At September 30, 2@ and 201, the effect of t Bteckoftionspra noynthaen stock eéqaialantsd i n ¢
would have been antlilutive. Accordingly, onlybasic EPS is presented.

g. Discontinued Operatiasii A discontinued operation is a component of the Company that either has been disposed of, or is
classified as held for sale, and represents a separate major line of business or geographicalezadiamg opis part of a
single coordinated plan to dispose of a separate major line of business or geographical area of operations. Results fron
discontinued operations that are clearly identifiable as part of the component disposed of and that evilkcogitized
subsequent to the disposal are presented separately as a single amount in the cordatelatesuof operations and
comprehensive income (losdResults from discontinued operations are reclassified for prior periods presented in the
finandal statements so that the results from discontinued operations relate to all operations that have been discontinued a:
of the balance sheet date for the latest period presented.

r.  New Accounting Pronouncemeiitén June 2009the ASC guidance for consgtion accounting was updated to require
an analysis to determine whether a variable interest gives the entity a controlling financial interest in a variable interest
entity. The statement requires an ongoing reassessment and eliminates the quanfitatieetapreviously required for
determining whether an entity is the primary beneficiarye Jtatement is effective for fiscal years beginning after Nov.
15, 2009 We adopted this guidance in fiscal year 2011 without a material effemtitaronsolidatedinancial statements.

In January2010, the ASC guidance for fair value measurements was updated to require additional disclosures related to
movements of assets among Levels 1 and 2 of the-tierefair value hierarchy. Also, a reconciliation of pursbs, sales,
issuance, and settlements of anything valued with a Level 3 method is reqDiszosure regarding fair value
measurements for each class of assets and liabitresjuired.We adoptedhe updated guidance our quarter ending
December 3B, 2009, except for disclosures about the activity in Level 3 fair value measurements which are effective for
fiscal years beginning after Decemi&r;, 2010, and for interim periods within those fiscal yeaksloption of this

updated guidance did not haaenaterial impact oour consolidated financial statements.

In June 2011, the Financial Accounting Standards Board issued Accounting Standards Update-Nb, R@E&ntation

of Comprehensive Incomé i ASU -05m®1 1 T h i equires temtitied dor mksent net income and other
comprehensive income in either a single continuous statement or in two separate, but consecutive, statements of ne
income and other comprehensive income. The option to present items of other comprehensive income in theotatement
changes in equity is eliminated. The new requirements are generally effective for public entities in fiscal years (including
interim periods) beginning after December 15, 2011. Management does not believe ASQb28illthave a material

effect onour consolidated financial statements.

s. Reclassification§ Certain reclassifications have been made to tHel #@ancial statements in order to conform to the
2012 presentation. These reclassifications have no effect on net loss, total assets or tetudafitt as previously
reported
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TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES
(An Exploration Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2012

NOTE 37 FAIR VALUE OF FINANCIAL INSTRUMENTS:
The table below sets forth our financial assets and liabilities that were accounted for at fair value on a recurringf basis as

Septenber P, 2012 an®011, respectivelyand the fair value calculation input hierarchy level that we have determined applies
to each asset and liability category.

Input
Hierarchy
2012 2011 Level
Assets:
Cash and cash equivalents $ 1,034,08 $ 1,827,89i Level 1
Restricted cash 639,42. 438,33t Level 1
Available-for-sale equity securities - 536,40( Level 2

NOTE 417 PROPERTY, MINERAL RIGHTS AND EQUIPMENT:

The following is a summary of property, mineral rights and equipment and accumulatedaliepret September 30, 2P
and 2a.1:

Expected
Useful Lives
(years) 2012 2011
Mineral rights - $ 13,526,342 $ 12,458,342
Equipment and vehicles 2-5 185,692 185,692
Office equipment and furniture 3-7 70,150 70,150
Land - 51,477 51,477
Total property, mineral rights and equipme 13,833,661 12,765,661
Less accumulated depreciation (197,588) (146,569)
Property, mineral rights and equipment, ne $ 13,636,073 $ 12,619,092

Depreciation expendeom continuing operationfor the years ended September 30128nd 201 was $1,019and 85,876,
respectively.

NOTE 57 INVESTMENT IN JOINT VENTURE:

I n July 2009, we entered into a joint ventur e operati |
( AHiIi ghl an dfarmerly cantrollezl byt Rortald Guill, a director of the Company (see Notel®e joint venture entity,
Butte Highlands JV, LLC (ABHJVO0O) was <created for the pur
As a result ofour contribution of our 100% interest in th®&utte HighlandsGold Project, carried on our balance sheet at the
original purchase price of the Butte Highlands project ($621,000) to BWéYold a 50% interest in BHIVUnder terms of

the agreement, our interest in BHWI be carried to production by Highland, which will fund all future project exploration

and mine development costs. During the year ended September 30, 2011 our investment in joint venture was increased b
$21,450 due to the release by the State of Ktwatof reclamation bonds that were in place prior to the creation of BHJV.
Under the Agreement, these funds were contributed to BHJV upon their release.

Under theAgreement, Highland contribudeproperty andwill fund all future mine development costsBuitte Highlands.
Bot h t he Comp a ssliae offeveldpmenicasth wilhbe gaidrom proceedof future mine production. The
Agreement stipulates that Highland shall appoint a manager of BHJV and that Highland will manage BHJV until sash time
all mine development costiess $2 million(the deemed value of our contribution of property to BHArg distributed to
Highland out of the proceeds from future mine production.

47



TIMBERLINE RESOURCES CORPORATION AND SUBSIDIARIES
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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NOTE 61T NOTE RECEIVABLE:

We have a $1,350,000 note receivable gsodion of the consideration received from the sale of Timberline Drilling in
November 2011 (see Note 14). The note receivable is unsecured and subordinated and bears interest at 10% per annur
payable monthly, with the principal to be repaid on or teefday 9, 2013. We recorded interest income of $120,945 and zero

for the years ended September 30, 2012 and 2011, respectively.

NOTE 77 PREPAID DRILLING SERVICES:

During the year ended September 30, 2012, we obtained $1,100,000 in prepaid drillicgssass a portion of the
consideration received from the sale of Timberline Drilling (see Note 14). The prepayment amount represents discounts on
future drilling services or cash, if we do not use the prepaid drilling services, to be provided by Tenbeiling to us

between November 2011 and November 2016.

The following table summarizes activity aur prepaid drilling services at September 30, 2012:

2012
Beginning balance $ -
Prepaid drilling services acquired 1,100,000
Prepaid drillingservices used (212,884)
Ending balance $ 887,116

NOTE 81 AVAILABLE -FOR-SALE EQUITY SECURITES:
Available-for-sale equity secuiés is comprised of 2,980,000 shares of common stock in Rae Wallace Mining Company

(ARWMCO) , whi ¢ h h a scdabedbbelewn Theddllawmgl tabke sumohaizesr availablefor-sale equity
securites

Year Ended September 30,

2012 2011
Cost $ 50,000 $ 50,000
Unrealized Gain - 486,400
Other Than Temporary Impairment (50,000) -
Fair Value $ - $ 536,400

During the year ended September 30, 2012, management determined that the shares of common stock in RWMC had becormr
other than temporarily impaired, and the shares were determined to have no fair value. TI$5@00@ cost of RWMC
shares of common stock was charged to loss from operations in the year ended September 30, 2012.

RWMC is also a related party to the Company (see Bpte
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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NOTE 97 RELATED PARTY TRANSACTIONS:
a. Juniper Resources, LLC

Information egarding elated party notes payahteasfollows at September 30, 2@ and 2A.1:

2012 2011
Juniper Resources, LLC $ - $ 5,000,000
Accrued interest on note payable to
Juniper Resources, LLC $ - $ 41,667
Related party interest expense $ 71,274  $ 527,272

We had a convertible note payable to Juniper Resources, LLC, a company controlled by Ron Guill, a director.

During the year ended September 30, 2012, in conjunction with our sale of Timberline Drilling, Inc., the Convertible Term
Note aml all accrued interest was repaid in full and all related agreements were cancelled. (see Note 14).

b. Butte Highlands Joint Venture Agreement

On July 22, 2009we entered into aoperatingagreemen{ t he A Op er at withdlightagdrae entivecontbled by

Ron Guill, a director of the Company form a 50/50 joint venturtor development and mining @fur Butte Highlands Gold
Project(see Note 5)Under the terms of th®peratingAgreementwe contributel its Butte Highlands property to BHJV for a
deemed value of $2 million, and Highland contrilobtertain poperty andwill fund all future mine development costBoth

the Companyds and Highlandbs share of costs wildl be paid

During the year ended Sege mb e r 30, 2012, Hi ghl and was sold to Montan
corporation unaffiliated with the Company. As a result, Highland is no longer a related party to the Company, and Ron Guill

no longer the manager of BHJV. At Sepiber 30, 2012 and 2011, we have a receivable from BHJV for expenses incurred on
behalf of BHJV in the amount of $773,028 and $97,626, respectively. Subsequent to September 30, 2012, we collected the full
balance of the receivable from BHJV.

c. Rae Wallace lihing Company

Wearean affiliate of Rae Wal | awedolddpproximately BBehihe sssugd agdiolRseMIDg )
stock of RWMC as of September 30, 2012 and 2011, respectively. During the year ended September 30, 2012, we determine
tha our investment in RWMC was other than temporarily impaired, and the fair value of our investment in RWMC was zero at
September 30, 2012 (see Note 8).

d. Sale of Timberline Drilling, Inc.

In September 2011, we announced that we had entered intclanddmy letter of intent to sell its wholly owned subsidiary,
Timberline Drilling, Inc., to a private company formed by a group of investors, including the senior management team of
Timberline Drilling, Inc. No officers or directors of the Company are affifiatéth the buyer. During the year ended
September 30, 2012, the sale of Timberline Drilling, Inc. was completed (see Note 14).
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NOTE 107 ASSET RETIREMENT OBLIGATION:

During theyearendedSeptembeB0, 2011, we established aasset retirement obligatio AR® ) i n t he amount
for our exploration program at the Lookout Mountain Project. The ARO resulted from the reclamation and remediation
requirements of the United States Bureau of Land Management as outlmathgrmit to carry out thexploration program.
Estimated reclamation costs at theokout MountainProject were disasunted using a credit adjusted Fifske interest rate of

5% from the timewe expect to pay the retirement obligation to the time it incurred the obligation, wehégtimated at @

years.

We alsohad an AROof $262,593associated with the underground exploration program at the Butte Highlands Gold Project
being performed by BHJV (see Ndig The ARO resulted from the reclamation and remediation requirements bfdhtana
Department of Environmental Quality as outlinedour permit to carry out the exploration programuring the year ended
September 30, 2011, our exploration permit was transferred to BHJV as the operator of the Butte Highlands Gold Broject, thu
relieving us of our reclamation and remediation obligations. Therefore, the ARO of $250,089 and the related asset) along wit
accumulated accretion expense of $12,504 associated with the Butte Highlands exploration program, were removed from our

financial statements during the year ended September 30, 2011.

The following table summarizes activity aur ARO liability:

Year ended
September30,
2012 2011
Beginning balance $ 114125 $ 259,467
Obligations incurred - 110,000
Obligations released - (250,089)
Revision of previous accretion expense - (12,504)
Accretion expense 5,706 7,251
Ending balance $ 119,831 $ 114,125

NOTE 117 INCOME TAXES:

Significant components of income tax benefit for the years ended September3and@1 are as follows:

2012

2011

Current:
Federal $ - 8

State -

Discontinued operations -

Total current income tax benefit -

Deferred:
Federal -

Foreign -

852,122

Total dderred income takenefit -

852,12z

Total income tax benefit $ - $

852,122
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