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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

This Annual Report on Form 10-K contains forwardlimg statements within the meaning of the Se@sgiExchange Act of 1934, as
amended (the “Exchange Act”) and the SecuritiesoAdi933, as amended (the “Securities Act”)whioh subject to risks, uncertainties and
assumptions that are difficult to predict. All gtatents in this Annual Report on Form 10-K, othantktatements of historical fact, are forward-
looking statements. These forward-looking statesiare made pursuant to safe harbor provisionseoPtlvate Securities Litigation Reform
Act of 1995. The forward-looking statements inclstgtements, among other things, concerning ounéss strategy, including anticipated
trends and developments in and management plansuiobusiness and the markets in which we opefatigre financial results, operating
results, revenues, gross margin, operating expepsaducts, projected costs and capital expendifuesearch and development programs;
sales and marketing initiatives; and competitionsdme cases, you can identify these statemerftmnlvgrd-looking words, such as “estimate”,
“expect”, “anticipate”, “project”, “plan”, “intend,’ “believe”, “forecast”, “foresee”, “likely”, “may;’ “should”, “goal”, “target”, “might”, “will”,
“could”, “predict” and “continue”, the negative plural of these words and other comparable terrogyl The forward-looking statements are
only predictions based on our current expectatimsour projections about future events. All fordviyoking statements included in this
Annual Report on Form 10-K are based upon inforomasivailable to us as of the filing date of thiswial Report on Form 10-K. You should
not place undue reliance on these forward-looktatements. We undertake no obligation to updatecétiyese forward-looking statements for
any reason. These forward-looking statements irevkhown and unknown risks, uncertainties and dtmors that may cause our actual
results, levels of activity, performance, or acki@ents to differ materially from those expresseimpilied by these statements. These factors
include the matters discussed in the section edtiftem 1A: Risk Factors” and elsewhere in thisrRd0K. You should carefully consider tl
risks and uncertainties described under this sectio

For further information about these and other risksertainties and factors, please review thdalisce included in this report under Item
1A "Risk Factors.”

PART |
Iltem 1. Business.

In this Report, we use the terms “Company,” “XsuhXye,” “us,” and “our,” unless otherwise indicated or the context otherwise
requires, to refer to XsunX, Inc.

Business Overview

XsunX, Inc. is a thin-film photovoltaic (“TFPV") eopany which utilizes amorphous silicon (“a-Si8)mature semiconductor technolc
as the core solar energy absorber used to conudiglst into electricity in the design and manutaet of its solar modules. We believe that
design of our proprietary manufacturing system, aathr module, coupled with our choice of assembBterials may allow us to en;
production costs of approximately $1.27 per wathimiour first full year of solar module production




We are currently developing the infrastructure enofacture high performance TFPV solar modulesitvess growth in demand for sc
modules within the electrical power production nedsk and to satisfy contractual commitments forsile and delivery of our solar module
2009 and 2010. To accomplish this we are execuwipign to build a thin film amorphous silicon sataodule manufacturing facility located
the Portland Oregon, USA area. We are workingotoplete the installation of our base productiomasfructure and develop initial product
capacities to 25 MW in 2009, and then scale thrasygtem optimization to approximately 33 MW withire first full year of manufacturir
operations. Subject to available financing we plarexpand production capacities through replicatgnowing production capacities to o
100 MW as rapidly as possible.

Upon completion and operation of our initial marafaing system we anticipate that our per watt podidn costs will decrease over
next several years of operation as we work to &rribptimize solar module output per line, validated then utilize newer and less cc
packaging materials, increase the sellable wattsgar module, expand production capacities, andrhge economies of scale to better at
certain fixed costs. Our goal is to drive our pattvsolar module production costs to or below $h80watt as rapidly as possible, a price |
that may allow us to offer a solar electricity puation solution that can generate electricity aroa-subsidized basis at a cost equal to the
of retail electricity within certain domestic anaf€éign markets conducive to solar power production.

We have designed a TFPV solar module which we beligill deliver an average of approximately 127dalp watts. To produce sc
modules in commercial quantities, our system depigitesses multiple 100cm X 160cm glass substeitegitaneously within a propriete
semiconductor manufacturing system which emplogsdésign of a higkthroughput, automated and continuous process. Wevbethat th
design of our TFPV module and manufacturing system deliver per watt costs significantly less thiaose of traditional crystalline silic
solar module manufacturers, and allow us to mark&V modules that will be highly competitive witther thin film offerings.

While we receive interest in the use of our soladaie in a broad range of applications, our busirsttegy is to deliver thin film so
products that meet the performance needs of tlye lsolar farm and utility scale installation mark@ur target customers represent a r.
of developers that may own and operate solar p@hastts or sell turnkey solar power plants to esdrs that include government facilit
public and private utility companies, operatorcofmercial warehouse, office and industrial buidinand financial investors that are lool
to operate large scale solar power plant projects.

Renewable Electricity Markets — A Changing Focus Oihe Cost Of Generating Electricity

Driving our solar module manufacturing busineswlimt we believe to be the ability to capitalizelong term growth in solar spurred
increasing electrical energy costs, demand, andagbiel adoption of environmentally conscious prducmethods. We believe that our ta
markets being utilities, private power companiesd é&arge commercial operations have begun to fasughe annualized cost of ene
produced from a photovoltaic system rather tharirttermediate installation cost at the solar moaulsystem level. Regardless of techno
or energy conversion potentials, the market hasitvég focus on costs at the kilowatt-hour level.

The cause for this change in value perception dveay peak factory performance and straight per watiallation costs is being driven
simple business metrics. Photovoltaic systems atiéty produce a commodity: electricity. Power conipa sell electricity in units of kilowatt-
hours (kwh) and focus on the production costs Wh ko optimize operations. While the end productagbhotovoltaic system may b
commodity, the integrated technology to deliver éhectricity varies greatly and performs differgnith real world conditions. By focusing
the cost per kWh production calculation under meatld operating conditions, power companies can gam@ competing technologies
installation methods utilizing a defined metric e independent of a technologies factory opegafintential or the intermediate cost at
solar module or system level.

Thin Film Amorphous Competitive Advantage

In designing our ASIt20 amorphous silicon module we evaluated numenbfisrent designs in an effort to achieve low peatl
manufacturing costs while continuing to deliver @ud customer superior per watt performance. Owoicehof amorphous silicon is a
supported in its use by other well known system ufecturers such as Applied Materials and Oerlikonthie turn key solar modt
manufacturing systems they market.




We believe that our use of amorphous silicon asctive photovoltaic material provides us with a netakle advantage to other s
technologies within our target markets. Amorphoxisilgts excellent solar conversion properties and proven scalable technology. While it’
rated per watt performance under factory test ¢camdi may appear to leave it lagging behind othir ilm and silicon wafer technologies,
actual return per watt in real world use applicagigrovides that amorphous often out performstakmotechnologies. Driving this potentia
low per watt solar module manufacturing costs pilimg us with the ability to offer a lower per watverage selling price (ASP) tt
crystalline-silicon offerings.

In addition to offering a low ASP, amorphous siticthin film solar module installations do not reguihe use of costly mounting syst¢
called trackers that follow the sun and optimize tapture of sunlight. Typically, to achieve optimarformance, utility-scale crystalline-
silicon-(cSi)based solar module installations and solar conatmndr technologies do. Through the use of a sinfigkd array of amorphol
solar modules optimally aligned for both azimuthd &mcline angle, amorphous can produce more kWHh{péinstalled than crystallinsHicon
installations. Crystalline silicon solar modulesiem put on trackers, require additional spacingrevent shading between modules, whic
turn decreases the installed or active power prioduarea calculation. Without the need for the ak#rackers amorphous provides a n
efficient use of available space. Additionally, aptwous silicon works better under low and diffudigiht conditions and nearer to its 1
potential across broader portions of the day, apelschot need to be optimally pointed at the sura @ontinuous basis. The performa
enhancement from the use of costly trackers inranrphous installation would unnecessarily incretdse $/kWh performance of a typi
system.

A study available on our web site (http://www.xsweom/pdf/IBIS-XsunX-LCOEreport.pdf) which was performed by IBIS & Assock
in February of 2008 offers more detail into thisepbmenon as it compares various different solahnelogies within a standardiz
installation.

Products
Solar Modules

We have designed a TFPV solar module, the AXl; which we believe will deliver an average opegximately 127.5 peak watts.
designing our solar module, the XsunX A0 module, we interviewed solar systems integsatord developed a design that we be
provides a module delivering high power outputtieéato other thin films. In doing so, we believaranodules strike a competitive bala
between silicon wafer modules and other thin fillodules.

Our design utilizes two separate (tandem) soldrlagérs of amorphous silicon deposited on to agkubstrate. Two solar cell layers
used to broaden the visible spectrum of sunligiizet by the module which in turn can increase ahsount of absorbed and converted
energy within our modules. After the tandem cejlels, conductive wiring, and weatherproofing encép# are applied we bond a sec
tempered sheet of glass to the module assemblgedBan previous experimental and limited commergal of our thin film deposition recip
we anticipate the finished solar module to produ@8s frame to frame efficiency delivering approxteig 127.5 peak watts of direct curr
“DC” power. We believe that we may be able to improvwevecsion efficiencies through the use of derivafimens of amorphous and otl
proprietary cell structures.

We anticipate that we can present the superiorrgted-watt-performance of amorphous in “real worlferating conditions as
competitive strength over the factogted performance of various other solar technelkgWe believe these factors will influence
purchasing decision process of large solar powendand utility size installations.




Solar Module Warranty

We will provide a limited warranty to the end usdrour solar modules for one year following delivdor defects in materials a
workmanship under normal use and service conditions warranties will automatically transfer frohretoriginal end user to a subsequent
user under limited conditions. We will also warrémthe end user of our solar modules that a sotatule installed in accordance with agreed-
upon specifications will produce at least 90% @fitipower output rating during the first 10 yeasidwing their installation and at least 80%
their power output rating during the subsequenyddrs of operation. In performance of warrantymkiunder both the defects and pc
output warranties, we have the option of repairimgeplacing the warranted solar module or, unler gower output warranty, providi
additional solar modules to remedy the power shlbrihs of the period ended September 30, 2008acarued warranty liability was $0.0.

Product Safety and Reliability Plan

Our safety and reliability plan includes the use@fponents already approved by Underwriters Labdes, accelerated reliability test
of product assemblies, technical consultation adyrct review with UL and knowledgeable industryl asliability consultants, and testing
achieve Listing by ULSan Jose, CA. Upon completion of initial commdromdule production capabilities, we plan to submidules fc
participation in laboratory and field tests withetNational Renewable Energy Laboratory, and therfrafer Institute for Solar Energy. \
plan to achieve and maintain all certificationsuiegd to sell solar modules in the markets we idtenserve, including UL 1703, IEC 616
TUV Safety Class Il, and CE.

Production Line, Solar Module, and Materials
Production Line Features

In an effort to produce solar modules in commergiahntities and at competitive prices, our produrctine is designed to proces
multiple 100cm X 160cm (3.25ft X 5.25ft) glass swhtes simultaneously within a proprietary semiagidr manufacturing system employ
an automated, higthroughput continuous process. This innovativegtesicorporates material handling, solar cell ¢ogatlaser segmentatic
cleaning, and module packaging functions necessacpnvert an inexpensive piece of glass into apeta solar module in less than tt
hours. This process is designed to use only aidracif the supplyeonstrained semiconductor material that would beessary to produ
crystalline silicon solar modules.

The production line will measure approximately 5@@t in length and will be comprised of 26 discretanufacturing componel
connected via an automated material handling systém complete system design is defined by twadrgistnanufacturing stages:

1) “Solar cell creation” comprised of highButomated systems necessary to deposit the phtdamvohaterials, cell definitic
utilizing high speed dio-pump lasers, p-assembly specification testing; a

2) “Final assembly”comprised of application and installation of modaksembly materials, lamination, and final modelst &an
certification.

Solar Module Assembly and Manufacturing Features

Upon completion of assembly of our manufacturingtsmn the operation of the “solar cell creatiguition of the manufacturing line
designed to provide the following integrated mantifeing techniques; In the initial solar cell cieatstage, robots load glass panels tpeate:
with a reflective and conductive coating (TCO g)amsto the automated production line. A laserayssegments the TCO and imprints B 2-
Bar Code necessary for data collection and evalnain each of the following processes. The pathels pass through a cleaning syste
remove debris from the glass substrate in premarafdr solar cell creation. Next a mutframber Plasma Enhanced Chemical V
Deposition (PECVD) coating machine deposits numeitbin film layers of amorphous silicon creatinggka area tandem solar cell structc
Transferring the glass to the next two systemslesahe deposition of conducting oxides, and a fidekcoating to reflect light energy witl
the module for better solar absorption. Betweesdhcoating machines, precisely tuned and focusgdspeed lasers segment the large
solar cell structures into multiple individual soleells optimized for electrical performance, whitgintaining electrical interconnect
between cells. Following each laser, a washemeld¢he panel of debris. A final laser deletes allspwation of the perimeter of solar ¢
material from the edge of the module to isolate g¢heetrical elements from the application environmeEach panel is then testedliime tc
ensure it meets specification, ensuring that onlyf@arming panels advance into final assembly. 3dlar cell creation portion of our assen
line is designed to provide a high degree of pre@gomation and minimal labor relative to the lfmssembly of solar modules which requ
the use of more labor.




Upon completion of assembly of our manufacturingtesn the operation of the “final assemblydrtion of the manufacturing line
designed to provide the following integrated mantifeing techniques; In the final assembly stagedcoative tapes forming an electrical k
are uniformly applied to the perimeter of each pambe solar cells on the glass panel are thenreaveith an encapsulant material ar
second panel of tempered glass. This stack isdhtmatically heated and vacuum laminated to theasolar cells from the environment
to provide strength to the module assembly. Elmdtconnections between the buss and electridaésare then made in an environmen
sealed junction box permanently adhered to the hedolack glass. The electrical cables terminataistakeproofed connectors which alle
solar modules to be safely and permanently conddotgether in largaecale field installations. Prior to shipment, eackar module is tested
an indine solar simulator for final electrical perform@nrating, sorting, and quality assurance. All daga accumulated for each individ
module for each of the processes are aggregated amatlyzed within the context of aing process controls, refinement,
improvement. Modules are then packaged for bulrsant to integrators of large-scale solar instiltes.

Our TFPV modules and manufacturing system are dedigo deliver pewatt costs significantly lower than those of traaditl crystallin:
silicon solar module manufacturers, enabling Xstmarket TFPV modules that will be highly compeétwith other thin film offerings.

Solar Module Raw Materials

Our manufacturing process will use approximatetgogiponent groups with a total of 18 underlying raaterials to construct a compl
solar module. Of these raw materials and compon#msfollowing thirteen are critical to our mancifiaring process: TCO coated front gl
Argon gas, Diborane gas, Germane gas, HydrogerMgtbane gas, Phosphine gas, and Silane gas wilsée in the fabrication of solar ce
buss lead wire, encapsulant film adhesive, tempbeak glass, junction box with cables, and adhssilte planning for the use of thi
materials and components in our manufacturing m®ceur suppliers underwent a qualification prockgsending on the type of raw mate
or component, which has resulted in Product Supgheements (PSA) with various suppliers of theséenmals.

Phased Production Build Out and Planned Capacities

At present, and for the foreseeable future, theoritgj of our operations development efforts willcts on establishing and expanc
facilities necessary to manufacture our TFPV swiadules for commercial sale.

During the period ended September 30, 2008 we gathyan simultaneous efforts to prepare manufagjuidwilities to house our modi
assembly line, design engineering and the placem&ntders for manufacturing line components, namand management of compor
assembly efforts, material vendor negotiationsseidction, and continued product design evaluation.

Areas of specific focus, progress, and capital edjtares have included:
Facilities

In April 2008 we selected and leased a 90,000 pgefexisting commercial building to house our solar medmanufacturing operatiol
Initial aspects of necessary modifications to théding were completed in July 2008. Prior to itistg any industrial gas management syst
necessary for manufacture of our solar modulesnXswas required to modify the buildirgy'occupancy rating. Plans incorporating de
changes to certain isolated building sectors nacgss comply with occupancy ratings, electricét,raanagement, and fire control have t
completed and were submitted to the local city diampe department for approval in September 20@80ofAthe date of this report we hi
received plan approval and permits and a contrdwerbeen selected to perform the balance of m&jok under the modification plans.
September 2008 we began working to establish aregsend product improvement center within our @reganufacturing facility, of which
laser system, deposition system, and test and mieggquipment have arrived on site. Minor modifions of the facilities have been initia
for the operation of this center.




Equipment Orders

At a macro level our manufacturing process consis&major operations: glass cleaning, thin filepdsition (sputtering and PECVD),
laser patterning, packaging, testing, and mateaalsport. At a micro level, these 6 macro leyerations are divided into 26 discrete
operations connected together with automated nadteaindling conveyors. For example there are & lpatterning operations interspersed
between 3 deposition operations and 4 glass clgaperations. Additionally there are three testighs at various stages of product
completion. As of the period ended September 808ur thin film deposition (sputtering and PECY[Ryer, glass cleaning, testing,
lamination, and material handling system vendoesadirunder contract and in various stages of petidn. This comprises 24 of the 26
operations. We have vendors identified for theai@ing two minor operations of buss lead tape dispeand shunt busting and are finalizing
our statement of work to place the final two maekinnder contraciThe information presented above should be readrjuaction with ‘ltem
7 Management’s Discussion and Analysis or Planmér@tions — Contractual Obligations” for additiofinancial detail associated with
equipment orders.

With the goal of continuing process improvement @amg@roved production efficiencies, 2D bar codingl aeading systems were &
ordered. Many vendors who provide computer autamatincluding Manufacturing Execution Systems (ME&hd other sophisticat
computerbased analytical and quality control tools havenbegaluated, demonstrated, and quoted. Finalizatib selection process
anticipated in early 2009.

Module Assembly Material Vendors

A key advantage of our module design is the limitachber of readily available raw materials thatiguired to construct a completed f
product for commercial sale. Our module designsigis of a front and back sheet of glass, a spggdith adhesive to hermetically seal
two pieces of glass together, an electrical jumcbox (jbox) with lead wires, and the solar cell device enat that is directly deposited ol
the front glass. The solar cell layers comprisofgconductive oxide, amorphous silicon, zinc oxided aluminum are deposited fror
combination of seven industrial gases and commaditals (aluminum and zinc). As of September 20@8have all the primary raw goc
materials suppliers either identified or under cactt This includes front and back glass, junctiax adhesive, the PECVD gases, anc
commodity metals (aluminum and zinc). For spegifilm adhesive and electrical junction box, we @aeveral vendors identified and
evaluating designs to achieve the best quality retidbility at the lowest cost. All of our vendocsirrently supply materials for the sc
industry and all the materials we have selectee Isaccessfully passed UL testing in the past.

Planned Completion and Capacity Expansion

Barring assembly delays and/or any delays in segumecessary working capital, we anticipate conmgethe assembly of our init
25MW manufacturing line and commencing manufacturaperations in 2009. We plan to scale manufagjudapacities through syst
optimization to approximately 33 MW within the firfull year of production. Subject to available dircing, we plan to expand produc
capacities through replication, growing productiapacities to over 100 MW as rapidly as possible.

Production Line Planned Utilization and Productio@osts

We have estimated our initial module productionazdty to be approximately 25 megawatts, “M\{&r annum, based on an initial 5
system utilization (the percentage of system w@ifilan in each 7 day by 24 hour period) and 80%dy{¢he percentage of product mee
saleable specifications). We plan to rampsystem utilization and yield to industry stam$anf 80% & 85% respectively over the course o
first full year of production, thereby increasimgal production capacities of our initial productiline to an anticipated 33MW.




Upon completion and operation of our initial maratfaing system we anticipate that our per watt potidn costs will decrease over
next several years of operation as we work to &rrtbptimize solar module output per line, validatel then utilize newer and less cc
packaging materials, increase the sellable watts@ar module, expand production capacities, aadrage economies of scale to better at
certain fixed costs. Our goal is to drive our pattvgolar module production costs to or below $h80watt as rapidly as possible, a price |
that may allow us to offer a solar electricity puotion solution that can generate electricity aroasubsidized basis at a cost equal to the
of retail electricity within certain domestic amatéign markets conducive to solar power production.

Through these continuous production efficiency eckaents we believe that we can continue to imprwe cost advantage o
traditional crystalline silicon solar module marctfaers.

Sales and Marketing
Target Markets

While we receive interest in the use of our soladaie in a broad range of applications our busisésgegy is to deliver thin film so
products that meet the performance needs of tlye lsolar farm and utility scale installation mark@ur target customers represent a r.
of developers that may own and operate solar p@leerts or sell turnkey solar power plants to esedrs that include government facilit
public and private utility companies, operatorcofmercial warehouse, office and industrial buigdinand financial investors that are lool
to operate large scale solar power plant projédemy of these target markets are utilizing govemirsubsidies and growth in governn
mandated renewable energy production portfoliodsieas to develop projects that can provide a redsermrate of return on investments.

Sales and Pre-Production Reservations

To develop brand awareness and attract potentsbmers from within our target market we have teba attendance and presentatic
industry trade shows and renewable energy invegtfioenms where we continue to build brand and saléerest. A presales reservatic
program launched by us has attracted 145 MW ofrvaien commitments for the purchase of our TFP\Wdnies over the 2009, 2010, :
2011 production periods. As of the date of thisorepve have entered into sales agreements for @opaoof our planned future producti
capacities. These agreements represent approxyr®a&l million dollars in total contract value witn initial 5 megawatts valued at ¢
million slated for delivery in calendar 2009, artktremaining 10 megawatt balance for delivery iteradar 2010. As we complete
manufacturing capacity, we anticipate developinglittwhal customer relationships which will reduceirocustomer and geograp
concentration and dependence. The information i paragraph is designed to summarize our markportynities, presales reservatic
program, and sales. It is not intended to provididance about our future operating results, incigdevenues or profitability.

Future Markets

Longer term we believe that the sale of the eleatfpower produced by our modules may provide mevenue development potential.
develop a better understanding of these marketrbyppites we have begun to develop business relships directly with utilities working
meet renewable energy mandates, and developerawsrmpurchase agreements “PPAhe initial focus of this effort has been to pree
proposals for turn key multihega watt installations. As we navigate this negaasf business development we have also begun mgprkith
gualified and experienced electrical and engingefims capable of assisting us in the planning iasthllation of these projects. Should tf
efforts continue to develop we may engage in efftrtacquire an operating solar systems integtatprovide.




Economic Incentives

Per watt installation and annualized operatingémt a solar power field have realized reductiomer the last several years. The n
driver for these reductions has been advancemeariel assembly, installation techniques, andatimgr systems that together have helpt
reduce material and labor costs. Even with imprey@s to the economies associated with solar poiskt ihstallations nearing the cost
production for norrenewable sources government tax incentives argr stipport for solar electricity generation suchreasgewable portfoli
standards, feeih tariffs, and net metering programs continue tovjae the key to the adoption of solar power systeThese incentives ¢
provide the following benefits;

In the USA tax incentive programs exist at both fdderal and state level and can provide investrteentredits, accelerated deprecia
and property tax exemptions for operators. Investord operators of solar power fields employ the efsavailable incentives to assis
accelerated recapitalization of systems costs amdduce amortized operating costs over a typwahty (20) year life span of a solar po
field project. Programs at both the federal antedtavels have also undergone cycles of expandeptiat and expiration of policies over
years, and

Government mandated renewable portfolio standarlsyaically regionally or state based and diregfulated power utilities to suppl
portion of their total electricity in the form oémewable electricity sources. Some programs furtpecify that a portion of the renewe
energy quota must be from solar electricity, whilleers provide no specific technology requirementénewable electricity generation, and;

Government mandated feed-in tariffs require thgtilated utilities are required to pay for renewadlkctricity generated by endgsers an
delivered into the electrical power grid. The psiege set above market rates and differ based werpgaroduction or application. Net meter
programs allow endsers to simply sell unused solar electricity teithHocal utility in exchange for a credit agaibeir utility bills. The
policies governing net metering and feed-in tanifisy by region and utility.

Product and Technology Development

Since our initial reorganization in October 2003otigh the second period ended March 2007, we haseséd the majority of o
operational budgets towards the development ofni@dgical infrastructure, research and developmantsolar cell device types a
manufacturing techniques, and the licensure ohoegatented and patent pending technologies tetatsolar cell devices and manufactu
techniques. We focused on the solar cell strucame thin film manufacturing processes for amorphand microcrystalline materials. T
primary business purpose for these efforts wasstabdéish intellectual property and “know howfiat could be sold and/or licensed to t
parties for use in the development of their regpecsolar product businesses. Over this period,cammmitted approximately $3,965,2
towards the above product and technical “know hdexrelopment.

In March 2007, we revaluated our business development and technoltags @nd launched efforts to prepare a plan to gksunX
through the manufacturing and sales of TFPV soladutes. Our proposed expansion into solar moduleufaaturing required that we deve
additional technical expertise in the areas ofdaagea cell integration and packaging techniquesssary to produce commercially viable <
modules. Between March 2007 and the period endete®der 30, 2007 we focused on the developmentTdfRV solar module design,
integrated manufacturing and assembly line, idgintif government incentive programs to offset stgrtand initial operations costs of
proposed facilities, and the qualification of sysseand material vendors to supply the manufactugqugipment and materials necessal
establish and operate our proposed manufacturilitits.

In the period ended September 30, 2008 we focusecafforts on execution of our plan to establislPVFsolar module manufacturi
capabilities. We anticipate that for the foreseedbture the core of our operations and effort$ eghtinue to focus on raising necessary cs
and on the establishment of these TFPV solar madaleufacturing capabilities.




Intellectual Property

In September 2003 the Company was assigned thiésrighthree patents as part of an Asset PurchaseeAgent with Xoptix Inc.,
California corporation. The patents acquired were 81180,871 for Transparent Solar Cell and Metbbé&abrication (Device), granted
January 30, 2001; No. 6,320,117 for TransparerdarSo¢ll and Method of Fabrication (Method of Fahtion), granted on November 20, 2C
and No. 6,509,204 for Transparent Solar Cell anthibld of Fabrication (formed with a Schottky barrikode and method of its manufactu
granted on January 21, 2003.

In May 2008 XsunX and MVSystems, Inc. (“MVS’y, vendor previously performing research and teadgydevelopment services
XsunX and from which XsunX had licensed certairepstd and patent-pending technologies, enterecainiwnExclusive License and Crc
License Agreement providing XsunX a worldwide, rextiusive, royalty-free, irrevocable, fulpaid up right and license, with the righ
sublicense the following patents and patent apjdiceand any reissues, examinations, divisionals, continuations and extarsthereof: (¢
U.S. Patent No. 6,488,777 B2; (b) U.S. Patent N®5&408 B1; and (c) U.S. Patent App. No. 10/905,82ub. No. US 2005/0150542 /
(together, the “Patents”). The license limits XsutoXthe use of the Patents for the development &ynX of commercial-gradeie ., wet
width 30 cms or more and nominal output exceedingndgawatt/year based on 1 shift operation) deamsparent (greater than
transparency) and opaque solar cells, photovadieainologies, solar cell panels and methods of fiaatwre. The agreement further provi
that MVS will continue to be the exclusive ownertloé Patents and grants XsunX exclusive ownershgmy improvements made by Xsun)>
the licensed Patents.

The Non-Exclusive License and Cross License Agregmevides MVS a worldwide, non-exclusive, roydltge, irrevocable, fullypaic
up right and license, with the right to sublicetise derivative works produced by the parties unldervarious phased technology developt
programs between September 17, 2004 and May 38, Ab@ agreement further provides that XsunX vatitinue to be the exclusive owne
the derivative works and grants MVS exclusive owhgr of any improvements made by MVS to the licenderivative works.

On June 13, 2008, the Company and Sencera, LEEnera), a company that XsunX had previously$&r&00,000 dollars to in exchar
for certain license rights to patent-pending tedbgies yet to be developed for applicability inntfilm solar cell manufacturing, entered into a
Separation Agreement in which XsunX agreed to sgléts rights to the yet to be developed technologgkchange for the accelerated re-
payment of $1,673,251.05 in principal and accrugerest to XsunX by Sencera under a secured, s@an10% Promissory Note and Loan
Agreement between the Company and Sencera datedryah 2007. Use of the licensed plasma techndbggysunX in any of its planned or
future processes or products was subject to cormaplef development by Sencera, LLC, under a phdsedlopment plan, substantiation by
XsunX of intended performance criteria as specitinder the agreements and Phase 1l developmenttoeg, and determination of
commercial application suitability by XsunX. The@pany received letters from Sencera in JanuaryFabduary 2008 providing inconsistent
representations on the part of Sencera as to tteessful development of a licensable process tbatdwbe expected to produce silicon
materials at deposition rates expected to prochiogitm solar cells at costs of less than $1 ddU&D per watt. Subsequent further review of
the Sencera project reports by the Company’s dficestaff and an on-site review of the report daith Sencera concluded, in the opinion of
XsunX, that a licensable process, or the basia farensable process, had not been developed thadtlle capable of, or that indicated the
potential for, producing silicon materials at defions rates expected to produce thin film solatsat costs of less than $1 dollar USD per v

We have not been subject to any intellectual prypeaims.
Company History

XsunX is a Colorado corporation formerly known asiRiver Mining Inc. (“Sun River”)The Company was originally incorporatec
Colorado on February 25, 1997. Effective Septer2de2003, the Company completed a Plan of Reorgiaizand Asset Purchase Agreern
(the “Plan”).

Pursuant to the Plan, the Company acquired theviiallg three patents from Xoptix, Inc., a Califorrdarporation for Seventy Millic
(70,000,000) shares of common stock (post revepieome for twenty): No. 6,180,871 for Transpar&ular Cell and Method of Fabricat
(Device), granted on January 30, 2001; No. 6,320fdd Transparent Solar Cell and Method of Fabiaca{Method of Fabrication), granted
November 20, 2001; and No. 6,509,204 for Transge@etar Cell and Method of Fabrication (formed wattischottky barrier diode and metl
of its manufacture), granted on January 21, 2003.




Pursuant to the Plan, the Company authorized theaise of 110,530,000 (post reverse split) comni@mes. Prior to the Plan,
Company had no tangible assets and insignificabiliiies. Subsequent to the Plan, the Company teteg its name change from Sun R
Mining, Inc. to XsunX, Inc. The transaction was qoeted on September 30, 2003.

Government Contracts

In August 2008, XsunX was provided a Notice of htteo Award, Photovoltaic Array Power Purchase Agnent in Pendleton, Orec
SOLICITATION #089988T001 from the Oregon MilitaryePartment Pendleton Army Aviation Support Faci(isASF). The award was f
the installation, maintenance, and operation ofi-gannected solar electric systems sized fron2@D-kilowatt (KW) and the sale of sc
electric power to government agencies by meanspuveer purchase agreement (PPA). Subsequent tadkiftcation, in September 2008
on-site meeting was attended by both AASF and Xsurpfesentatives to commence negotiations relatedtabkshing PPA operating ter
and to make an award upon successful completidimeofiegotiations.

In November 2008, XsunX was notified by the AASK Ipdaced the award “on holdintil further notice because of the necessity toen
and evaluation of the solicitation #089988T001 witthe context of changing budgets. XsunX was risguhlified nor was another ven
selected to replace XsunX.

There are no government contracts at this time.
Competitive Conditions

Currently, management is aware of other amorphiigsrs and thin film products similar to those poged for manufacture by us on
market. Although similar in respect to the opematémd use of amorphous silicon technologies, thegamy believes the design of our le
area TFPV solar module delivering 127.5 watts of fw@ver provides marketable improvements over dtierfilm products offering less to
power output per module technologies. We beliewedagign will require fewer TFPV solar panels pestallation compared to the use of o
thin film systems, thereby reducing the overalltsosssociated with mounting, installation, wiriremd interconnection of fewer parts .
pieces.

However, a number of solar cell technologies have are being developed by other companies. Sudindémgies include amorphc
silicon, cadmium telluride, copper-indium-galliuselenide (CIGS), and copper indium diselenide a agadvanced concepts in thin f
crystalline silicon, and the use of organic matsri&iven the benefit of time, investment, and ambes in manufacturing technologies an
these competing technologies may be offered in dsndelivering power similar or greater to our dasiand they may also achi
manufacturing costs per watt lower than our costa@gt to manufacture a TFPV solar module.

In accessing the principal competitive factorsha market for solar electric power products, we priee per watt, stability and reliabili
conversion efficiency, diversity in use applicaspand other performance metrics such as scajabflinanufacturing processes and the al
to adapt new technologies into cell designs anchthaufacturing process without antiquation of emgsinfrastructure. If we do not comp
successfully with respect to these or other factivrsould materially and adversely affect our Imesis, results of operations, and finar
condition.

A number of large companies are actively engagdtiendevelopment, manufacturing and marketing tdrselectric power products. T
five largest TFPV cell suppliers are Qells Shell Solar, Sharp Corporation, BP Solar, ¢gra Corporation, First Solar, and Energy Conve
Devices, which together supply the significant jortof the current TFPV market. All of these comigarhave greater resources to devo
research, development, manufacturing and markétiaig we do.
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Other competitive factors lie in the current usetfer clean, renewable energy technologies suebiray ocean thermal, ocean tidal,
geothermal power sources and conventional fossil iaesled technologies for the production of electridiVe expect our primary competiti
will be within the solar cell marketplace itselfaBiers to entering the solar cell manufacturirdustry include the technical knomew require:
to produce solar cells that maintain acceptableieffcy rates, the design of efficient and scalabknufacturing processes, and acce
necessary manufacturing infrastructure.

Compliance with Environmental Laws and Regulations

The operations of the Company are subject to latate and federal laws and regulations governingr@nmental quality and pollutic
control. Compliance with these regulations by tlenPany has required that we retain the use of dtmgdirms to assist in the engineer
and design of systems related to equipment opestimanagement of industrial gas storage and dglayestems used in the manufactur
our solar modules, and occupancy fire and safetgtcoction standards to deal with emergency camttiWe do not anticipate that these ¢
will have a material effect on the Compasgperations or competitive position, and the edsguch compliance has not been material.
Company is unable to assess or predict at thiswiheg effect additional regulations or legislatmyuld have on its activities.

Employees and Consultants

The Company is a development stage company anfl @sptember 30, 2008 had 10 salaried employees. répresents an increase
employees over the same period ended 2007. The &ongiso engages several consultants to perforoifepiinctions that otherwise wot
require an employee. Over the next 12 months thepg@aoy plans to complete the assembly and commepegrtion of its initial 25MV
module manufacturing capacity requiring the additidd approximately 90 employees necessary to Iitraanage and operate these ram
capacities.

Available Information

Our website address is www.xsunx.com . We makeahlai on our website access to our Annual Repoffamm 10K, quarterly repori
on Form 10-Q, current reports on FornK8and amendments to these reports that we have Wi¢h the U.S. Securities and Excha
Commission (“SEC”). The information found on ourbsée is not part of this or any other report we With, or furnish to, the SEC.

Iltem 1A. Risk Factors

An investment in our common stock involves a higigree of risk. You should carefully consider thikofeing risk factors, as well as t
other information in this Annual Report on Form KQin evaluating XsunX and our business. If anythaf following risks occur, our busine
financial condition and results of operations cobéd materially and adversely affected. Accordinghg trading price of our common sti
could decline and you may lose all or part of yimwestment in our common stock. The risks and unag#gies described below are not the «
ones we face. Additional risks that we currentlyradd know about or that we currently believe toimenaterial may also impair our busin
operations.

We Have Not Generated Any Significant Revenues An@ur Financial Statements Raise Substantial Doubt About Our Abiliy to
Continue As A Going Concern

We are a development stage company and, to date,rfad generated any significant revenues. Thempanying consolidated financ
statements have been prepared in conformity witlh@atting principles generally accepted in the Uhiates of America, which contemp
our continuation as a going concern. Net loss ler years ended September 30, 2008 and 2007 was8%Ea million and $1,968,84
million, respectively. Net cash used for operatiomas $2,695,476 and $979, 218 fitre years ended September 30, 2008 and
respectively. From inception through September2808, we had an accumulated deficit of $21,075,069
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The items discussed above raise substantial ddadattaour ability to continue as a going concern. ¥danot assure you that we
achieve or sustain profitability in the future. Qaperations are subject to the risks and compaetitiberent in the establishment of a busi
enterprise. There can be no assurance that fupeeations will be profitable. Revenues and profitgny, will depend upon various factc
including whether our product development can begleted, whether our products will achieve markateptance and whether we ob
additional financing. We may not achieve our busiebjectives and the failure to achieve such gealdd have a materially adverse img
on us.

We will require significant financing in order taecute our operating plan and continue as a gaingern. We cannot predict whether
additional financing, if available, will be in tferm of equity, debt, or another form. We may netdble to obtain the necessary additi
capital on a timely basis, on acceptable termsat@il. In any of these events, we may be unablmpgiement our current plans for expans
repay our debt obligations as they become duesporel to competitive pressures, any of which cistamces would have a material adv
effect on our business, prospects, financial camdidnd results of operations. The financial statet® do not include any adjustments rele
to the recoverability and reclassification of redsd asset amounts or amounts and reclassificatitbabdities that might be necessary, shc
we be unable to continue as a going concern.

Should financing sources fail to materialize, mamagnt would seek alternate funding sources sutheasale of common and/or prefel
stock, the issuance of debt, or the sale of ouketable assets.

In the event that these financing sources do naeérniadize, or that we are unsuccessful in incregsiar revenues and profits, we will
forced to further reduce our costs, may be unablepay our debt obligations as they become dusespond to competitive pressures, ar
which circumstances would have a material adveffeeteon our business, prospects, financial coadiind results of operations. Additione
if these funding sources or increased revenuespaofits do not materialize, and we are unable tuse additional financing, we could
forced to reduce or cease our business operations.

We expect that we will need to obtain significant dditional financing to continue to operate our busiess, including significan
capital expenditures to complete the installation foour initial 25MW per annum production capacity, and financing may be unavailabl
or available only on disadvantageous terms which ctd cause the Company to curtail its business opetians and delay the execution «
its business plan

We have in the past experienced substantial laasgsiegative cash flow from operations and haveired financing, including equity a
debt financing, in order to pursue the commerciion of products based on our technologies. Weeeixthat we will continue to ne
significant financing to operate our business,udaig capital expenditures to install our planneadpction capacity. Although the Compi
entered into a financing arrangement with FusiopitahFund II, LLC pursuant to which the Companys tilae right over a 2&onth period t
receive $80,000 every two business days under fiaaihcing arrangement unless our stock price equagxceeds $0.30, in which case we
sell greater amounts to Fusion Capital as the priceur common stock increases, Fusion Capitall strdlhave the right or the obligation
purchase any shares of our common stock on anpdmssiday that the market price of our common s®téss than $0.20. Furthermore, ti
can be no assurance that additional financinglweilavailable or that the terms of such additiomedrfcing, if available, will be acceptable to
If additional financing is not available or not #ahle on terms acceptable to us, our ability todwur operations, develop and install or ex|
our manufacturing operations and sales networknta@ our research and development efforts or atiserrespond to competitive pressi
may be significantly impaired. We could also becéat to curtail our business operations, reducerm@stments, decrease or eliminate ca
expenditures and delay the execution of its busimdan, including, without limitation, the instditan of our planned production in Oreg
which would have a material adverse affect on asiress.

We May Be Required To Raise Additional Financing Bylssuing New Securities With Terms Or Rights Supedr To Those Of Our
Shares Of Common Stock, Which Could Adversely AffecThe Market Price Of Our Shares Of Common Stock ad Our Business
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We may require additional financing to fund futusperations, including expansion in current and meerkets, development &
acquisition, capital costs and the costs of anes&ary implementation of technological innovationslternative technologies. We may no
able to obtain financing on favorable terms, iflit If we raise additional funds by issuing equsicurities, the percentage ownership o
current stockholders will be reduced, and the hrslaé the new equity securities may have rightsesiop to those of the holders of share
common stock, which could adversely affect the ragpkice and the voting power of shares of our comistock. If we raise additional fur
by issuing debt securities, the holders of thedat decurities would similarly have some rights sero those of the holders of share:
common stock, and the terms of these debt secudteld impose restrictions on operations and eraasignificant interest expense fol
which could have a materially adverse affect ontmginess.

We are working to establish our manufacturing capaity for TFPV products in order to meet anticipated demand, and our revenue
and profits may decrease if we are unable to succdally complete our initial 25MW of manufacturing capacity and then sell our TFP\
products at volumes to match our available productin capacity.

We are working to establish initial manufacturirapacity of 25MW per annum and plan to expand mantufeng capacity to 100MW p
annum as rapidly as possible. This plan includetingda new facility in Oregon. We will be installirand testing the equipment for 1
manufacturing facility internally and through thipdrties. We may experience delays, additionahexpected costs and other adverse eve
connection with our projects, including those agsled with the equipment we purchase from thirdtipsr Additionally, there can be
assurance that market demand will absorb our matwufag capacity or that our marketing capabilitrdl be successful. As a result, we n
not be able to realize revenues and profits baped the expected capacity, or we may experienc@ydair reductions in these revenues
profits, and our business could be materially asilgraffected.

If future products based on our technologies canndbe developed for manufacture and sold commerciallgr our products becom
obsolete or noncompetitive, we may be unable to reeer our investments or achieve profitability whichwill have a materially adverst
affect on our business

There can be no assurance that such research aabbglment efforts will be successful or that welwi¢ able to develop commerc
applications for our products and technologiesttar the areas in which we are developing tectgietoand products are characterize
rapid and significant technological change. Rapahhological development may result in our prodbetsoming obsolete or noncompetitive
future products based on our technologies cannateveloped for manufacture and sold commerciallypar products become obsolete
noncompetitive, we may be unable to recover ouestments or achieve profitability. In addition, tbemmercialization schedule may
delayed if we experience delays in meeting devetagngoals, if products based on our technologidsbéxtechnical defects, or if we ¢
unable to meet cost or performance goals. In théeng potential purchasers of products based ontemimologies may choose alterna
technologies and any delays could allow potentiahgetitors to gain market advantages.

There is no assurance that the market will acceptuw products once commercialscale manufacturing has been achieved whi
could have an adverse affect on our business

There can be no assurance that products basedr dacbmnologies will be perceived as being supedaexisting products or new produ
being developed by competing companies or that puatiucts will otherwise be accepted by consunine. market prices for products ba
on our technologies may exceed the prices of cathygeproducts based on existing technologies aw peoducts based on technolog
currently under development by competitors. Thene lse no assurance that the prices of productsl lmaseur technologies will be percei
by consumers as cosffective or that the prices of such products Ww#l competitive with existing products or with othresw products «
technologies. If consumers do not accept produated on our technologies, we may be unable to ezcour investments or achie
profitability.
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Other companies, many of which have greater resoues than we have, may develop competing products ¢technologies whicl
cause products based on our technologies to becommncompetitive which could have an adverse affechoour business

We will be competing with firms, both domestic dodeign, that perform research and developmentyedkas firms that manufacture &
sell solar products. In addition, we expect add#iopotential competitors to enter the marketssfaar products in the future. Some of tt
current and potential competitors are among thgektr industrial companies in the world with longgrerating histories, greater ne
recognition, access to larger customer bases, estdblished business organizations and product Bnel significantly greater resources
research and development staff and facilities. @hemm be no assurance that one or more such coespaill not succeed in develop
technologies or products that will become availdblecommercial sale prior to our products, thall Wave performance superior to prodt
based on our technologies or that would otherwéseler our products noncompetitive. If we fail tongete successfully, our business wi
suffer and we may lose or be unable to gain mathete.

The loss of strategic relationships used in the delopment of our products and the systems and compents to our planned 25MW
manufacturing system could impede our ability to cmplete our product and/or our initial manufacturing system and have a materi
adverse affect on our business

We have established a plan of operations underhwdnjoortion of our operations rely on strategiatiehships with third parties, to prov
systems design, assembly and support. A loss obapwr third party relationships for any reasomlldocause us to experience difficultie:
implementing our business strategy. There can bassarance that we could establish other relatipashf adequate expertise in a tin
manner or at all.

We may suffer the loss of key personnel or may benable to attract and retain qualified personnel tomaintain and expand our
business which could have a material adverse affech our business

Our success is highly dependent on the continuedcss of a limited number of skilled managerseatists and technicians. The los
any of these individuals could have a material estveeffect on us. In addition, our success will efgb upon, among other factors,
recruitment and retention of additional highly fdl and experienced management and technical pekdrhere can be no assurance the
will be able to retain existing employees or toat and retain additional personnel on acceptédims given the competition for st
personnel in industrial, academic and nonprofitaesh sectors.

Higher raw material costs could negatively impact or cost of goods and our ability to successfully delop our products anc
technologies which could have a material adversefatt on our business

Higher costs for certain raw materials and comnieslitprincipally glass, resipased polymers and industrial gases, as well dsel
energy costs, could negatively impact our costperations. While we have developed strategies t@até or partially offset the impact
higher raw material, commodity and energy cosesgltan be no assurances such measures will bessifudc In addition, no assurances ca
given that the magnitude and duration of these tugkases or any future cost increases will noteha larger adverse impact on
profitability and consolidated financial positioman currently anticipated. As part of our plannesearch and development activities, we
attempting to reduce costs through improved automatnd substitution strategies. There can be sarasces that we will succeed in tf
future cost-reduction efforts, which may be esseifidir the continued development of our competifivesence.
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Standards For Compliance With Section 404 Of The 3bhanes-Oxley Act Of 2002 Are Uncertain, And If We Fail ToComply In A
Timely Manner, Our Business Could Be Harmed And OurStock Price Could Decline

Rules adopted by the SEC, pursuant to Section #@4eoSarbane®xley Act of 2002 require annual assessment ofimi@rnal contrc
over financial reporting, and attestation of owsessment by our independent registered public ataots. The standards that must be me
management to assess the internal control ovendiahreporting as effective are new and complex eequire significant documentati
testing and possible remediation to meet the detastandards and will impose significant additioegpenses on us. We may encot
problems or delays in completing activities necsssa make an assessment of our internal contrel dwnancial reporting. In addition, t
attestation process by our independent registetddicpaccountants is new and we may encounter pnablor delays in completing -
implementation of any requested improvements aoéivang an attestation of our assessment by owpeddent registered public account:
If we cannot assess our internal control over fa@nreporting as effective, or our independentisged public accountants are unabl
provide an unqualified attestation report on susgeasment, investor confidence and share valudmaggatively impacted.

Our Common Stock Is Considered A “Penny Stock” AndAs A Result, Related Brokerbealer Requirements Affect Its Trading Anc
Liquidity.

Our common stock is considered to be a “penny $Steahce it meets one or more of the definitionsRales 15g-2 through 15§-
promulgated under Section 15(g) of the Exchange Huotse include but are not limited to the follogiili) the common stock trades at a p
less than $5.00 per share; (ii) the common stocloidraded on a “recognizedational exchange; (iii) the common stock is nobted on th
NASDAQ Stock Market, or (iv) the common stock isued by a company with average revenues of less®#® million for the past three
years. The principal result or effect of being dasied ¢‘penny stock” is that securities brokdealers cannot recommend our Common ¢
to investors, thus hampering its liquidity.

Section 15(g) and Rule 15g-2 require broleslers dealing in penny stocks to provide poteitigestors with documentation disclos
the risks of penny stocks and to obtain a mansadjged and dated written receipt of the documeetsrb effecting any transaction in a pe
stock for the investos’ account. Potential investors in our Common Staek urged to obtain and read such disclosure dbrdfafore
purchasing any of our shares.

Moreover, Rule 15g-9 requires brol@galers in penny stocks to approve the accounthyfravestor for transactions in such stocks be
selling any penny stock to that investor. This pohae requires the brokdealer to (i) obtain from the investor informaticoncerning his «
her financial situation, investment experience mvetstment objectives; (ii) reasonably determiressdal on that information, that transact
in penny stocks are suitable for the investor drat the investor has sufficient knowledge and erpee as to be reasonably capabl
evaluating the risks of penny stock transactioii§;pfovide the investor with a written statemesattting forth the basis on which the broker-
dealer made the determination in (ii) above; anjir@ceive a signed and dated copy of such statefrem the investor, confirming that
accurately reflects the investor’s financial sitoiat investment experience and investment objestive

The Trading Market In our Common Stock Is Limited And May Cause Volatility In The Market Price.

Our common stock is currently traded on a limitexsib on the OTCBB. The OTCBB is an inter-dealegratiecounter market th
provides significantly less liquidity than the NABD Stock Market and the other national markets. t®sifor stocks included on the OTC
are not listed in the financial sections of newsgpas are those for the NASDAQ Stock Market. Thoeee prices for securities traded solely
the OTCBB may be difficult to obtain.

The quotation of our common stock on the OTCBB domsassure that a meaningful, consistent andditpaiding market currently exis
and in recent years such market has experienceehextprice and volume fluctuations that have paldity affected the market prices of mi
smaller companies like us. Thus, the market priceofir common stock is subject to volatility anddess of common stock may be unabl
resell their shares at or near their original pasghprice or at any price. In the absence of aneatbding market:

. investors may have difficulty buying and sellingadnitaining market quotations;

. market visibility for our common stock may be liedt, anc
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. a lack of visibility for our common stock may haaelepressive effect on the market for our commockst
Due to the low price of the securities, many braerfirms may not be willing to effect transactiomghe securities. Even if a purche
finds a broker willing to effect a transaction lese securities, the combination of brokerage casions, state transfer taxes, if any, anc
other selling costs may exceed the selling pricethier, many lending institutions will not perntiet use of such securities as collateral fol
loans. Such restrictions could have a materiallyease affect on our business.

We May Have Difficulty Raising Necessary Capital ToFund Operations As A Result Of Market Price Volatlity For Our Shares Of
Common Stock.

The market price of our common stock is likely ® tighly volatile and could fluctuate widely in @giin response to various fact
many of which are beyond our control, including:

. technological innovations or new products and ses/by us or our competito

. additions or departures of key personi

. sales of our common stoc

. our ability to integrate operations, technologygdarcts and service

. our ability to execute our business pl

. operating results below expectatio

. loss of any strategic relationsh

. industry development:

. economic and other external factors;

. perioc-to-period fluctuations in our financial resul

Because we have a limited operating history withited revenues to date, you may consider any onbesle factors to be material.

stock price may fluctuate widely as a result of afiyhe above listed factors. In recent years,sieurities markets in the United States
experienced a high level of price and volume vhitatiand the market price of securities of manynp@anies have experienced wide fluctuat
that have not necessarily been related to the tipesa performances, underlying asset values @sgacts of such companies. For these ree
our shares of common stock can also be expectbe wubject to volatility resulting from purely matkforces over which we will have
control. If our business development plans are esgfal, we may require additional financing to amme to develop and exploit existing

new technologies and to expand into new markets.éi}ploitation of our technologies may, thereftre dependent upon our ability to ob
financing through debt and equity or other means.
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Item 1B. Unresolved Staff Comments

On December 23, 2008, the Company received a Fetter the SEC whereby the SEC requested that timep@ny disclose in this Annual
Report that the PCAOB has revoked the registraifcthe Company’s former independent registeredipwacounting firm, Jaspers +
Hall. The Company dismissed Jaspers + Hall effeddctober 31, 2008 in light of the PCAOB’s revamatand appointed Stark Winter
Schenkein & Co., LLP to serve as the Company’s registered public accounting firm. The Companyoesled to the SEC in a comment
response letter dated January 9, 2009 filed aggpondence with the SEC that it shall disclose suaterial information in this Annual
Report. The Company has explained such revocatitiem 14 herein below. As of the date of than§lof this Annual Report with the SEC,
the Company has not received a response by thea®&HE Company’s response letter.

Item 2. Properties

As of September 30, 2008 the Company leased admnaitive office facilities located at 65 Enterprigdiso Viejo CA 92656 for an avera
cost of approximately $3,150 per month on a moatmonth basis. Based on specific space utilizatioa lowest cost was $2,650 and the
highest cost per month was $3,854. We plan to eeduc use of office space in Aliso Viejo by approately 50% over the first two quarters of
the 2009 fiscal period.

On April 1, 2008, XsunX entered into a sub-leaseagent for approximately ninety thousand (90,&@Qjare feet of manufacturing
facility located at 23365 NE Halsey Street, Wootlagie, Oregon, U.S.A. On July 15, 2008, the sulsdeapmmenced and XsunX took
possession of the facility. The purpose of thedesgreement was to establish facilities necessamhé installation and operation of the
Company'’s planned thin film solar module manufaciioperations. The lease agreement requires thiathX post a security deposit letter of
credit in the amount of $106,000 which has beeiveleld, and a second letter of credit in an améwibe determined for 125% of the value for
the removal of any improvements performed to thecstire by XsunX. Other elements specificallyoagated with this facility including
property taxes and insurance add an additionaB$Z7per month. These amounts could be highenegribased on the Company’s economic
development status, property tax rates and amdiprbperty and insurance coverage. The Companyygs approximately $825 monthly
interior and exterior maintenance on the property.

The term of the lease agreement with the sub-ladgicovides for XsunX occupancy through July 311 20T hereafter, should XsunX elect to
continue to occupy the premises, XsunX will be regfito have established continued lease arrangsméih the master landlord. Specific
term and lease payment schedule is as follows:

Annualized
Annual Rent Schedule Rate/sf Rent Monthly Rent
7/15/08- 7/31/09 $ 707 $ 636,00 $ 53,00(
8/1/09- 7/31/10 $ 721 $ 648,72( $ 54,06(
8/1/010- 7/31/11 $ 735 % 66169: $ 55,14

In April 2006, the Company entered into a threeryease for technical and marketing operationdifees in Golden, CO. The Company
provided a $2,615 security deposit and expense®B$79n costs associated with tenant improvementise facilities in preparation for
occupancy. The following is a schedule, by yedrthe minimum base payments required under thisatjpey lease for facilities. An additional
$905 monthly is also due as a pro rata share emudlil2% of the operating costs for real estatesaassessments, and the expenses of
operating and maintaining common areas within graroercial grounds surrounding the leased facilitée plan to vacate the Golden facility
at the term of the lease agreement which currengbjres in June 2009.

Annualized
Annual Rent Schedule Rate/sf Rent Monthly Rent
7/1/06- 6/30/07 $ 6.7t $ 20,25 $ 1,68
7/1/07- 6/30/08 $ 6.9t $ 20,85( $ 1,73
7/1/08- 6/30/09 $ 7.1€ $ 21,48( $ 1,79(

The Company owns no real property.
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Item 3. Legal Proceedings

In the ordinary conduct of our business, we argestitbo periodic lawsuits, investigations and clajimcluding, but not limited to, routine
employment matters. Although we cannot predict wéltainty the ultimate resolution of lawsuits, éstigations and claims asserted agains
we are currently not aware of nor have any knowdealgany legal proceedings or claims that we beligill have, individually or in the
aggregate, a material adverse affect on our busifieancial condition or operating results excapset forth below.

On December 7, 2007, the Company filed an actiofifeach of contract and declaratory relief in $ugperior Court of Orange County,
California, against Wharton Capital Partners, Mtharton Capital Markets LLC, and Capitoline Finah&roup LLC. The XsunX Action was
brought to seek a court determination that the Gomglid not owe any fees to the above defendantedson of a $21 million dollar financi
transaction with Fusion Capital Fund Il, LLC (“Fasf’). In on or about February 2008 the XsunX Actieas removed to the U.S. District
Court for the Southern District of New York.

On January 3, 2008, Wharton Capital Partners,drd, Wharton Capital Markets LLC, (“Wharton”) filash action in the U.S. District
Court for the Southern District of New York agaitf# Company pursuant to which Wharton soughtifeas amount equal to seven percent
(7%) of the gross proceeds received by the Compadgr a financing agreement between Fusion Cdgitad I, LLC and the Company. On
May 30, 2008, XsunX and Wharton entered into al&atint Agreement pursuant to which XsunX agrequt¢wide Wharton with 875,000
shares of its common stock. Subject to the fuli@iithof the requirements of Rule 144 of the Se@gifict, Wharton agreed not to sell or
transfer more than 250,000 shares monthly. The @omplso agreed to a $100,000 cash payment toidénpiur (4) monthly installments of
$25,000 each. As of September 30, 2008, all séesidgind cash payment required under the SettleAgraement had been provided to
Wharton. The parties have filed a joint motionrquant to Federal Rule of Civil Procedure 41(a)(AD)(ii), to dismiss both the New York
Action and the California Action with prejudice. &eof the parties have unconditionally and irrelsdgaeleased, waived, and forever
discharged each other from claims related to thenXsAction and the Wharton Action.

In November 2008 XsunX received a notice from MMByss, Inc. asserting that XsunX was in materiahdiefof the terms of a
Separation Agreement between the parties dated3@a2008. XsunX disputes the assertion and aseofidite of this report no related litigat
is pending, and MVSystems has not asserted angdetaonetary damages. The claim relates to a ptiothugrototype machine built under the
terms of an Expanded Use License Agreement datémb@cl2, 2005 between XsunX and MVSystems, Ina@ddihe terms of the Expanded
Use License Agreement the parties had agreed ko the machine to prove technology for intendedleesnd split any associated profits from
the sale of the machine 50/50. This production rimectvas never brought operational due to the faitarmeet contractual requirements of the
machine by MVSystems, and XsunX has never takesgsston of the machine. Under the terms of the R0#8 Separations Agreement
MVSystems continues to have possession of the maehid subject to the Separations Agreement hastaken efforts to sell the machine
the parties benefit. Under the notice of materédhdIt provided to XsunX MVSystems has claimed thaale of the machine has occurred to
XsunX and that state sales tax in the amount ofcqamately $60,000 is due. XsunX disputes thisroland the parties have each petitionec
State of Colorado for a final determination on tinigtter .




Item 4. Submission of Matters to a Vote of SecurityHolders
None during the period ended September 30, 2008.

PART I

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters and Issuer Purchases &quity Securities

Price Range of Common Stock

The Company’s common stock trades on the OTC Buolgdard under the symbol “XSNX”. The range ofthi¢pw and close bid

guotations for the Company’s common stock by fisgadrter within the last three fiscal years, a®reggl by the National Quotation Bureau

Incorporated, was as follows:

Year Ended September 30, 200 High Close
First Quarter ended December 31, 2 0.5t 0.2¢ 0.5t
Second Quarter ended March 31, 2 0.74 0.3t 0.4C
Third Quarter ended June 30, 2( 0.51 0.3¢ 0.3¢
Fourth Quarter ended September 30, 2 0.4z 0.2¢ 0.2¢
Year Ended September 30, 200
First Quarter ended December 31, 2 0.6¢ 0.3¢ 0.3¢
Second Quarter ended March 31, 2 0.64 0.4C 0.4¢
Third Quarter ended June 30, 2( 0.51 0.41 0.4z
Fourth Quarter ended September 30, 2 0.44 0.3C 0.3¢
Year Ended September 30, 200
First Quarter ended December 31, 2 0.5¢ 0.5¢ 0.5¢
Second Quarter ended March 31, 2 2.24 2.0¢ 2.1z
Third Quarter ended June 30, 2( 1.0€ 1.04 1.0t
Fourth Quarter ended September 30, 2 0.5t 0.52 0.54
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The above quotations reflect inter-dealer pricadaut retail mark-up, markown, or commission and may not necessarily reptessua
transactions.

Number of Holders

As of September 30, 2008, there were approximdtdlg6 record holders of the Company’s common steekcounting shares held in
“street name” in brokerage accounts which is unkmofs of September 30, 2008, there were approxigna&6,292,437 shares of common
stock outstanding on record with the Company’skstoansfer agent, Mountain Share Transfer. On $eipée 30, 2008 the last reported sales
price of our common stock on the OTCBB was $0.26spare.

Dividends

The Company has not declared or paid any casheatidisi on its common stock and does not anticipategalividends for the foreseeal
future.

Stock Option Plan

On January 5, 2007, the Board of Directors of Xsue3olved to establish the Company’s 2007 Stocko@tlan to enable the Company
to obtain and retain the services of the typeswfleyees, consultants and directors who could daute to the Company’s long range success
and to provide incentives which are linked diret¢tlyncreases in share value which will inure e tienefit of all stockholders of the Compa
A total of 20,000,000 shares of common stock atbaized under the plan.

Stock Compensation, Issuance of Stock Purchase Ogtis

During the fiscal year ended September 30, 20@8btard of directors authorized the grant of oitmpurchase an aggregate of
3,800,000 shares of the Company’s common stockopliens are exercisable at a price of $0.36 parestand expire at various times through
November 2012. Of the original 20,000,000 sharglsaxized under the plan, 14,250,000 shares remvaiitedle. An additional 1,950,0(
shares issued before the creation of the planarsidered as issued under the plan for the purprfsefining additional shares available ur
the plan.
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Employment Incentive Option Grants — In connectigth the start of the Company'’s efforts to prepémstall, and operate solar module
manufacturing capabilities, the Company authorizexgbloyment incentive option grants to the followargployees on October 23, 2007 at an
exercise of $0.36 price per share. The options havgear exercise terms and vest in conjunctidh awperformance milestone based vesting

schedule as described below:

Joseph Grime 500,000 Option Share
Robert G. Wend 500,000 Option Share
Dr. Guang Lin 300,000 Option Share

The vesting schedule for Mr. Grimes and Mr. Wesdis follows:

The option shall become exercisable in the follgnamounts upon the delivery and/or achievemenheyptionee(s) of the following
performance milestones as they may relate to thepaay’s phased build out plan for a solar modulaufecturing facility:

(a) 100,000 shares upon the assembly and commissiofihg base line production syste

(b) 100,000 shares upon the production of a commesizalworking sample of the Company’s planned tanjigrction amorphous
silicon solar module

(c) 300,000 shares upon the assembly and commissiofihg initial 25 mega watt production system astemplated within the
Compan’s phased build out plan for a solar module manufax facility.

The vesting schedule for Dr. Guang is as follows:

The option shall become exercisable in the follpamounts upon the delivery and/or achievemenhéyptionee of the following
performance milestones as they may relate to thepaay’s phased build out plan for a solar modulaufecturing facility:

(a) 100,000 shares upon the assembly and commissiofihg base line production syste

(b) 150,000 shares upon the production of a commesi@alworking sample of the Comp¢'s planned tandem junction amorpht
silicon solar module

(c) 50,000 shares upon the assembly and commissiohithg dnitial 25 mega watt production system astemplated within the
Compan’s phased build out plan for a solar module manufax facility.

Board of Directors Incentive Option Grants — Intharance of the Company’s policy to compensateectirnembers, and attract new
members, to its Board of Directors the Company @ughd incentive option grants to the following &itors at an exercise price of $0.36 per
share. The options have a 5 year exercise termsesicés described below:

Thomas Anderso October 23, 200 1,500,000 Option Shares (
Oz Fundingslan November 11, 200 500,000 Option Share
Dr. Michael Russa November 26, 200 500,000 Option Share

The vesting schedule for Mr. Anderson is as follows

The option shall become exercisable in the follpamounts upon the delivery and/or achievemenhéyptionee of the following
milestones:
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(a) The Option became exercisable in the amount of0l0W® shares upon the effective date of the gmargdrvices rendered a:
member of the Company Board of Directors from thequl beginning October 1, 2003 through SeptemBef308.

(b) Beginning October 1, 2007 the option shall vestlaacbme exercisable at the rate of 62,500 sham@s the anniversary of ea
calendar quarter of continuous service as a Dirgotgororated portion thereof, for services reedesis a member of the Company’s
Board of Directors up to a total of 250,000 sha

(*) Amendment to Stock Option Grant — On Novemb2r 2007, the Company entered into an agreementdimgethe terms of a stock
option grant dated October 23, 2007 between thegaomnand Mr. Thomas Anderson, a member of the XdBoxrd of Directors. The
amendment provided for an increase of 250,000 ngtio the pool of options available within the wggtprovisions of the grant. All other
provisions of the stock option grant remained tmaa. Item (b) to the vesting schedule was amensiéallaws:

The vesting schedule for Mr. Fundingsland is aoed:

The option shall become exercisable in the follpamounts upon the delivery and/or achievementibg bptionee of the following
milestones:

(a) Beginning November 12, 2007 the option shall vestlaecome exercisable at the rate of 62,500 shigesthe anniversary of ea
calendar quarter of continuous service as a Dirgotgororated portion thereof, for services reedess a member of the Company’s
Board of Directors up to a total of 500,000 sha

The vesting schedule for Dr. Russak is as follows

The option shall become exercisable in the foll@grmmounts upon the delivery and/or achievemenheyptionee of the following
milestones:

(a) Beginning November 26, 2007 the option shall vestlaecome exercisable at the rate of 62,500 skigesthe anniversary of each
calendar quarter of continuous service as a Dirgotgrorated portion thereof, for services reedess a member of the Company’s
Board of Directors up to a total of 500,000 sha

(b) Beginning October 1, 2007 the option became exabtasat the rate of 62,500 shares upon the anmaimeos each calendar quarter
continuous service as a Director, or prorated portiereof, for services rendered as a membereo€timpanys Board of Directors t
to a total of 500,000 share

Additionally, on January 24, 2008, the Board ofdaiors authorized the amendments to prior optiantgrissued to the named employees
and consultant listed below as follows:

Grant Number Optionee Name Amendment Terms

06-2005 Dr. John Moore  Extension of time to exercise the warrant untilukag 1, 2012

13-2006 Joseph Grimes  Section 2.1.1(iii) Vesting Schedule was amendefbbows; One Hundred Forty Eight Thousand
(148,000) Shares shall become exercisable upopetiermance by the Optionee in the presentation of
suitable manufacturing facilities and facilities$e terms to the Company and approval of such
facilities and lease terms by the Company Boardicdctors.

07-018 Joseph Grime Section 3(i) (a) Exercise of Option was amendefbiews; Option shall become exercisable in
amount of 100,000 shares upon the first sale alidedg of an XsunX solar modul

07-016 Robert Wendt Section 3(i) (a) Exercise of Option was amendetblows; Option shall become exercisable in the
amount of 100,000 shares upon the first sale alidedg of an XsunX solar modul

07-015 Jeff Huitt Section 3(i) (a) Exercise of Option was amendetbows; Option shall become exercisable in the

amount of 100,000 shares upon the first sale alidedg of an XsunX solar modul
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Table of Equity Compensation

The following table sets forth summary informatias,of September 30, 2008, concerning securitigoened for issuance under all
equity compensation plans and agreements for sealfiyears ended September 30, 2008, 2007 andi2@8gollows:

A summary of warrant activity for the year endegt®enber 30, 2008, 2007 and 2006 is as follows:

Outstanding, September 30, 2(

Granted 200
Exercisec
Vested

Outstanding, September 30, 2(

Granted 200
Exercisec
Vested

Outstanding, September 30, 2(

Granted 200
Exercised/Cancelle
Vested

Outstanding, September 30, 2(

Accrued
Number of Weighted-Average Options / Weighted-Average
Options / Exercise Warrants Exercise
Warrants Price Vested Price
15,125,000 $ 0.1¢ 13,408,33 $ 0.1¢
11,987,00 $ 0.3¢ 5,543,000 $ 0.4¢
(10,850,00) $ 0.4¢ (10,850,00) $ 0.3
600,000 $ 0.1¢
16,262,00 $ 0.4z 8,701,33. $ 0.37
1,950,000 $ 0.4¢ $ 0.4¢
(900,000 $ 0.1t (900,000 $ 0.1t
- 412,66t $ 0.4z
17,312,00 $ 0.3 8,214,000 $ 0.3¢
3,800,000 $ 0.3¢ 5,083,33: $ 0.3¢
(11,166,66) $ 0.1¢ (6,802,000 $ 0.1¢
825,000 $ 0.4¢
9,945,333, $ 0.2% 7,320,33. $ 0.27
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At September 30, 2007, the range of warrant/optiices for shares under warrants/options not esedcand the weighted-average
remaining contractual life is as follows:

Options/Warrants
Options/Warrants Outstanding Exercisable
Weighteo-
Weightedo- Average Weighteo-
Range of Number of Average Remaining Number of Average
Option/ Options/ Exercise Contractual Options/ Exercise
Warrant Prices Warrants Price Life (yr) Warrants Price
$0.20 250,000 $ 0.2C 4.3 250,00 $ 0.2C
$0.36 3,800,000 $ 0.3¢ 3.1 1,750,000 $ 0.3¢
$0.41 100,000 $ 0.41 3.6 62,50 $ 0.41
$0.45 100,00( $ 0.4t 3.€ 62,50 $ 0.4t
$0.46 1,650,000 $ 0.4¢ 3.3 1,175,000 $ 0.4¢
$0.50 1,666,66/ $ 0.5C 4.1 1,666,66/ $ 0.5C
$0.51 500,00( $ 0.51 2.8 500,00( $ 0.51
$0.53 100,00( $ 0.5¢ 3.4 75,000 $ 0.5¢
$0.75 1,666,66/ $ 0.7% 4.1 1,666,66/ $ 0.7%
$1.69 112,000 $ 1.6¢ 2t 112,000 ¢ 1.6¢
9,945,33; 7,320,33;

Stock Price Performance Graph

The following graph compares the cumulative 60-rhdntal return attained by shareholders on Xsunl's,’'s common stock relative to
the cumulative total returns of the NASDAQ Marketiéx and the current composition of peer compamiased to SIC Code 3674 -
Semiconductors, Related Device. An investment 60%Wwith reinvestment of all dividends) is assurteetiave been made in our common
stock and in each index on September 30, 2003tamdlative performance is tracked through Septer®8®e2008. No cash dividends have
been declared on shares of our common stock. Enfsnmance graph is not “soliciting materiaknot deemed filed with the SEC and is nc
be incorporated by reference in any filing by udemthe Securities Act of 1933, as amended (theufiges Act”), or the Exchange Act,
whether made before or after the date hereof aadgective of any general incorporation languageninsuch filing. The stock price
performance shown on the graph represents pastrpenfice and should not be considered an indicafifuture price performance.
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COMPARISON OF 5-YEAR CUMULATIVE TOTAL RETURN
AMONG XSUNX, INC.,
NASDAQ MARKET INDEX AND SIC CODE INDEX

DOLLARS

=g X SUNX, INC, = &= SIC CODE INDEX ——d— NASDAD MARKET INDEX

ASSUMES 5100 INVESTED ON SEPT. 30, 2003
ASSUMES DIVIDEND REINVESTED
FISCAL YEAR ENDING SEPT. 30, 2008

COMPARISON OF CUMULATIVE TOTAL RETURN OF ONE OR MOR E
COMPANIES, PEER GROUPS, INDUSTRY INDEXES AND/OR BROAD MARKETS

*$100 invested on 9/30/2003 in stock or in indeghiding reinvestment of dividends.

Company/Index/Market 9/30/2003 9/30/2004 9/30/200E 9/30/200¢€ 9/30/2007 9/30/200¢

XsunX, Inc. 100.00 1500.0( 866.6" 1783.3: 1286.6° 866.6"
Semiconductors, Related Devi 100.00 83.1¢ 102.2( 100.67 117.6¢ 81.57
NASDAQ Market Inde» 100.00 106.0: 120.6: 127.77 152.6¢ 118.2¢

The stock price performance included in this grégphot necessarily indicative of future stock pneformance.
Recent Sales of Securities (Registered and Unregistd)

The authorized Common stock of the Company wabksit@d at 500,000,000 shares with no par value.

In a placement of the Company’s common stock pumstaean St Registration Statement declared effective bySBE on April 10, 200¢
the Company has sold to Fusion Capital Fund Il, ith@@ugh September 30, 2008, approximately 15,B47ghares for a total investment of
$5,208,723.54 including the initial $1,000,000 &,833,332 shares. These shares were sold at vamiwirsg between $0.405 and $0.24 per
share. Subsequent to September 30, 2008, we hkvarsadditional 3,000,000 shares for $600,00@ftwtal of 18,347,581 shares and
$5,808,723.54. These shares were sold at $0.26hpee. Including 3,500,000 shares provided to Fusgofinancing commitment shares this

leaves 18,152,419 registered shares availableiford sales pursuant to the effective S-1 Registr&tatement.

Additionally, in January 2008, Cumorah Capital juased 8,650,000 shares of the Company’s restrictiguinon stock in a private
transaction for total proceeds of $2,500,000. Tiséseges were incorporated within the above refa@i®:1 Registration Statement, deemed

effective by the SEC on April 10, 2008.
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The following represents a detailed analysis of26@8 Common stock transactions.
Fusion Capital Transaction

On November 1, 2007, XsunX signed a common stockHise Agreement with Fusion Capital Fund II, L&, lllinois limited liability
Company (“Fusion Capital”) providing for the salleup to $21 million of common stock to Fusion. Upgigning the agreement, XsunX
received $1,000,000 from Fusion Capital as arainftuirchase under the $21 million commitment inhexge for 3,333,332 shares of our
common stock. The shares were issued in a trangaetiempt from registration pursuant to Sectior) 4{2he Securities Act. Concurrently
with entering into the common stock purchase agesgnwe entered into a registration rights agre¢méth Fusion Capital. On January 18,
2008, XsunX, Inc. filed a Form S-1 with the Sedastand Exchange Commission seeking to regist&508)00 shares related to our financing
agreements with Fusion Capital Fund II, LLC and ©uath Capital. The registration was declared effedby the Securities and Exchange
Commission on April 10, 2008.

The Company has the right over a 25-month periaédeive $80,000 every two business days unddPtihehase Agreement with Fusion
Capital unless our stock price equals or exceed®0$h which case we can sell greater amountsigiolR Capital as the price of our common
stock increases. Fusion Capital shall not haveitfie or the obligation to purchase any sharesunfoommon stock on any business day that
the market price of our common stock is less tHagCk

The purchase price of the shares related to thev##0n balance of future funding under the Pursh@greement will be based on the
prevailing market prices of the Company’s shardbetime of sales without any fixed discount, &mel Company will control the timing and
amount of any sale of shares to Fusion Capitalréaee no upper limits to the price Fusion Capitaly pay to purchase our common stock.
However, Fusion Capital shall not be obligateducchase any shares of our common stock on anydmsssuhay that the price of our common
stock is below $0.20. There are no negative couwsnasstrictions on future funding(s), penaltiediquidated damages in the agreement. The
common stock purchase agreement may be termingtad &t any time at our discretion without any d¢oadis.

In consideration for entering into the $21 milliagreement we agreed to issue to Fusion CapitaD1)80 shares of our common stock as
financing commitment shares which Fusion Capital dgreed to hold for the term of the common stacklpase agreement. Additionally,
under the stock purchase agreement we grantedr=Gsipital common stock purchase warrants to puech#@66,666 shares of our common
stock at $0.50, and 1,666,666 shares of our constauk at $0.75. The shares underlying the warrearttg do not carry mandatory registra
requirements under the terms of the common stoothaise agreement and registration rights agreembatabove commitment shares and
warrants were issued in a transaction exempt fegistration pursuant to Section 4(2) of the Sei@srifct.

Pursuant to the S-1 Registration Statement deckffedtive by the SEC on April 10, 2008, the Comyphas sold to Fusion Capital Fund
II, LLC through September 30, 2008, approximateédy3#7,581 shares for a total investment of $5,208% including the initial $1,000,000
and 3,333,332 shares. These shares were soldatvaricing between $0.405 and $0.24 per shates&juent to September 30, 2008, we
have sold an additional 3,000,000 shares for $80Q0f6r a total of 18,347,581 shares and $5,8085A23 hese shares were sold at $0.20 per
share. Including 3,500,000 shares provided to Fuasofinancing commitment shares this leaves 18192egistered shares available for
future sales pursuant to the effective S-1 Redistrié&Statement.

Cumorah Capital Transaction
On January 16, 2008, Cumorah Capital purchase®®66 shares of the Company’s restricted commarkstoa private transaction for

total proceeds of $2,500,000. The Company agreeelister the 8,650,000 shares purchased by Cun@aphal. Cumorah Capital is a
Nevada corporation and an Accredited Investor edisied in Rule 501(a) of Regulation D as promulddig the SEC
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Wharton Settlement Agreement

On May 30, 2008, XsunX and Wharton entered inte@é&nent Agreement pursuant to which XsunX agteqatovide Wharton with
875,000 shares of its common stock. Subject téutfiiment of the requirements of Rule 144 of tBecurities Act, Wharton agreed not to sell
or transfer more than 250,000 shares monthly. Tdrag2iny also agreed to a $100,000 cash paymentgaitén four (4) monthly installments
of $25,000 each. As of September 30, 2008, allrigzsiand cash payment required under the SettieAgreement had been provided to
Wharton.

Use of Proceeds from Registered Securities

The proceeds from the above sales of securities ad are being used primarily to fund effortshy Company to prepare manufacturing
facilities and systems necessary to build thin Sloler modules, and in the day-to-day operationh®fCompany and to pay the accrued
liabilities associated with these operations.

Item 6. Selected Financial Data

The following table below sets forth certain finadénformation derived from the Company’s auditaxhsolidated financial statements for
the periods and at the dates indicated.

In 2003, the Company completed a Plan of Reorgtiaizand Asset Purchase Agreement and changedithe of the Company from Sun
River Mining, Inc. to XsunX, Inc. Due to the Compg&change in primary focus in October of 2003 #mldeveloping nature of the business
opportunities, these historical results may noessarily be indicative of results to be expectedfty future period. As such, future results of
the Company may differ significantly from previgosriods. The historical trends reflect this chaafyprimary focus and the associated
research and development period of the developetageé company. This change in primary focus idatgest factor in the comparability of
this information over time.

The information presented below should be readmjunction with “Item 7: Management’s Discussiordamalysis of Financial
Condition and Results of Operations” and our cadatéd financial statements and the related notes.

Years Ended

Sept 30, Sept 30, Sept 30, Sept 30, Sept 30,
In Thousands ($000 2008 2007 2006 2005 2004
Statement of Operations Dat:
Net Sales $ — 3 7% 8 $ — 3 —
Research and Development Expe (42) 42C 95¢€ 507 12¢
Loan Fee: — — 7,002 532 —
Warrant Expense 673 772 465 18C 82t
Income(Loss (4,059 (1,969 (9,119 (1,98¢) (1,115
Income(Loss) per Common Sh $ (0.02) 0.0)) $ (0.079) $ (0.02) $ (0.0
Cash Flow Data:
Net cash provided by (used in) operating activi (2,695) (979 (1,96€) (1,049 (23€)
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Years Ended

Sept 30, Sept 30, Sept 30, Sept 30, Sept 30,
2008 2007 2006 2005 2004
Net cash used in investing activiti (4,229 (2,692 (2,076 (297) 12
Net cash provided by financing activiti 7,54¢ 13t 8,171 1,38( 1,48:
Balance Sheet Dats
Cash 2,38¢ 1,76¢ 4,30¢ 17¢ 37
Property Plant and Equipment, 27¢€ 29C 237 165 2
Note Receivabli — 1,50( — — —
Marketable Prototype & Other Ass¢ 5,83( 3,48¢ 2,02¢ 2C 19
Total Asset: 9,92t 5,88¢ 6,91¢ 442 8C
Accounts Payabl 407 547 59C 58 14
Note Payablt — — — 85C 1
Total Liabilities 497 61t 58¢ 974 10€
Total Stockholders Equit
(Deficit) 9,42¢ 5,26¢ 6,33( (532) (24)
Long Term Obligation: — — — — —
Cash Dividends Declared per Common St $ — — $ — $ — $ —

Item 7. Management'’s Discussion and Analysis or Pteof Operations
Cautionary and Forward-Looking Statements

The following discussion and analysis of our finahcondition and results of operations should kad in conjunction with our
consolidated financial statements and the relategs included elsewhere in this Annual Report om+0-K. In addition to historical
consolidated financial information, the followingsdussion and analysis contains forward-lookingestaents that involve risks, uncertainties
and assumptions as described under the “CautioiNote Regarding Forward-Looking Statements” thategms earlier in this Annual Report
on Form 10-K. Our actual results could differ maadly from those anticipated by these forward-loukstatements as a result of many factors,
including those discussed under “Iltem 1A: Risk Bextand elsewhere in this Annual Report on FormKLO

The Company undertakes no obligation to publiclyse these forwartboking statements to reflect events or circumstarthat arise aft
the date hereof. Readers should carefully reviefabtors described in other documents the Comfilmsyfrom time to time with the
Securities and Exchange Commission, including thar@rly Reports on Form 10-Q and Annual Reporfform 10K filed by the Company i
2007 and 2006 and Form 10-KSB in 2005 and any @tuReports on Form 8-K filed by the Company.

Business Overview

XsunX, Inc. is a thin-film photovoltaic (“TFPV") eopany which utilizes amorphous silicon (“a-Si8)mature semiconductor technolc
as the core solar energy absorber used to conuaigit into electricity in the design and manutaetof its solar modules. We believe that
design of our proprietary manufacturing system, aotir module, coupled with our choice of assemhbterials may allow us to en;
production costs of approximately $1.27 per wathimiour first full year of solar module production

We are currently developing the infrastructure @nofacture high performance TFPV solar modulesitress growth in demand for sc
modules within the electrical power production nedsk and to satisfy contractual commitments forsile and delivery of our solar module
2009 and 2010. To accomplish this we are exec@iptan to build a thin film amorphous silicon sataodule manufacturing facility located
the Portland Oregon, USA area. We are working toglete the installation of our base productiondafructure and develop initial product
capacities to 25 MW in 2009, and then scale thrasygtem optimization to approximately 33 MW withire first full year of manufacturii
operations. Subject to available financing we pglarexpand production capacities through replicatgmowing production capacities to o
100 MW as rapidly as possible.
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Phased Production Build Out and Planned Capacities

During the year ended September 30, 2008, ancdh&fdreseeable future, the majority of our operatidevelopment efforts will focus
establishing and expanding facilities necessampdaufacture our TFPV solar modules for commercild.s

During the year ended September 30, 2008 we engagsithultaneous efforts to prepare manufacturiagjlities to house our modt
assembly line, design engineering and the placem&ntders for manufacturing line components, namand management of compor
assembly efforts, material vendor negotiationsseidction, and continued product design evaluation.

Areas of specific focus, progress, and capital edjtares have included:
Facilities

In April 2008 we selected and leased a 90,000 pgefexisting commercial building to house our solar medmanufacturing operatiol
Initial aspects of necessary modifications to thédding were completed in July 2008. Industrial gaanagement systems to be used it
manufacture of our solar modules required modificato the buildings occupancy rating. The balapicdesign plans incorporating occupa
rating to certain isolated building sectors necgsd¢a complete the required modifications were sittedd to the local city complian
department for approval in September 2008. As efdhte of this report we have received plan apprve permits, and a contractor has |
selected to perform the balance of major work uridermodification plans. In September 2008 we begarking to establish a research
product improvement center within our Oregon maaiufidang facility.

Equipment Orders

At a macro level our manufacturing process consis&major operations: glass cleaning, thin filepdsition (sputtering and PECVD),
laser patterning, packaging, testing, and mateaakport. At a micro level, these 6 macro levedragions are divided into 26 discrete
operations connected together with automated nadteaindling conveyors. For example there are 4 jaaerning operations interspersed
between 3 deposition operations and 4 glass clgaperations. Additionally there are three tedi@ba at various stages of product
completion. As of the year ended September 30, 2008hin film deposition (sputtering and PECVgsér, glass cleaning, testing, laminat
and material handling system vendors are all undetract and in various stages of production. Thisprises 24 of the 26 operations. We
have vendors identified for the remaining two mioperations of buss lead tape dispense and shstihgpuwand are finalizing our statement of
work to place the final two machines under contr@ibe information presented above should be readmjunction with “Iltem 7 Managemest’
Discussion and Analysis or Plan of Operations —tf2aatual Obligations” for additional financial détassociated with equipment orders.

Module Assembly Material Vendors

A key advantage of our module design is the limitednber of raw materials that is required to carctta completed final product -
commercial sale. Our module design consists obatfand back sheet of glass, a specialty film aghas hermetically seal the two piece:
glass together, an electrical junction boyd@x) with lead wires, and the solar cell deviceemat that is directly deposited onto the frontssl
The solar cell layers comprising of conductive @idmorphous silicon, zinc oxide, and aluminumdeposited from a combination of se
industrial gases and commodity metals (aluminum zind). As of September 2008, we have all the pyjntaw goods materials suppli
either identified or under contract. This includesnt and back glass, junction box adhesive, th€WE gases, and the commodity me
(aluminum and zinc). For specialty film adhesive atectrical junction box, we have several venddesitified and are evaluating design
achieve the best quality and reliability at the éstvcost. All of our vendors currently supply matisrfor the solar industry and all the mate!
we have selected have successfully passed UL gdstithhe past.

Planned Completion and Capacity Expansion
Barring assembly delays and/or any delays in segumecessary working capital, we anticipate conmgethe assembly of our init
25MW manufacturing line and commencing manufacturaperations in 2009. We plan to scale manufagjudapacities through syst

optimization to approximately 33 MW within the firfull year of production. Subject to available dirting we plan to expand product
capacities through replication, growing productiapacities to over 100 MW as rapidly as possible.
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Plan of Operations

For the year ending September 30, 2009 the Comipasigieveloped a plan of operations that commi#\9l. for cost of goods sold,
$4.7MM for general, administrative and working d¢api$2.6MM for continued research and developnagwt $1.1MM for selling and
advertising expenses. We anticipate approximat#/&VM for capital expenditures related to manufdog and R&D equipment during the
fiscal year. The planned expenditures are congistih our anticipated costs associated with tlee@inent of equipment order deposits,
ongoing progress payments, facility lease hold swpments for general office facilities and manufaolgy sub-system infrastructure, and
operations support for an initial approximate ahmuanufacturing capacity of 25MW.

The Company may change any or all of the budgeceaies in the execution of its business attentfisie of the items is to be conside
fixed or unchangeable.

Management believes the summary data and audimtexs herein is a fair presentation of the Compmrgsults of operations for the
periods presented. Due to the Company’s changgrimapy business focus and new business opportarttiese historical results may not
necessarily be indicative of results to be expefiedny future period. As such, future resultshef Company may differ significantly from
previous periods.

Re-Audit for the Fiscal Periods Ended September 32007 and 2006

As a result of the suspension of our prior audilasper — Hall PC, by the Public Company Accoun@wgrsight Board (PCAOB) practice
on October 28, 2008, the Company engaged new asiditml was required to eedit the financial statements for the years er&atember 3!
2006 and September 30, 2007. The financial statenfienthe fiscal periods 2006 and 2007 contaimetthis annual report on Form 10-K have
been restated to reflect the adjustments to aco@uastimates in those periods. In fiscal year 2@0F total impact of these changes was to
increase net loss by $679,349. $447,012 of thigtiaddl loss was related to a change in estimateftion and warrant expenses and did not
impact cash. There was also an increases to ndndegseciation expense of $62,354, and a decreasztued interest income of
approximately $77,882 that resulted from adjustméninterest calculations corrected in the 20884i period. The impact to cash expense
a result of the audit adjustments, was immatefiaére was no impact to earnings per share as airerd $0.01 loss per share for the period.

In fiscal year ended September 30, 2006, there wedit adjustments totaling $5,732,901 resultingninimal impact to cash expens
The largest adjustment relates to the amortizatioloan fees associated with convertible debentig®ged in the 2005 and 2006 fiscal ye
We took a norecash $6,373,156 additional charge for the amoitinabf expenses associated with debenture strogfuigées, debentu
commitment fees, and expenses attributable to #reeficial conversion costs for in the money stookl avarrant conversion under
debentures. Depreciation expense was reduced hp@®H&nd warrant and option expenses were redugept®6,250 for the period. Tl
resulted in additional nonash net income of $552,519 that partially off$et &mortization of the loan fees associated withdbnvertibl
debentures. There was an increased loss per sswrei@ed with these restatements of $0.05 pee dianrging the total to $0.07 loss per share.

Results of Operations for the Three Fiscal Years Eted September 30, 2008 Compared to Fiscal Years Eedi September 30, 2007 and
2006

Revenue, Cost of Goods So
The Company generated no revenues in the pericedeBeptember 30, 2008. In the period ended Septe30b2007 the Company

generated revenue of $6,880 and for the correspgraériod in 2006 we generated $8,000 in revenherefwere no associated costs of goods
sold in any of the fiscal periods represented above
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Operating Expenses:

The Company incurred operating expenses totaling6®4192 in the fiscal year ended September 308 28Gcompared to $3,184,814 in
the corresponding fiscal year in 2007 and as coetpar $2,203,594 in corresponding fiscal period006.

The increase of $1,077,378 between the fiscal y2@08 and 2007 was primarily driven by an increafs#432,343 to consulting service
fees, $139,943 to rent, and $417,304 to publidicla efforts associated with the Company’s effawtprepare, install, and operate solar
module manufacturing operations. For the fiscal yraled September 30, 2007 operating expensesgertdy $1,069,146 as compared to the
corresponding fiscal year in 2006. The increasedviagn by noneash expenses totaling $307,315 for option andaméexpenses, increase:
salary and payroll of $549,327, increased legas f#e$178,977 and increased travel costs of $116,29

Excluding these non-cash items associated witli¢hentures, and consistent with the Company’stsfforprepare, install, and operate
solar module manufacturing operations, there was@ease in normal and customary operating expeh$879,529 to operating expenses for
the period ending September 30, 2007 as compaithe tame period 2006. The primary drivers of ithisease are discussed in detail below.

Salaries and Wages

Consistent with the Company'’s planned efforts &pgare, install, and operate solar module manufactwperations the Company hired
additional staff and modified salary structureshia course of implementing its commercializatioatggy in the fiscal year ended September
30, 2008. This increase in staffing and salarieslted in total salary expenditures for the figeedr ended September 30, 2008 of $1,173,815
which is an increase of $345,104 compared to theegzeriod in 2007. Salary expenses for the fiseal 2007 totaled $828,711 which was an
increase of $553,622 compared to the same peria@d6. The Company expects this trend to contisutae manufacturing facility is built out
and begins operations.

Research and Developmer

The Company recovered $40,590 previously spenésearch and development activities during the Ifigear ended September 30, 2008
as a result of a separation agreement with MVSystéme. which resulted in reductions to pre-pagkgech, product development, and
consulting and R&D fees for projects previouslyezat into with MVSystems, Inc. This representecerelase of $457,825 in research and
development expenses for the fiscal year endedeBdgatr 30, 2008 as compared to the same periodin. Research and development
expenses for the year ended September 30, 200734202462. This represented a decrease of $53@F88mpared to the same period in
2006. This decrease between the 2007 and 2006 fisdads reflects the Company’s reduction in resleand development expenditures in
2007 and the move towards development of manufactfiacilities.

Professional Services

Consulting services totaled $541,916, represerimmcrease of $432,343 for the fiscal year endgate3nber 30, 2008 as compared to the
same fiscal period in 2007. The increase betweesetperiods was primarily driven by increased edjperes for engineering and professional
consulting services associated with efforts to aremur planned production facility. For the fisgahr ended September 30, 2007, total
consulting services were $109,573 representingenease of $61,723 for the fiscal year ended Sdes0, 2007 as compared to $47,850 for
the fiscal year ended September 30, 2006. Theaserbetween these periods was largely driven bgxpansion of the Company’s Scientific
Advisory Board and increasing contract engineeergenses related to efforts by the Company to cawialize products.
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Legal and Accounting fees increased marginally ®§,%14 to $347,482 for the fiscal year ended Selpéer80, 2008 as compared to fees
totaling $320,768 in the same period in 2007 wlicturn represented an increase of $178,977 td leghaccounting fees over the same
period in 2006. This increase of $181,111 betwherfiscal year ended September 30, 2006 and 208 prraarily the result of legal expenses
related to our increase in the development of Baanrights to technologies, the Company’s atteshpiejuisition of manufacturing assets, and
the attempted enforcement of contract rights uttdeacquisition. The increase to legal and accogrekpenses of $26,714, and overall
continued increased legal and accounting experediturthe fiscal year ended September 30, 2008 amdpo the same period in 2007 were
driven by legal fees associated with service amtlgecontracts, license rights negotiations, tHerke of claims made for finders fees related
to financing, and the negotiated accelerated reneay of a loan made by the Company to Sencera, LLC.

Travel:

Travel and associated expenses were $220,475ddistal year ended September 30, 2008. This reptesin increase of $61,880 as
compared to the same fiscal period in 2007 andermease of $196,010 over fiscal year 2006. Theease between the fiscal year ended 2006
and 2007 and the continued increase of $61,88QMetacorresponding period in 2008 represent thegamyi's efforts beginning in fiscal 2007
to prepare, install, and operate solar module netufing operations.

Other Operating Expenses:

Other operating expenses changes include, adwvertsipenses totaling $ 19,894 for the fiscal yealed September 30, 2008, as
compared to $47,573 for the fiscal year ended Sapte 30, 2007, a decrease of $27,679. In the fisgal ended September 30, 2006,
advertising expenditures totaled $9,050 which tesluih a year over year increase of $38,523 betweepame fiscal periods in 2007 and 2
The increased to advertising expenditures in ttg¥ Zidcal period relative to the same period in@60&presented an increased focus on
generating brand awareness, and marketing effotteei development of a sales channel while theedser of $27,679 in the 2008 fiscal period
relative to the same period in 2007 is a resuthefCompany’s continued use of assets developeer e fiscal 2007 advertising efforts, and
an increased focus on the preparation of manufagtdiacilities resulting less advertising by thengmany.

In the year ended September 30, 2008 the Compamptedia policy providing for the payment of a miynstipend fee to its non-
employee members of its board of directors. Ttssilted in director fees totaling $35,000 in thedisperiod 2008. Prior to the fiscal year 2008
the Company did not provide members of its boatti wésh payments. There were no associated costses or decreases attributed to
director fees for fiscal years prior to the fisgahr 2008.

Insurance expenses were $52,651 for the fiscalgmded September 30, 2008 and $66,856 for thd fisea ended September 30, 2007, a
decrease of $14,205. This decrease representsldation of more advantageous coverage packageprihaded the same or enhanced
coverage at a reduced price. The increase of $64rtE 2006 to 2007 represents the addition ofectidrs and officers insurance coverage.

License fees totaled $128,077 in the fiscal yededrSeptember 30, 2008 as compared to $90 and$#tefcorresponding fiscal periods
ended 2007 and 2006 respectively. The increas&2#,987 in the fiscal year 2008 represents cosiscéted with the Company’s efforts to
plan and prepare for manufacturing facilities, #melassociated cost to these efforts for compliavitegovernment regulatory compliance for
building and safety.

Other (Income) and Expense:

Other (Income)/expense decreased by $1,005,04&batthe fiscal periods ended September 30, 2002@0i The decrease was
primarily driven by income of $1,100,000 from adégettlement in 2007 which was a one- time ocauee Other (Income/expense decreased
by 8,126,482 between the fiscal years ended Segte®th 2007 and 2006. This decrease was drivarohycash expenses of $7,001,990
associated with debenture structuring fees, comaritrfees and expenses attributable to beneficralarsion costs for “in the money” stock
and warrant conversions under debentures issutbe ifiscal years ended September 30, 2006 and 2005.

For the fiscal year ended September 30, 2008, tmep@ny’s net loss was $(4,058,952) as compare(Lt9&8,846) for the same year
ended September 30, 2007 and $(9,112,988) forattne year ended September 30, 2006. The increast koss of $2,090,106 between the
fiscal year 2008 and 2007 was primarily driven Iy €xpenses associated with the Company’s on gdiogs to establish solar module
manufacturing infrastructure.
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Our net loss per share was $(0.02) for the yede@iSeptember 30, 2008, net loss per share ofi§(faOthe year ended September 30,
2007, and a net loss per share of $(0.07) for #ze gnded September 30, 2006.

Due to the Company’s change in primary businesssat October 2003 and the developing nature dfitness opportunities these
historical results may not necessarily be indieatif results to be expected for any future perissuch, future results of the Company may
differ significantly from previous periods. Sinaeeption in 1997 the Company had an accumulatadidftaling ($21,075,069) at September
30, 2008.

Liquidity and Capital Resources

Working capital at September 30, 2008 was $3,32llg&9compared to $1,495,331 as of September 30, &tidas compared to working
capital of $4,065,653 at September 30, 2006. Tivere no revenue producing activities in fiscal yeadled September 30, 2008. There
were immaterial revenues totaling $6,880 and $8i0@0e fiscal years ended September 30, 2007 806 &spectively.

Cash and cash equivalents at September 30, 20@832¢889,218 as compared to $1,68,616 for the g@med in 2007 and as compared
to $4,305,105 at September 30, 2006.

During the year ended September 30, 2008, the Coyysed $2,695,476 net cash in operating activittesompared to $979,218 net cash
in operating activities for the year ended Septar30e 2007 and compared to using $1,966,403 néticasperating activities for the year
ended September 30, 2006.

The increase of $1,716,258 in the use of cashgeraiing activities between the 2008 and 2007 Ifigears resulted from increased
operating expenses such as an increase of $43@34Bisulting service fees, $139,943 to rent, atid7$304 to public relations efforts
associated with the Company's efforts to prepastall, and operate solar module manufacturingatfmrs. There was a decrease of
$987,185 in the use of cash for operating actiwitietween the 2007 and 2006.

For the twelve months ended, September 30, 2088Ctmpany’s capital needs have primarily been noet the proceeds of the sale of
common stock. Net cash provided by financing atiéisifor the period ended September 30, 2008 isekto $7,544,700. For the year ended
September 30, 2007 total cash provided by finanattyity was $135,000 as compared to $5,000,00€h# same period ended September 30,
2006.

Contractual Obligations are shown in the followtable:

Contractual Obligations Payments Due by Perioc
More
Less than 1-3 3-5 than
Total 1 Year Years Years 5 Years

Long Term Obligation: — — — — —
Capital Least — — — — —
Operating Leas#’ $ 1,86500 $ 662,71 $ 1,202,29. = =
Purchase Obligatiortd 32,814,58 32,814,58 — — —

Other Long Term Liabilities Reflected on the
Registrant’'sBalance Sheet Under GAAP —
$ 34,679,59 $ 33,477,300 $ 1,202,294 — —
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(1) Operating lease obligations consist of the leastherCompany’s Manufacturing facility in Wood Vifla, OR and an Administrative
facility in Golden, CO

(2) Represents the total contractual purchase obligaitiepresented by purchase orders for manufactagogpment. The total obligatio
under these agreements is $38,264,635 of which5$948 has been paid on the obligations. Futuredsded payments are tied to
progress made on the delivery of the associateippegunt. The timing of these payments may vary dube progress actually made by
the vendors

The estimated contract cost in item (2) above neliigher or lower based on final costs. The Compeasynot booked any contingency
for cost overruns.

During the fiscal year ended September 30, 2008)sed $4,228,623 for investing activities as corapdo $1,692,271 for the fiscal year
ended September 30, 2007 and $2,095,611 for the panod ended September 30, 2006. During thesmded September 30, 2008 the
Company’s cash used in research and developmeigreent including the marketable prototype currefitlysale was $5,617,410. The
majority of the decrease between the fiscal ye@@62and 2007 was related to the investment in démosechnologies licensed in conjunction
with the issuance of a $1.5MM note to Sencera, LLC.

We had, at September 30, 2008, working capitaBo3&1,294. The Company is currently engaged irrisfto establish solar module
manufacturing facilities. However the cash flowuiggments associated with the completion of theaaufacturing facilities, and the transiti
to revenue recognition may exceed cash generaiaddperations in the current and future periods.nfdg seek to obtain additional financing
from equity and/or debt placements. We have be&ntalyaise capital in a series of equity and adfarings in the past. While there can be no
assurances that we will be able to obtain suchtiaddi financing, on terms acceptable to us artti@times required, or at all, we believe that
sufficient capital can be raised in the foreseefltlere as necessary.

Net Operating Loss

For federal income tax purposes, we have net dpgrhtss carry forwards of approximately $20,000,@68 of September 30, 2008. These
carry forwards will begin to expire in 2010. Theeus such net operating loss carry forwards toffsebagainst future taxable income, if
achieved, may be subject to specified annual ltioita. The ability to use these carry forwards deiseon future profitability which is
uncertain at this time.

Item 7A. Quantitative and Qualitative Disclosures Aout Market Risk

The Company maintains interest bearing depositisarform of U.S. Treasury Notes in various amoamid maturity periods that allow us
to maintain access to necessary capital to fundatipes. These investments in Treasury Notes eanied interest rates and upon maturity are
subject to market risks associated with the ine@eaglecrease for the then available rates conipatatthe expiring rates. These investments
in U.S Treasury Notes are underwritten by the Wh#ates Government and are brokered through socidion with a U.S. based and
federally insured bank. We do not believe thatéhagestments are subject to foreign currency risks

Our products are quoted for sale and licensurenited States dollars and as our business develdpeffents progress we anticipate the
sale and/or licensure of our products to foreigtities. To the extent that we may be exposed teifior currency risks related to the rise and/or
fall of foreign currencies against the U.S. doWar will report in United States dollars.
Item 8. Financial Statements and Supplementary Data

Please refer to pages F- 1 through F- 22 .
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Item 9. Changes in and Disagreements on Accountiramd Financial Disclosure

The PCAOB revoked the registration of our formetependent registered public accounting firm, Jaspetiall, PC on or about October
21, 2008. After receiving notice of such revocatithe Company’s Board of Directors dismissed Jaspeall, PC effective October 31, 2008
and engaged Stark Winter Schenkein & Co., LLP (“SW) to serve as the Company’s new independent regidtpublic accounting firm
effective as of November 3, 2008 as set forth e@m@ompany’s Current Report on Form 8-K as filechwiite SEC on November 6, 2008. On
December 23, 2008, the Company received a Commedtdrlfrom the SEC stating that the Company maynutide the reports of Jaspers +
Hall, PC in its filings and that the Company sholiée a firm that is registered with the PCAOB wehiithat year. In addition to auditing the
Company'’s financial statements for the fiscal yeaded September 30, 2008 which are attached tétmsal Report, SWSC is also auditing
the Company’s financial statements for the fisedryended September 30, 2007. All audit work peréal on the September 30, 2008
financial statements by SWSC was performed by SW3adl' time employees.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

Our Chief Executive Officer and Chief Financial o, have evaluated the effectiveness of our d&sek controls and procedures (as
term is defined in Rules 13a-15(e) and 15d-15(eleuthe Exchange Act) as of the end of the pertetied by this report. The evaluation
included certain control areas in which we have enathd are continuing to make, changes to impradesahance controls. A material
weakness is a condition in which the design or ajg@m of one or more of the internal control comg@ats does not reduce to a relatively low
level the risk that misstatements caused by emrfraad in amounts that would be material in relatio the financial statements being audited
may occur and not be detected within a timely melip employees in the normal course of performhairtassigned functions. Based on such
evaluation, our Chief Executive Officer and Chié@fdncial Officer have concluded that, as of the ehsuch period, our disclosure controls
and procedures were effective, and we have disedves material weakness.

Internal Control over Financial Reporting

Management is responsible for establishing and tai@img adequate internal control structure anad@dores over financial reporting (as
defined in Rules 13a-15(f) and 15d-15(f)) underBExehange Act. The SEC rule making for the Sarb&ndsy Act of 2002 Section 404
requires that a company's internal controls overfcial reporting be based upon a recognized iateontrol framework. Our management
conducted an assessment of the effectiveness afiteunal control over financial reporting as ofp&amber 30, 2008 based on the framework
set forth in Internal Control — Integrated Framekimsued by the Committee of Sponsoring Organinatiof the Treadway Commission (“
COS0O") that has been modified to more appropriatelyefthe current limited operational scope of tlerpany as a Development Stage
company. The Company used the COSO guide - Thenkdt€ontrol over Financial Reporting - Guidance$maller Public Companies to
implement the Company’s internal control framewdkkditionally, the limited scope of operations bétCompany means that traditional
separation of duties controls are not used by tragany as a result of the limited staffing withie tCompany. The Company relies on
alternative procedures to overcome this non-mateoiatrol weakness.

During the Company's fiscal year ended Septembe2@IB, management continued revising the Compamgmal and controls
procedure document basing this revision upon amtditiguidance for implementing the model framewodated by COSO as is appropriate to
our operations and operations of smaller publidieat This framework is entitled Internal Conttategrated Framework. The COSO
Framework, which is the common shortened title, piaislished in 1992 and has been updated, and wevbelill satisfy the SEC requireme
of Section 404 of the Sarbanes-Oxley Act of 2002 tie Company expands operations, additional siifbe added to implement separation
of duties controls as well.

Based on that evaluation, our Chief Executive @ffiand our Chief Financial Officer concluded that internal control over financial
reporting as of September 30, 2008 was effectivaternal control over financial reporting canipobvide absolute assurance of achieving
financial reporting objectives because of its irmedimitations. Internal control over financiapating is a process that involves human
diligence and compliance and is subject to laps@sdgment and breakdowns resulting from humanmifed. Because of such limitations, there
is a risk that material misstatements may not lkegnrted or detected on a timely basis by interoafrol over financial reporting. Also,
projections of any evaluation of effectivenessuufe periods are subject to the risk that contmdy become inadequate because of chanc
conditions, or that the degree of compliance whth policies or procedures may deteriorate.
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Changes in Internal Control over Financial Reportirg

Except as noted above, there have not been angesam our internal control over financial repogti@@s such term is defined in Rules
13a-15(f) and 15d-15(f) under the Exchange Actjrdpiour fourth fiscal quarter that have materiaffected, or are reasonably likely to
materially affect, our internal control over fingalcreporting.

Report of Independent Registered Public Accountindgrirm
Based on this assessment, management determinedgtud September 30, 2008, the Company maintaffedtive internal control over

financial reporting. Stark Winter Schenkein & Co_P, an independent registered public accounting,faudited and reported on the
consolidated financial statements of the Companluded in the report on the financial statementpage F-1.

STARK « WINTER « SCHENKEIN
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINFERM
To the Board of Directors and Stockholders of XsuimX,

We have audited XsunX, Ins.internal control over financial reporting as e@p8&mber 30, 2008, 2007 and 2006, based on créstéblishe
in Internal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatafitbe Treadway Commission (COSO).
Companys management is responsible for maintaining effecinternal control over financial reporting andr fils assessment of |
effectiveness of internal control over financiapoeting included in the accompanying ManagementpdR on Internal Controls. C
responsibility is to express an opinion on the canyis internal control over financial reporting bdson our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighaflo(United States). Those stand.
require that we plan and perform the audit to abtaasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our audittdrnal control over financial reporting includebtaining an understanding of internal cor
over financial reporting, assessing the risk thataderial weakness exists, and testing and evalydtie design and operating effectivene:
internal control based on the assessed risk. Oditsaalso included performing such other procedwgsve considered necessary in
circumstances. We believe that our audits providesaaonable basis for our opinion.

A companys internal control over financial reporting is @gpess designed to provide reasonable assurancaeliregthe reliability of financit
reporting and the preparation of financial statetsidor external purposes in accordance with gelyeeacepted accounting principles
companys internal control over financial reporting inclsdnose policies and procedures that (1) pertathéaonaintenance of records tha
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseotdmpany; (2) provide reasonable assut
that transactions are recorded as necessary toitpgreparation of financial statements in accor@amdth generally accepted accoun
principles, and that receipts and expenditureshef dcompany are being made only in accordance withogéizations of management
directors of the company; and (3) provide reasanalskurance regarding prevention or timely deteaifounauthorized acquisition, use
disposition of the company'’s assets that could lzareaterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @tteisstatements. Also, projections of
evaluation of effectiveness to future periods atgext to the risk that controls may become inadégjbecause of changes in conditions, ol
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, XsunX, Inc. maintained, in all miask respects, effective internal control over fical reporting as of September 30, 2(
2007 and 2006, based on criteria establishddternal Control—Integrated Frameworksued by the Committee of Sponsoring Organiza
of the Treadway Commission (COSO).

We have also audited, in accordance with the stdsdaf the Public Company Accounting Oversight Blo@nited States), the balance sh
and the related statements of income, stockhola&sity and comprehensive income, and cash flowXsoinX, Inc., and our report da
January 30, 2009 expressed an unqualified opinion.

/sl Stark Winter Schenkein & Co., LLP

Denver, Colorado
January 30, 2009
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Item 9B. Other Information
On November 12, 2007, the Company announced thargpgent of Mr. Oz Fundingsland as Director, effeetNovember 12, 2007.

On November 28, 2007, the Company announced thairgpgent of Dr. Michael A. Russak as a Directofeefive November 26, 2007.
Dr. Russak is also a member of the Company’s StiAdvisory Board. Dr

On August 1, 2008, Mr. Joseph Grimes was appoiasea Director of the Company.

In November 2008, the Company issued 50,000 slwdiiescommon in connection with a services agregre provide marketing and
financing service to the Company. These sharesraegistered and restricted.

Employee Incentive Option Grants. In the fiscali@g#beginning October 1, 2008, and in connectiothwie Company’s policy to
incentivized employees whose contribution is deetogdfluence the Company'’s efforts to preparetathsand operate solar module
manufacturing capabilities, the Company authorizegbloyment incentive option grants to the followargployees at an exercise price per
share of $0.36. The options have a 5 year exeteiges and vest in the amount of 1/3 of the totahgon an annual basis from the date of hire
and subject to continued employment with the Comipan

Name Date of Grant Amount Type of Grant Exercise Price Term
Vanessa Watkin October 10, 200 115,00( Incentive $ 0.3€ 5yr.
Tyler Andersor October 10, 200 100,00( Incentive $ 0.3€ 5yr.
Yang Zhuanc October 29, 200 20,00C Incentive $ 0.3€ 5yr.

In November 2008 XsunX received a notice from MM8yss, Inc. asserting that XsunX was in materiahdifof the terms of a
Separation Agreement between the parties dated3@a008. XsunX disputes the assertion and aseofi#ite of this report no related litigat
is pending, and MVSystems has not asserted andetaonetary damages. The claim relates to a ptiothugrototype machine built under the
terms of an Expanded Use License Agreement dateahb@cl2, 2005 between XsunX and MVSystems, Indddhe terms of the Expanded
Use License Agreement the parties had agreed ko thé machine to prove technology for intendedleand split any associated profits from
the sale of the machine 50/50. This production rimectvas never brought operational due to the faitarmeet contractual requirements of the
machine by MVSystems, and XsunX has never takesgss#on of the machine. Under the terms of the R88 Separations Agreement
MVSystems continues to have possession of the ma@rd subject to the Separations Agreement hastaken efforts to sell the machine
the parties benefit. Under the notice of materedhdlt provided to XsunX MVSystems has claimed thatle of the machine has occurred to
XsunX and that state sales tax in the amount ofcapately $60,000 is due. XsunX disputes thisroland the parties have each petitionec
State of Colorado for a final determination on thiatter .

PART Il
Item 10. Directors, Executive Officers, and Corporée Governance
The following table lists the executive offices afitectors of the Company as of September 30, 2008:

Name Age Position Held Tenure

Tom Djokovich 51

President, CEO, Directt

Since October 200

Joseph Grime 51 COO, Director COO since April 2006 and as a direc
Since August 200

Jeff Huitt a7 CFO Since January 20(C

Thomas Anderso 43 Director Since August 200

Oz Fundingslani 65 Director Since November 20C

Michael Russal 61 Director Since November 20C
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The above listed directors will serve until the n@xnual meeting of the stockholders or until thieiath, resignation, retirement, removal,
or disqualification, and until their successorsénbeen duly elected and qualified. Vacancies irettigting Board of Directors are filled by
majority vote of the remaining Directors. There aoeagreements or understandings for any officelirector to resign at the request of ano
person and no officer or director is acting on liebizor will act at the direction of any other gen. There is no family relationship between
any of our directors.

The directors of the Company will devote such timéhe Company’s affairs on an “as needed” basistypically less than 20 hours per
month. As a result, the actual amount of time whiay will devote to the Compargyaffairs is unknown and is likely to vary subsialht from
month to month.

Biographical Information
Mr. Tom Djokovich, age 51, President and Chief Exgiwe Officer as of October 2003, and Directc

Mr. Djokovich was the founder and served from 1892002 as the Chief Executive Officer of Accesap@orporation, a vertically
integrated provider of electronic transaction pesteg and e-business solutions for merchants. UMdebjokovich’s guidance, Accesspoint
became a member of the Visa/MasterCard associdgtiemational check processing association NACHW, developed one of the payment
industry’s most diverse set of network based tretisa processing, business management and CRMnsys$ter both Internet and conventional
points of sale. Prior to Accesspoint, Mr. Djokovidunded TMD Construction and Development in 191794D provided management for
multimillion-dollar projects incorporating at times hundredsmployees, subcontractors and international mgeguisitions for commercit
industrial and custom residential construction mewas a licensed building firm in California.1995 Mr. Djokovich developed an early
Internet based business-to-business ordering syfstetine construction industry.

Mr. Joseph Grimes, age 51, Chief Operating Officas of April 2006 and as a Director as of August B!

Mr. Grimes brings to XsunX more than eight yearediexperience in thin-film technology and mantdéiog. He was most recently Vice
President, Defense Solutions, for Envisage Teclgyolbompany, where he directed and managed the skefgoup business development
process, acquisition strategies and vision for gexieration applications from October 2005 to M&006. Previously he was Co-Founder,
President and CEO of ISERA Group, where he estaddishe company infrastructure and guided five igraent teams, finally selling the
company to Envisage from 1993 to 2005. His dirgpiegience in thin-film technology came with Applibthgnetics Corporation from 1985 to
1993 as manager for thin-film prototype assembly. Gimes holds a Bachelor’s degree in businese@uics and environmental studies, and
a Master’s in computer modeling and operation meseapplications, both from the University of Califia at Santa Barbara.

Mr. Jeff Huitt, age 47, became Chief Financial Offer in January 2007

Jeff Huitt serves as Chief Financial Officer at KXuLocated in the Golden, Colorado research fgciliis responsibilities include
operations management and coordination of resourzebkas over 20 years experience in leadershigigqus of both larger organizations and
start ups, most recently as President of Parkirige3t Advertising, a private start-up media compfragn October 2006 to August 2007. Prior
to that, he was COO/CFO of a startup defense odotrguiding the company through high growth andaapitalization from January 2004 to
October 2006. His additional experience include®@FiSherpa Capital, from October 2001 to Jan2&@4 and Controller of Qwest Wirele
from 1996 to 2000.

Mr. Huitt is a CPA, currently on inactive statusiéholds two degrees from the University of DeneeBachelor of Science in Accounting
and a Master’s in Business Administration.
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Mr. Thomas Anderson, age 43, became a directorhaf Company in August 200!

Mr.Anderson presently works as the Director of Bwugst Business Operations forAmerican Capital Bheagommercial and utility sca
solar integrator. Hehas been with American Cajiitergy since October, 2008. He recently servedasaging Directorof the Environmental
Science and Engineering Directorate of Qinetiq Namberica in Los Alamos, New Mexico. He was with &tig North America,
formerlyApogen Technologies, from January, 200Eulgh September, 2008. Mr. Andersonworked for 1&y@ the environmental
consulting field, providing consultingservices Iretareas of environmental compliance, charactéaizandremediation services to Department
of Energy, Department of Defense, andindustrignts. He formerly worked as a Senior Environme&tintist atConcurrent Technologies
Corp. from November 2000 to December 2004. He elniseB.S. in Geology from Denison University and N.S. in EnvironmentalScience
and Engineering from Colorado School of Mines.

Mr. Oz Fundingsland as Director, age 65, becameigedtor of the Company in November 200

On November 12, 2007, the Company announced tha&irtpgent of Mr. Oz Fundingsland as Director, effeztNovember 12, 2007. Mr.
Fundingsland brings over forty years of sales, mtimg, executive business management, financecamubrate governance experience to
XsunX. His professional and business experiencecipally originated with his tenure, commencindlB64, at Applied Magnetics Corp., a
disk drive and data storage company. Prior todtissment from Applied Magnetics in 1994, Mr. Fumgiland served as an Executive Officer
and Vice President of Sales and Marketing for ldryelirecting sales growth from $50 million to o$&50 million. Commencing in 1993
through 2003 Mr. Fundingsland served as a membtreodhoard of directors for the International Dtve Equipment Manufacturers
Association “IDEMA” where he retired emeritus, atmhtinues to serve as an advisor to the boardthediast 13 years, Mr. Fundingsland has
provided consulting services assisting with satesrketing, and management to a host of companitgbévthe disk drive, optical, software, &
LED industries.

Dr. Michael A. Russak as Director, age 61, becamdirector of the Company in November 20C

On November 28, 2007, the Company announced thargppent of Dr. Michael A. Russak as a Directofeefive November 26, 2007.
Dr. Russak is also a member of the Compsu8cientific Advisory Board. Dr. Michael A. Russalkrrently holds the position of Executive Vi
President of Business Development with Intervac, im Santa Clara, CA. He has been working asaudtant in the hard disk drive and
photovoltaic industries since Jan 2007. He is aelsoently the Executive Director of IDEMA-U.S. (therd disk drive industry trade
association) and a member of the Board of Direaars Scientific Advisory Board of XsunX, Inc. Fr&t801 to 2006 he was President and
Chief Technical Officer of Komag, Inc., a manufaetuof hard magnetic recording disks for hard digke applications. From 1993 to 2001 he
was Chief Technical Officer of HMT Technology, Iratso a manufacturer of magnetic recording disksmF1985 to 1993 he was a research
staff member and program manager in the Researdbi@i of the IBM Corporation. Dr. Russak has ofrerty five years of industrial
experience progressing from a research scientsgn@r executive officer of two public companide. has expertise in thin film materials and
devices for magnetic recording, photovoltaic, stii@rmal applications, semiconductor devices asagefjlass, glass-ceramic and ceramic
materials. He also has over twelve years experiahtige executive management level of public corigsawith significant off shore
development and manufacturing functions. He reckhis B.S. in Ceramic Engineering in 1968 and PinDMaterials Science in 1971, both
from Rutgers University in New Brunswick, NJ. Dugihis career, he has been a contributing sciearigtprogram manager at the Grumman
Aerospace Corporation, a Research Staff Membeteithical manager in the areas of thin film matet@ad processes at the Research
Division of the IBM Corporation at the T.J. WatsBesearch Laboratories. In 1993, he joined HMT Teldgy, a manufacturer of thin film
disks for magnetic storage, as Vice President agEBech and Development. His responsibilities inetudew product design and introduction.
Dr. Russak became Chief Technical Officer of HMT &eld that position until 2000 when HMT mergedhaftomag Inc. Dr. Russak was
appointed President and Chief Technical Officethefcombined company. He continued to set techroparational and business direction for
Komag until his retirement at the end of 2006. lde published over 90 technical papers, and holds$.83patents.

Scientific Advisory Board
In September 2004 the Company established the X8ahtific Advisory Board to attract qualified sjedists from the fields of mater

and device engineering. During the fiscal year 2068 membership of the advisory board was unclihnBanel members are typic:
engaged for a period of two years. The qualificetiand biographical information for the memberthefpanel are as follows:
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Dr. John J. Moore— Chairman Scientific Advisory Board

Dr. John J. Moore is a Materials Scientist who ently holds the position of TrusteeRfofessor and Head of Department of Metallury
and Materials Engineering at the Colorado SchodViofes. Dr. Moore is also Director of the interdimary graduate program in Materi
Science and Director of the Advanced Coatings amfa€e Engineering Laboratory, ACSEL, at the Cdaor&chool of Mines in Golden. |
has been at the Colorado School of Mines since.1989

Dr. Moore was awarded a B.Sc. in Materials Sciesm@ Engineering from the University of Surrey, UK,1966, a Ph.D. in Industr
Metallurgy from the University of Birmingham, UKn i1969, and a D.Eng. from the School of Materidlthe University of Birmingham, Ul
in 1996. Dr. Moore worked as a Student ApprentiteStewarts and Lloyds Ltd., UK, from 1962 to 19@8d as Manager of Indust
Engineering and Production Control at Birmid-Quatdadustries Ltd., UK, the largest die casterEimope at the time, from 1969 to 1974.

Prior to his appointment at the Colorado SchodWofes, Dr. Moore served as Professor & Head, Dtepamt of Chemical and Materials
Engineering, University of Auckland, New Zealanaymh 1986 to 1989; Professor of Metallurgical Engiriieg at the University of Minnesota,
USA, from 1979 to 1986, and Senior Lecturer of CleatrMetallurgy at Sandwell College, England, fra8v4 to 1979.

Dr. Moore has published more than 500 papers irenads science and engineering journals, holdsat8rts, and has been the autht
co-auth or editor of 9 books. Dr. Moore is a Fellowtloé Institute of Materials (UK), a Fellow ASM Imtetional, a Fellow of the Americ
Ceramic Society, and a Chartered Engineer, (C.Emgthe UK. Dr. Moore is also an Honorary Profesaond has been awarded an Honc
Doctorate from the Moscow State Institute of Stegld Alloys, Russia.

Dr. Richard K. Ahrenkiel, Member Scientific AdvisgrBoard

Richard K. Ahrenkiel is currently a Research Prefesof Metallurgical and Materials Engineering la¢ tColorado School of Mines
Golden, Colorado. He is also a Consultant and Reksdzellow Emeritus at the National Renewable Enédrgpboratory (NREL), (formerly tt
Solar Energy Research Institute) Golden, Coloradwre he worked from 1981 to 2005. He became adRelsé-ellow at NREL in 2000. +
area of specialization is the measurement and cteization of photovoltaic cells and materials. &lgo works in photovoltaic device des
and modeling. He received a B.S. degree in Engimgéthysics and the M.S. and Ph.D degrees in Phgsithe University of lllinois, Urbar
He joined the staff of the Research LaboratoriethefEastman Kodak Company. From 198-he worked on the newly founded electr
photography project using silicon charge coupledas as sensing elements. He joined Laser Divisfdhe Los Alamos National Laborat:
in 1976 (then LASL), and in 1978, he became a Gioegder in the Electronics Division of LANL. He @sFellow of the American Physi
Society, the Institute of Electrical and ElectroBicgineers (IEEE), the American Vacuum Society, tiedOptical Society of America.

Edward T. Yu, Member Scientific Advisory Boa

Edward T. Yu is currently Professor of ElectricaldaComputer Engineering at the University of Califa, San Diego (UCSD). t
received his A.B. (summa cum laude) and A.M. degieePhysics from Harvard University in 1986, ansl IRh.D. degree in Applied Phys
from the California Institute of Technology in 19%rom 1986 to 1989 he was a National Science Fatiord Doctoral Fellow, and from 19
to 1991 he was an AT&T Bell Laboratories Ph.D. Sahoholding both appointments at Caltech. From1189 1992 he was a Postdoct
Fellow at the IBM Thomas J. Watson Research Cent¥orktown Heights, NY. From 1992 to 1996 he wassistant Professor of Electri
and Computer Engineering at UCSD, and from 199888 he was Associate Professor. He has held hisrtwappointment as Professor s
1998. Dr. Yu also serves currently as a memben@XARPA Defense Sciences Research Council.
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At UCSD Professor Yu directs a research laborattmycerned generally with the characterization, wstdaeding, and application
physical phenomena and of solithte material and device properties at nanometatdamic length scales. Current research inteiiastss
group include IV nitride heterostructure materials and device p®ysscanning probe characterization of advancedtrenic materials al
devices; solidstate nanoscience and nanotechnology; and phoéic®ind other technologies for energy generaliba.results of his resea
have been reported in over 120 reference journaigations and over 175 conference and seminaeptasons.

Dr. Michael A. Russak, Member Scientific AdvisoryoBrd and a Directol

Dr. Michael A. Russak currently holds the positadrExecutive Vice President of Business Developnétit Intervac, Inc. in Santa Clara,
CA. He has been working as a consultant in thd Hesk drive and photovoltaic industries since 2807. He is also currently the Executive
Director of IDEMA-U.S. (the hard disk drive indugtirade association) and a member of the Boardirgfcibrs and Scientific Advisory Board
of XsunX, Inc. From 2001 to 2006 he was Presidadt@hief Technical Officer of Komag, Inc., a maraitaer of hard magnetic recording
disks for hard disk drive applications. From 1982001 he was Chief Technical Officer of HMT Teclugy, Inc. also a manufacturer of
magnetic recording disks. From 1985 to 1993 heavasearch staff member and program manager iReébearch Division of the IBM
Corporation. Dr. Russak has over thirty five yezfrgndustrial experience progressing from a redeanientist to senior executive officer of t
public companies. He has expertise in thin filmenials and devices for magnetic recording, photai| solar thermal applications,
semiconductor devices as well as glass, glass-éesmd ceramic materials. He also has over twebsry experience at the executive
management level of public companies with signiftaaff shore development and manufacturing fun&idte received his B.S. in Ceramic
Engineering in 1968 and Ph.D. in Materials SciancE71, both from Rutgers University in New Brutisky NJ. During his career, he has
been a contributing scientist and program managieaGrumman Aerospace Corporation, a ResearéhMiaber and technical manager in
the areas of thin film materials and processeseaResearch Division of the IBM Corporation at Thé Watson Research Laboratories. In
1993, he joined HMT Technology, a manufacturehdd film disks for magnetic storage, as Vice Presidof Research and Development. His
responsibilities included new product design aricbfuction. Dr. Russak became Chief Technical @ffiof HMT and held that position until
2000 when HMT merged with Komag Inc. Dr. Russak egointed President and Chief Technical Officethefcombined company. He
continued to set technical, operational and busidé@gction for Komag until his retirement at thmeleof 2006. He has published over 90
technical papers, and holds 23 U.S. patents.

Involvement in Certain Legal Proceedings

None of the members of the Board of Directors beoexecutives has been involved in any bankruptogeedings, criminal proceedings,
any proceeding involving any possibility of enjaigior suspending members of our Board of Direatoisther executives from engaging in
any business, securities or banking activities, lzange not been found to have violated, nor beenssttof having violated, any federal or state
securities or commodities laws.

Board Committees; Audit Committee

As of September 30, 2008, the Company’s board wagpdsed of five directors, three of which are ddaesed independent directors and
the Company did not have an audit committee. Furtiene of the members of the board of directorpiaified as a financial expert. We are a
development stage company with limited resourcesvemare actively seeking a qualified financial exgor addition to the board. The board
of directors will appoint committees as necessaciuding an audit committee as resources perinithe meantime, the Board serves as the
Company’s audit committee utilizing business judgtrrelles and good faith efforts.

Section 16(A) Beneficial Ownership Reporting Compéince

Section 16(a) of the Exchange Act requires the Gomis officers and directors, and certain persohe ewn more than 10% of a
registered class of the Company’s equity securftieBectively, “Reporting Persons”), to file repeiof ownership and changes in ownership
(“Section 16 Reports”) with the SEC. Reporting Pessare required by the SEC to furnish the Compdtty copies of all Section 16 Reports
they file. Based solely on its review of the capdd such Section 16 Reports and any amendmentteheceived by it, or written
representations received from certain Reportingdtes, the Company has no knowledge that any Ragdpirson failed to file any Section 16
Report on a timely basis.
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Code of Ethics

The Company’s board of directors adopted a Codgtluts policy on January 7, 2008.
Item 11. Executive Compensation
Compensation Discussion and Analysis
Overview

We are a development stage Company and we relyiobaard of directors to evaluate compensationiacehtive offerings made by the
Company as it applies to our executive officersl efforts to attract and maintain qualified stdi. date, our compensation policy has been
conducted on a case by case basis with input francltef executive officer, and focused on thedaiihg three primary areas; (a) salary
compensatory with peer group companies and ped@iqogb) cash bonuses tied to sales and revettamment, and (c) long term equity
compensation tied to strategic objectives of eihinlg solar module manufacturing infrastructure.

In this Compensation Discussion and Analysis, titkviduals in the Summary Compensation Table s#h foelow are referred to as the
“named executive officers”. Generally, the typesompensation and benefits provided to the namedutive officers may be similar to what
we intend to provided to future executive officefrbe named executive officers for fiscal 2008 anenT. Djokovich, our chief executive
officer, Joseph Grimes, our chief operating offj@erd Jeff Huitt, our chief financial officer.

Executive Compensation Policies

Our long-term success depends on our ability toraensialize our solar product designs through thetegic goal of establishing
manufacturing infrastructure. To execute theseativjes rapidly and efficiently, it is critical thate attract, motivate and retain highly talented
individuals at all levels of the organization taa¢ committed to the Company’s mission and coreesl

The board of directors deems the following poli@sselevant in determining compensation standards:

. Compensation objectives are based on the levelofgsponsibility, individual performance and Compaerformance or stratec
objective progress goal
. Compensation within the Compé's efforts to attract qualified personnel shouldeetfthe value of similar jobs within the marketde

To attract and retain a highly skilled work forees must first provide pay that is competitive witie pay offered by other employers
who compete with us for talent. Compensation nexkeisigned to provide incentive based compensttiongh the grant of cash bonus
or equity incentive grants tied to Company stratedijectives within the scope of influence of tinepdoyee or management grot

. We have and plan to continue to provide employem#xaf both annual and longer-term incentives tizahetrics including
sales/revenue attainment minimums, strategic dgettainment including manufacturing facilitie®paration, production of
marketable solar modules, and continued commitritetite Company. Employees at higher levels may haviecreasing proportion of
their compensation tied to lon¢-term performance because they are in a positibiate greater influence on lon-term results

. Attainment of strategic objectives is the corehe success of our business plan. We believe thaidb of performan-basec
compensation should foster a long-term focus reguior our success within the solar industry. Weehglected to structure our
programs to deliver compensation for individualteitrution and group performance necessary in adtjeour goals. We believe
success can best be measured by our ability tecfiraplete our strategic goal for the assemblywfroanufacturing infrastructure and
then work to leverage invested capital (or netta$se produce commercially marketable solar mosluded finally by focusing on
reducing our production costs, thereby enablintbusduce the price that we can charge for ouryetd
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. To be effective, performance-based compensatiogranas should enable associates to easily understamdheir efforts can affect
their pay, both directly through individual perfaarce accomplishments and indirectly through coutirilg to the Company’s
achievement of its strategic and operational gt

As a small developing stage Company we have nagedyin a policy of adhering to rigid compensafaimulas and we may reacted to
short-term changes in business performance or tgsdn determining the amount and mix of compé&onsaelements for our named
executives. We consider competitive compensatiath [paother companies comparable in size and sthdevelopment, but do not attempt to
maintain a certain target percentile within a pgreup or otherwise exclusively rely on market datdetermine executive compensation. We
incorporate flexibility into our compensation deciss and in our assessment process to respondltadust for the evolving business
environment in which we operate.

Components of Executive Compensation

The certain primary elements of our executive camspéion for the period ended September 30, 2008 developed fiscal year 2007 and
are discussed below, including a description ohgaarticular element and how such element fits utoboverall executive compensation
package. In the descriptions below, we highlightipalar objectives that specific elements of oxe@utive compensation program are desi
to address. However, it should be noted that we ll@signed our compensation program so that eaoteat complements the other and
collectively serve all of our executive compensatidjectives described above and below.

Due to our evolving nature as a development staggany we have also exercised discretion towaradjustment or addition of
compensation components during interim periodséeige for relevant new goals and objectives ag thelve. Whether or not specifically
mentioned, we believe that each element of ourw@kercompensation program, to a greater or lessgent, serves each of our objectives.

During the fiscal year ended September 30, 20@B¢ctimpensation of named executive officers corsistédase salary, a cash bonus
award opportunity, as well as stock option granis eontinued option vesting opportunities for thnaened executive officers. The following
a summary of the components of our compensation:

Component Objective Focus

Base Salary Compensation To provide fair market fixed compensation To reward individual performance,
paid in cash and commensurate with peer ancontribution, level of experience, and critical
industry groups. nature of position. Increase in base salaries

tied to revenue attainment minimun

Cash Bonus and Incentive Compensa To provide e-risk incentive pay linked t To reward specific achievement
short and midterm Company goals paid in  operational goals which allow the Company
cash. to achieve strategic objective

Lone-Term Equity Based Compensati To provide e-risk incentive pay linked t To reward overall Company performan

longer term Company goals or performance
paid in stock options that vest over time or
attainment of strategic goa
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The following is a discussion of the board consitiens in establishing each of the componentshfereixecutive officer compensation for
fiscal 2008 (we do not have a compensation comendtel our board currently serves such functions).

Base Salary Compensation

Base salary is the guaranteed element of annulalotaspensation. The value of base salary for eaoied executive officer reflects the
requirements of such executive’s employment agregreng-term performance and skill set, includihg market value of that skill set at the
time of hire or subject to current market condiidhat may prevail. Base salary adjustment reviesubject to the Company first achieving
revenue attainment goals of $5,000,000. Any resyiltiase salary increases are subject to the dmtiatthe board of directors. For details
relating to the employment agreements, see “Exez@bmpensation — Employment Agreements and Arnzaiegées”.

Cash Bonuses and Incentive Compensation

The bonus opportunity during the fiscal year en8egtember 30, 2008 to named executive officersappehe Summary Compensal
Table under the “Non-Equity Incentive Plan Compé&nsd column and were determined based on the termseoéitployment agreeme
with our named executive officers as well as a garesssessment of the Compangttainment of certain revenue goals. The boaxirettor:
considered certain revenue minimum attainment gamthe primary driver in the award of primary casmpensation bonus awards.

During fiscal year 2008, the Compasybonus program applicable to management and éxesuincluding certain named execu
officers, focused on encouraging teamwork rewardigxcellent performance with respect to corpoeate organizational objectives under
Company'’s strategic business plan.

Also during fiscal year 2008 certain additionallc@enuses were made available to named execufiversfto provide special
compensation bonus awards for efforts associatddtihve establishment of manufacturing facilitieOregon, USA.

Equity-Based Compensation

To attract and retain qualified and motivated empés, we believe it is important to provide our &ypes with the opportunity to share
the success our Company in a manner commensuridieheir ability to influence our success. Provigdam equity interest in the Company to
employees allows the employee to become a stockhofdthe Company, along with the other sharehsl|dand we believe this will align the
interests of the employee to the success of thepaagy and the interests of our shareholders. Wehkabeve that the level of equity owners
should be commensurate with the employee’s joboresipilities or ability to influence the objectivebthe Company, recognizing that higher
level roles may have a greater influence on thityabif the Company to meet its objectives and sect

For our named executive officers the board of diecdetermined that equity-based compensatioaugir grants of stock options at fair
market value, rather than providing only cash camspéon would provide motivating incentive. Accagliy, if the Company’s performance
improves, the executive will benefit together watlr shareholders. If the Company’s performancerietaes, the executive may not benefit
from improves stock appreciation and may see tt@itpensation opportunity reduced. With respecetw amployees, for certain roles,
particularly as the role has more influence onsthecess of our business, we may provide optiomggm cash incentives, as necessary to
attract the candidate to the Company. Any equitsedecompensation granted to employees is granteccmrdance with our 2007 Stock
Option Plan and any options are issued at or afmvenarket value as of the date of grant.
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The board of directors determined and establishektprimary objectives in the consideration obption based compensation grant for
the named executive officers. Any one or all thokthe following may be used in the determinatidmuo option grant by the board. (i) the
provision of an initial vesting allowance of a port of the executive total award as an incentivaeenghip stake, (ii) under limited vesting of
portions of the executive total award through tbetimued employment by the executive under quargantl annual periods and (iii) through
attainment of the strategic business objectivdhhef@ompany to establish solar module manufactunfngstructure and successfully produce
commercial quality solar modules. Subject to theedition by the board of directors these objectivag change and are subject to influence
from market and industry conditions.

For details relating to equity based compensaten,“Grants of Plan Based Awards Table” and thestanding Equity Awards at Fiscal
Year-End” table.

Broad-based Benefits Programs and Other Compengatio

Our named executives are entitled to participate fimedical benefit program we offer to all of oor@oyees. Under our 2008 medical
benefit plan, the Company sponsors up to $300 molta non-executive employees and $400 for theathexecutive employees for use by the
employee towards the payment of either privatean@any offered medical benefit insurance prograemegally, our named executive
officers have vacation entitlements of three wesekprovided in their employment agreements.

Other General Compensation Policies

In determining compensation we did not provide ge$ for allocating between long-term and curreptdid out compensation. Efforts we
also made to attempt to structure equity based easgiion programs that could limit or minimize sdstthe Company, the employee, and the
named executive officers. It was determined thatptovisioning of option grants under the Compa2@87 Stock Option Plan provided
sufficient equity compensation opportunity whileximizing benefits and reducing anticipated costhoCompany and the employee.

In the event that an employee or named executiieeotolder of an option grant willingly terminatemployment status, or is terminated
for cause by the Company, other than for deathsahidlity, than the employee shall have the les$&0 days or the remaining term of the
option grant to exercise any remaining vested bekarcised options under a grant.

The Company has not adopted a policy for retirerbengfits. As such we have not developed any gasliclated to accounting for prior
compensation or benefits towards any contemplattctment program.

The financial impact for equity based compensapiavided in the form of stock option grants under Company’s 2007 Stock Option
Plan are accounted for utilizing Black Scholes rodth

We have not adopted nor do we maintain policiestedl to security ownership requirements or guiéslimnd we have not established any
policies related to hedging the economic risk afsawnership.

While we have attempted to keep informed as tatmpensation levels commensurate with similar gosstfor our named executive
officers we have not engaged in any specific beraking of total compensation.

Change of Control

The board of directors generally believes it isthie best interests of the Company to provide asserdo certain executives that
executives will be fairly compensated for any lestployment or lost opportunity to realize the vatdeheir compensation agreement up
change in control of the Company. We recognize, tinabrder to align the interest of the executiveth our shareholders, it is importan
encourage the continued attention and dedicatioth®fexecutives to their assigned duties and tagaté the uncertainty and questior
potential change in control may raise among suckcatives. As a result, we have provided certain ethrexecutive officers a spec
compensation benefit that provide payment in anwarhequal to six (6) months base salary at theohtmse salary then paid to executiv
the time of sale and, any accrued vacation bengfitin sixty (60) days of the consummation of gae of all or substantially all of the st
or assets of the Company which results in the teatign or relocation of the executive within ong year of such sale, or for terminat
without good cause. For a further description ahpensation provided in the event of a change ofrohrsee “Executive Compensatier
Potential Payments upon Termination or Change oiti©b.
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Employment Agreements

We have entered into employment agreements withioesf our executives with the goal of clarifyitigeir terms of employment and
eliminating future disagreement regarding their kEnyiment terms. When we have entered into such gympat agreements with our
executives, it has been the judgment of the bdetiduch agreements were appropriate and nece$sargmployment agreements generally
provide for base salary, bonus, benefits and élityitfor equity-based compensation awards, as agltights to certain payments and benefits
upon certain terminations of employment. For maails on these employment agreements and the cwati@en and benefits payable or ta
provided in the event of a termination of employmeee “Executive Compensation — Employment Agregmand Arrangements” and
“Executive Compensation — Potential Payments upemrinhation or Change of Control”.

Executive Compensation

The following table sets forth information with pext to compensation earned by our chief execufffieer, our chief financial officer an
our chief operating officer (collectively, our “naah executive officers”) for the fiscal years en@sptember 30, 2008, and September 30,
2007, and 2006 respectively.

Summary Compensation Table

Stock Option All Other
Salary Bonus Awards Awards Compensatior Total
Name and Principal Positior  Year (%) (%) ($) ($) $ $
2008 220,00( 0 0 0 4,80( 224,80(
Tom Djokovich, CEG? 2007 150,00( 0 0 0 4,80( 154,80
2006 150,00( 0 0 0 4,80( 154,80(
2008 155,00( 0 0 44,60( 4,80( 204,40(
Jeff Huitt, CFO® 2007 135,00( 0 0 22,30( 4,80( 162,10(
2006 0 0 0 0 0 0
2008 210,00( 30,00( 0 44,60( 4,80( 289,40(
Joe Grimes, CO® 2007 150,00( 0 0 241,93: 4,80( 395,73:
2006 75,00( 0 0 0 2,40( 77,40(

(1) In the fiscal period ended September 30, 2008Ctrapany agreed to pay Mr. Djokovich an annual yad&$220,000 for services
provided as Chief Executive Officer up to and utité Company determines executive compensatioupnt$o an employment
agreement as determined by the Board. In additiavirt Djokovich’s base compensation the Compang plevides Mr. Djokovich with
a $400 monthly health insurance allowar

(2) The Company has agreed to pay Mr. Grimes an arsalealy of $210,000 for services provided as Chigéi@ting Officer under the ten
of an amended and restated employment agreemeutiedf November 6, 2007. In addition to Mr. Grinbese compensation the
Company also provides Mr. Grimes with a $400 mgnkigalth insurance allowance. Mr. Grimes amendegl@yment agreement with
the Company includes a facilities finders and ratimn bonus of $30,000 which was fully paid in ylear ended September 30, 2008 L
completion of the requiremen
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(3) The Company has agreed to pay Mr. Huitt an anralahsof $155,000 for services provided as ChiefRcial Officer under the terms
an employment agreement effective January 1, 200&ddition to Mr. Huitt’s base compensation then@any also provides Mr. Huitt
with a $400 monthly health insurance allowar

No other compensation not described above wasgraiistributed during the listed fiscal years te #xecutive officers of the Company.
Grants of Plan-Based Awards Table

The following table sets forth summary informati@garding all grants of plan-based awards madeitmamed executive officers during
the years ended September 30, 2008, 2007, andr2epéctively.

All Other
Option
Awards:
Number of Exercise or Grant Date
Securities Base Price Fair Value of
Underlying of Option Stock and
Options Awards Option Awards
Grant
Name Date (#) ($/Sh) $)
2008 0 0 0
Tom Djokovich, CEC 2007 0 0 0
2006 0 0 0
2008 0 44.,60(
Jeff Huitt, CFQO 2007 500,00((5) 0.4¢ 22,30(
2006 0 0
2008 500,00((4) 0.3¢€ 44.,60(
Joe Grimes, CO( 2007 500,00((3) 0.4¢ 241,93:
2006 500,00((2) 1.6¢ 0
2006 112,00((2) 0.51 0

(1) Employment Incentive Warran— In connection with the issuance of an employment@gent to Joseph Grimes in April 2006,
Company granted 500,000 warrants at the then mprlag of $1.69. On July 20, 2006 the Company amd@®fimes mutually agreed to
cancellation of the remaining 388,000 unvestedruaaf this warran
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(2) Employment Incentive Warrants — In connection with issuance of an employment agreement to Josepte&in April 2006, the
Company granted 500,000 warrants on July 20, 20@teahen market price of $0.51. The warrant \eatethe rate of 28,000 shares per
month up to and through the first nine months opkyment, 100,000 shares became exercisable upiveyeof a marketing plan by Mr.
Grimes to the Board of Directors, 148,000 shardisb@come exercisable upon the first sale and deldf an XsunX solar modul

(3) Employment Incentive Options — In connection witle fssuance of an employment agreement to Josapte§in January 2007, the
Company granted 500,000 options on January 1, 200 then market price of $0.46. The option begesting at the rate of 50,000
shares per calendar quarter up to a total of 400s8@res. Another 50,000 shall vest and becomeisabte upon each of the first two st
and delivery of an XsunX solar modu

(4) Employment Incentive Options — In connection witle tletermination by the board of directors in Oeta?07 to provide for equity
compensation related to the Company’s efforts tabdish solar module manufacturing infrastructtine, Company granted 500,000
options effective October 23 at the then marketepadf $0.36 to Mr. grimes. The options vest acewydo the following scheduli

(@ 100,000 shares upon the assembly and commissiohnihg base line production syste

(b) 100,000 shares upon the production of a commes@alworking sample of the Compasyilanned tandem junction amorph
silicon solar module

(c) 300,000 shares upon the assembly and commissiohiihg initial 25 mega watt production system astemplated within the
Compan'’s phased build out plan for a solar module manufaxy facility.

(5) Employment Incentive Option — In connection witle fikssuance of an employment agreement to Jeff kultatnuary 2007, the Company
granted 500,000 options effective January 1 atitee market price of $0.46. The option began vgstirthe rate of 50,000 shares per
calendar quarter up to a total of 400,000 sharasther 50,000 shall vest and become exercisable eaoh of the first two sales and
delivery of an XsunX solar modul

Outstanding Equity Awards at Fiscal Year End Table

The following table sets forth information with pest to outstanding option and stock awards heldusynamed executive officers at
September 30, 2008.

OPTION AWARDS

Equity
Incentive Plan
Awards:
Number of Number of Number of
Securities Securities Securities
Underlying Underlying Underlying
Unexercised Unexercised Unexercised Option Option
Options Options Unearned Exercise Expiration
#) #) Options Price Date
Name Exercisable Unexercisable #) (%) 0]
Tom Djokovich, CEC 0 0 0
Jeff Huitt, CFO 200,00( 300,000 $ 0.4¢ 01/26/201
Joe Grimes 500,00( 0.4¢€ 01/26/201
COO 612,00( 500,00 $ $0.3¢ 10/23/201;
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Option Exercises and Stock Vested
None
Pension Benefits
None
Nonqualified Defined Contribution and Other Nonqualified Deferred Compensation Plans
None
Employment Agreements and Arrangements
Tom M. Djokovich

Mr. Djokovich serves as our chief executive offigaresident, and a director. We do not have an eynpént agreement with Mr.
Djokovich. He currently works at the discretiontlé board of directors as he has since October.20i83nnual base salary compensation for
the 2008 period was $220,000, and he was provideiD@ per month allowance for use in the paymemtedical benefits. His total
compensation is based solely on the annual babesedary and we do not have any equity based, lmasins, or special compensation
agreements or understanding in place with Mr. Dyodo.

Joseph Grimes

On November 6, 2007, we entered into an amendedestated employment agreement with Mr. Joseph &;imur chief operating
officer. Under the terms of his employment agreetnién. Grimes is entitled to a minimum annual baakary of $210,000 (subject to annual
review and increase upon the attainment by the @ompf a minimum of $5,000,000 in revenue in arlgrdar year) and is eligible to receive
additional compensation in the form of a cash payrhenus upon business development attainment gsdtdlows; a $5,000 cash bonus uj
the successful identification and lease by the Gomgf a manufacturing facility site, a $25,000rcpayment bonus upon the relocation by
Mr. Grimes to the Company’s selected manufactuf@agities site, a $5,000 cash payment bonus upersticcessful implementation of a pilot
or base production line, a $10,000 cash paymeni$apon the successful completion and start upeoCompany’s 25 megawatt base
production line. Mr. grimes is also eligible forstepayment bonus subject to attainment by the Caynphcertain minimum revenues in the
course of a calendar year as follows; a $5,000 pagment bonus upon the attainment by the Comp&#i$,000,000 in revenue, a $10,000
cash payment bonus upon the attainment by the Qoymde10,000,000 in revenue, a $15,000 cash paybwus upon the attainment by the
Company of $15,000,000 in revenue. We also proMdeGrimes a $400 monthly allowance for use in papirfor health benefits with the
balance of such benefits paid by Mr. Grimes. Miin@s also receives 15 days of paid vacation. @pl@eyment agreement with Mr. Grimes
provides that, in the event that Mr. Grimes emplewiris terminated by us without good cause, Mrm@s will receive a severance payment in
the amount equal to 6 months of his annual baseysalayable within 30 days of such termination.

Pursuant to his amended and restated employmes¢mgnt Mr. Grimes entered into a separate Stoclo®pgreement with the
Company under which Mr. Grimes received optiongurchase 500,000 shares of our common stock, eaiei at $0.36 cents per share.
Under the employment agreement Mr. Grimes is alfest to confidentiality and non-solicitation preiens which provide that Mr. Grimes
will not divulge information or solicit employeesrf24 months after termination of his employment.
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Jeff Huitt

On January 1, 2007, we entered into an employngmeeanent with Mr. Jeff Huitt, our chief financidfioer. Under the terms of his
employment agreement, Mr. Huitt was initially eletit to a minimum annual base salary of $135,00€whias adjusted to $155,000 in
November 2007 after review by the board. Futureciases under the agreement are subject to anmilrand increase upon the attainm
by the Company of a minimum of $5,000,000 in rexemuany calendar year. Mr. Huitt is eligible tee&ve additional compensation in the
form of a cash payment bonus subject to attainiogtihe Company of certain minimum revenues in thase of a calendar year as follows; a
$5,000 cash payment bonus upon the attainmenteb@dimpany of $5,000,000 in revenue, a $10,000 gagment bonus upon the attainment
by the Company of $10,000,000 in revenue, a $15¢886 payment bonus upon the attainment by the @oynpf $15,000,000 in revenue. We
also provide Mr. Huitt a $400 monthly allowance @se in payment for health benefits with the bagdamicsuch benefits paid by Mr. Huitt.

Mr. Huitt also receives 15 days of paid vacati@ur employment agreement with Mr. Huitt providespacial compensation benefit that
provides payment in an amount equal to six (6) m@biase salary at the rate of base salary thertgddd. Huitt at the time of sale and, any
accrued vacation benefits within sixty (60) daysh&f consummation of the sale of all or substdmgtall of the stock or assets of the Company
which results in the termination or relocation lné £xecutive within one (1) year of such sale.

Pursuant to his employment agreement Mr. Huittredténto a separate Stock Option Agreement withtbmpany under which Mr. Huitt
received options to purchase 500,000 shares af@mumon stock, exercisable at $0.46 cents per sbader the employment agreement
Mr. Huitt is also subject to confidentiality andmsolicitation provisions which provide that Mr. ittwill not divulge information or solicit
employees for 24 months after termination of higpleryment.

Potential Payments Upon Termination or Change-In-Catrol

Under the terms of an employment agreement datedada 1, 2007, Mr. Jeff Huitt, our chief financiafficer, may receive a spec
compensation benefit that provides payment in aausnequal to six (6) months base salary at treeghbase salary then paid to Mr. Huit
the time of sale and, any accrued vacation bengfitin sixty (60) days of the consummation of gae of all or substantially all of the stt
or assets of the Company which results in the teation or relocation of the executive within oné y&ar of such sale. Potential cost to
Company could total at minimum $77,500 for the teation of Mr. Huitt subject to the termination upa change of control of the Company.

Terms of an amended and restated employment agneefaeed November 6, 2007, with Mr. Grimes, ouetloperating officer, provic
that in the event that Mr. Grimes employment isnieated by us without good cause, Mr. grimes magix@ a severance payment in
amount equal to 6 months of his annual base sthary paid to Mr. Grimes, plus accrued vacation beneall payable within 30 days of st
termination. Potential cost to the Company couldltat minimum $105,000 for the termination of MBrimes subject to the terminat
without good cause by the Company.

Long Term Incentive Plans — Awards in Last Fiscal ¢ar

The following table and notes set forth the incemtiwards provided to officers of the Company i6&€scal period.

Date Number Exercise Expiration

Issued Issued Price Date Consideration
Joseph . As part of an employment incentive
Grimes® 23-Oct-07 500,000 $ 0.3€ 23-Oct-12 agreement

(1) Employment Incentive Options — In connection while tletermination by the board of directors in Oetd¥07 to provide for equity
compensation related to the Company’s efforts tabdish solar module manufacturing infrastructaine, Company granted 500,000
options effective October 23 at the then marketepdf $0.36 to Mr. grimes. The options vest aceaydo the following scheduls
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(&) 100,000 shares upon the assembly and commissiohihg base line production syste

(b) 100,000 shares upon the production of a commes@alworking sample of the Company’s planned tanpgmction amorphous
silicon solar module

(c) 300,000 shares upon the assembly and commissiohihg initial 25 mega watt production system astemplated within the
Compan’s phased build out plan for a solar module manufaa facility.

Director Compensation
In the fiscal period ended September 30, 2008,dbirs received no additional cash or non cash cosgi®mn for their service to the
Company as directors. Outside Directors receivedrmual retainer fee of $18,000 paid monthly ghegk options. All Directors were

reimbursed for expenses actually incurred in cotimeavith attending meetings of the Board of Dirgst

SUMMARY COMPENSATION TABLE OF DIRECTORS

Fees

Earned or All

Paid in Stock Option Other

Cash Awards Awards Compensatior Total
Name $) () $) () ()
Tom Djokovich 0 0 0 0
Joseph Grime 0 0 0 0
Thomas Anderso 18,00( 0 343,811 0 361,31¢
Oz Fundingslan 18,00( 0 68,76! 0 86,76
Michael Russal 18,00( 0 68,76 0 86,76

Compensation Committee Interlocks and Insider Parttipation

From the period commencing October 1, 2007 thradgbhember 12, 2007 the Company’s board of direot@s comprised of two
directors, Mr. Tom Djokovich and Mr. Thomas AndearsBuring this period adjustments or additionseavror existing employment
agreements we reviewed and deliberated by Mr. Djmkowho also serves as the Company’s chief exeewtificer, and Mr. Anderson.
Subsequent to November 12, 2007 no further disonssir deliberations were engaged by the boar@ipérg to executive compensation for
the balance of the fiscal year ended Septembe2(RIS.

Compensation Committee Report
The Board of Directors has reviewed and discudsecCbmpensation Discussion and Analysis requireldemy 402(b) of Regulation S-K

with the Companys management and based on such review and disesisgie Board has recommended that the Compendaiscnssion an
Analysis be included in this Annual Report on FdréaK.
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Tom Djokovich Director

Joseph Grime Director
Thomas Anderso Director
Oz Fundingslan Director
Michael Russal Director

Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Matter

The following table sets forth, as of January %, the number of shares of common stock ownedanird and beneficially by executi
officers, directors and persons who hold 5.0% oramj the outstanding common stock of the Compangfaanuary 15, 2009. Also included
are the shares held by all executive officers drettbrs as a group. Unless otherwise indicatezlatidress of each beneficial owner listed
below is c/o XsunX, Inc., 65 Enterprise, Aliso \Ge[California 92656.

Number of Ownership
Shareholders/Beneficial Owners Shares Percentage'”
Tom Djokovich®
President & Directo 17,903,00 9.5%
Thomas Andersof?
Director 1,250,001 < 1%
Oz Fundingslan&a)
Director 323,50( < 1%
Mike Russak®
Director 323,50( < 1%
Joseph Grime®
Chief Operating Office 1,012,001 < 1%
Jeff Huitt®
Chief Financial Officel 400,00( < 1%

All directors and executive officers as a groug@persons) account for ownership of 21,212,000esheepresenting 11.26% of the iss
and outstanding common stock. Each principal studdeh has sole investment power and sole votinggpawer the shares.

(1) Applicable percentage ownership is based on 18%3ZXhares of common stock issued and outstamding January 15, 200
Beneficial ownership is determined in accordandh wie rules of the Securities and Exchange Conionisnd generally includes votil
or investment power with respect to securitiesr&af common stock that are currently exercisablkexercisable within 60 days of
January 15, 2009 are deemed to be beneficially dvegehe person holding such securities for theppse of computing the percentage
of ownership of such person, but are not treatesligstanding for the purpose of computing the paemge ownership of any other pers

(2) Includes 16,978,000 shares owned by the Djokoviatited Partnership. Mr. Djokovich shares voting aigpositive power with respe
to these shares with Mrs. Tamara Djokov

(3) Includes warrants/options that may vest and becesedt within 60 days of the date of January 1592
Item 13. Certain Relationships and Related Transaains, and Director Independence

No officer or director of the Company has or pragm® have any direct or indirect material intenestny asset proposed to be acquire
the Company through security holdings, contraqitipas, or otherwise.

The Company has adopted a policy under which angudting or finder’s fee that may be paid to adtparty for consulting services to
assist management in evaluating a prospective éssiopportunity would be paid in stock, stock pasehoptions or in cash. Any such issuz
of stock or stock purchase options would be madaroad hoc basis. Accordingly, the Company is umebpredict whether or in what amount
such a stock issuance might be made.
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The following directors are independent: Thomaslémson, Oz Fundingsland and Michael Russak.
The following directors are not independent: TojoKovich and Joseph Grimes.
Item 14. Principal Accounting Fees and Services

The PCAOB revoked the registration of our formetdpendent registered public accounting firm, Jaspédall, PC on or about October
21, 2008. After receiving notice of such revocatithe Company’s Board of Directors dismissed Jaspeall, PC effective October 31, 2008
and engaged Stark, Winter, Schenkein & Co., LLBWSC") to serve as the Company’s new independent regidtpublic accounting firm
effective as of November 3, 2008 as set forth em@ompany’s Current Report on Form 8-K as filechwiite SEC on November 6, 2008. On
December 23, 2008, the Company received a Commedtdrlfrom the SEC stating that the Company maynutide the reports of Jaspers +
Hall, PC in its filings and that the Company sholitve a firm that is registered with the PCAOB weliithat year. In addition to auditing the
Company'’s financial statements for the fiscal yeraded September 30, 2008 which are attached tétmsal Report, SWSC is also auditing
the Company'’s financial statements for the fisedryended September 30, 2007. All audit work peréal on the September 30, 2008
financial statements by SWSC was performed by SW3dI'time employees.

Audit Fees 2008

As of the period ended September 30, 2008 SWSitlad the Company $16,000 for the following prafiemal services: $1,000 Retail
for preparation of Income Tax Returns, $10,000ré&tainer for the 2007 and 2008 re-audit and addii@ Companyfinancial statements anc
$5,000 progress payment for related audit worksardices on the Form 10K.

Jaspers + Hall, PC was paid $12,300 for work peréat in the fiscal period ended September 30, 2608/6rk on our first through third
quarter reports Form 10-Q and for its work on tleenPanies Form S-1registration statement. They hatvéeen paid any fees relating to the
2008 audit based on their dismissal as auditor.

Audit Fees 2007

As of the period ended September 30, 2007 JaspdedlH°C had billed the Company $14,500 for thofeing professional services:
review of the interim financial statements includeduarterly reports on Form 10-Q for the periedsled December 31, 2006 March 30, and
June 30, 2007, and for audit fees related to thagamy’s annual report on Form 10-K. No other feedolled by Jaspers + Hall, PC in the
period ended September 30, 2007.

Audit Fees 2006

As of the period ended September 30, 2006 Jaspdedl;H°C had billed the Company $7,500 for théofwing professional services:
review of the interim financial statements includiedjuarterly reports on Form 10-Q for the periedded December 31, April 30, and June 30,
2006, and for audit fees related to the Companyfaial report on Form 10-K.. No other fees we bilbgdlaspers + Hall, PC in the period
ended September 30, 2006.

The Company’s Board acts as the audit committeehaddho “pre-approval policies and procedures’fiaat for the auditors’ engagement
for audit years 2006, 2007, and 2008.
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PART IV

Iltem 15. Exhibits, Financial Statement Schedules

Exhibits:

Exhibit Description
31 Articles of Incorporatioﬁl)
3.2 Bylaws®
10.1 XsunX Plan of Reorganization and Asset Purchasedwment, dated September 23, 2083.
10.2 MVSystems, Inc. Technology License Agreement, d&egtember 2004"
10.3 MVSystems, Inc. Expanded Technology License Agregntated October 2008
104 Sencera, LLC, Technology Development and Licenseedment, dated January 1, 2067.
10.5 Sencera, LLC, 10% secured Promissory Note and Bggeement, dated January 1, 2067.
10.6 XsunX 2007 Stock Option Plan, dated January 5, 2607
10.7 Dr. John Moore, Scientific Advisory Board ConsultiAgreement, dated January 26, 2087.
10.8 Dr. John Moore, Stock Option Grant, dated Januéry207.®
10.9 Jeff Huitt, Employment Agreement, dated January227.®
10.10 Jeff Huitt, Stock Option Grant, dated January ZB72®
10.11 Robert Wendt, Employment Agreement, dated Janugy@07.®
10.12 Robert Wendt, Stock Option Grant, dated Januarp@67.®
10.13 Joseph Grimes, Employment Agreement, dated Jar26ag007 ©
10.14 Joseph Grimes, Stock Option Grant, dated Januargatw.®
10.15 Dr. Edward Yu, Scientific Advisory Board Consultidgreement, dated February 22, 2087 .
10.16 Dr. Edward Yu, Stock Option Grant, dated Februay2p07.®
10.17 Binding Letter of Intent to purchase solar modulenufacturing assets, dated March 23, 2667.
10.18 Details of $1.1 million dollar settlement receivieyl XsunX, dated August 27, 2007
10.19 Dr. Richard Ahrenkiel, Scientific Advisory Board Gsulting Agreement, dated April 23, 2067
10.20 Dr. Richard Ahrenkiel, Stock Option Grant, datedip3, 2007.*2
10.21 Dr. Michael Russak, Scientific Advisory Board Coltisig Agreement, dated August 28, 2067
10.22 Dr. Michael Russak, Stock Option Grant, dated Aug@és 2007 ™%
10.23 Fusion Capital Fund II, LLC, Stock Purchase Agreetneated November 1, 2007
10.24 Fusion Capital Fund Il, LLC, Registration Rightsragment, dated November 1, 2067,
10.25 Fusion Capital Fund II, LLC, $.50 Warrant Agreemetztted November 1, 2007
10.26 Fusion Capital Fund I, LLC, $.75 Warrant Agreemetatted November 1, 2007
10.27 Oz Fundingsland, Stock Option Grant Agreement,dibtevember 12, 2007
10.28 Dr. Michael Russak, Stock Option Grant Agreemeated November 28, 2007
10.29 Joseph Grimes, Incentive Stock Option Grant, d@tetber 23, 2007#"
10.30 Robert Wendt, Incentive Stock Option Grant, datetbBer 23, 2007>"
10.31 Dr. Guang Lin, Incentive Stock Option Grant, da@ttober 23, 2007"
10.32 Thomas Anderson, Stock Option Grant, dated OctaBep007 *®
10.33 Thomas Anderson, Amendment to Stock Option GraatediNovember 11, 20(
10.34 Amended and Restated Employment Agreement, Josgpte§ dated October 19, 20
10.35 Cumorah Capital, Stock Purchase Agreement, datachda 16, 2008
10.36 Merix Sub Lease Agreement, dated April 1, 2088.
10.37 Wharton Capital LLC settlement agreement, dated BEy2008 %V
10.38 MVSystems, Inc. Separation and Mutual Release Agee, dated May 30, 2008%
10.39 MVSystems, Inc. Non-Exclusive License and Crosshie Agreement, dated May 30, 2068.
10.40 MVSystems, Inc. Sublease Agreement, dated May G082??
10.41 Sencera LLC, Separation Agreement, dated June0D®. 3%
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10.42 Amendment to Stock Option Agreement #06-2005, BinnJMoore, dated January 24, 2088

10.43 Amendment to Stock Option Agreement #13-2006, Jos&imes, dated January 24, 2088
10.44 Amendment to Stock Option Agreement #07-018, Joanes, dated January 24, 2068
10.45 Amendment to Stock Option Agreement -016, Robert Wendt, dated January 24, 2
10.46 Amendment to Stock Option Agreement #07-015, JeiftHdated January 24, 2068

16.1 Auditor Letter®”

311 Sarbanes-Oxley Certificatidf”

31.2 Sarbanes-Oxley Certificatidfi”

32.1 Sarbanes-Oxley Certificatidf”

322 Sarbanes-Oxley Certificatidf”

(1) Incorporated by reference to Registration StaterRentn 10SB12G #0(-29621dated February 18, 2000 and by referencehtitiées
included with the Compar's prior Report on Form-K/A filed with the Securities and Exchange Commigsilated October 29, 20C

(2) Incorporated by reference to Registration StaterRentn 10SB12G #0(-29621 filed with the Securities and Exchange Corsioit
dated February 18, 20C

(3) Incorporated by reference to exhibits included wlith Compan’s prior Report on Form-K/A filed with the Securities and Exchan
Commission dated October 29, 20

(4) Incorporated by reference to exhibits included wit Company’s prior Report on Form 10-KSB filediwthe Securities and Exchange
Commission dated January 18, 20

(5) Incorporated by reference to exhibits included whia Company’s prior Report on Form 10-KSB filediwthe Securities and Exchange
Commission dated January 11, 20

(6) Incorporated by reference to exhibits included whth Company’s Current Report on Form 8-K filedhatthe Securities and Exchange
Commission dated January 3, 20

(7) Incorporated by reference to exhibits included whth Company’s Current Report on Form 8-K filedhatthe Securities and Exchange
Commission dated January 5, 20

(8) Incorporated by reference to exhibits included whth Company’s Current Report on Form 8-K filedhatthe Securities and Exchange
Commission dated February 13, 20

(9) Incorporated by reference to exhibits included whth Company’s Current Report on Form 8-K filedhntthe Securities and Exchange
Commission dated February 28, 20

(10) Incorporated by reference to exhibits included wiith Compan’s Current Report on Forn-K filed with the Securities and Exchan
Commission dated March 28, 20(

(11) Incorporated by reference to exhibits included wiith Compan’s Current Report on Forn-K filed with the Securities and Exchan
Commission dated August 28, 20!

(12) Incorporated by reference to exhibits included wiith Compan’s Current Report on Forn-K filed with the Securities and Exchan
Commission dated April 25, 200

(13) Incorporated by reference to exhibits included wiith Compan’s Current Report on Forn-K filed with the Securities and Exchan
Commission dated August 23, 20!
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(14) Incorporated by reference to exhibits included wlith Compan’s Current Report on Forn-K/A filed with the Securities and Exchar
Commission dated November 5, 20

(15) Incorporated by reference to exhibits included wlith Compan’s Current Report on Forn-K filed with the Securities and Exchan
Commission dated November 14, 20

(16) Incorporated by reference to exhibits included wlith Compan’s Current Report on Forn-K filed with the Securities and Exchan
Commission dated November 28, 20

(17) Incorporated by reference to exhibits included whth Company’s Current Report on Form 8-K filedhatthe Securities and Exchange
Commission dated October 29, 20

(18) Incorporated by reference to exhibits included whth Company’s Current Report on Form 8-K filedhatthe Securities and Exchange
Commission dated October 29, 20

(19) Incorporated by reference to exhibits included whith Company’s Current Report on Form S-1 filechwlite Securities and Exchange
Commission dated January 18, 20

(20) Incorporated by reference to exhibits included whth Company’s Current Report on Form 8-K filedhatthe Securities and Exchange
Commission dated April 2, 200

(21) Incorporated by reference to exhibits included whth Company’s Current Report on Form 8-K filedhatthe Securities and Exchange
Commission dated June 4, 20

(22) Incorporated by reference to exhibits included whth Company’s Current Report on Form 8-K filedhatthe Securities and Exchange
Commission dated June 6, 20

(22) Incorporated by reference to exhibits included wiith Compan’s Current Report on Forn-K filed with the Securities and Exchan
Commission dated June 6, 20

(22) Incorporated by reference to exhibits included wiith Compan’s Current Report on Forn-K filed with the Securities and Exchan
Commission dated June 6, 20

(23) Incorporated by reference to exhibits included wiith Compan’s Current Report on Forn-K filed with the Securities and Exchan
Commission dated June 17, 20

(24) Provided herewitl
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SIGNATURES

Pursuant to the requirements of Section 13 or 16f(the Securities Exchange Act of 1934, the tegig has duly caused this report to be
signed on its behalf by the undersigned, therednlp authorized.

Date: January 30, 200¢ XSUNX, INC.

By: /s/ Tom Djokovich

Name: Tom Djokovich
Title:  Presiden

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed belpthe following persons on behalf
of the registrant and in the capacities and orddtes indicated.

/s/ Tom Djokovicl January 30, 2009
Tom Djokovich, President, Chief Executive Offit
Principal Executive Officer and Directt

/s/ Jeff Huitt January 30, 200
Jeff Huitt, Chief Financial Officer and Princip
Financial and Accounting Office

/s! Joseph Grime January 30, 200
Joseph Grimes, Chief Operating Officer and Direc

/s/ Thomas Andersc January 30, 2009
Thomas Anderson, Direct

/s/ Oz Fundingslan January 30, 200
Oz Fundingsland, Directc

/s/ Michael Russa January 30, 2009
Michael Russak, Directc
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STARK  WINTER « SCHENKEIN
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Stockholders and Board of Directors
XsunX, Inc.

We have audited the accompanying balance she&suiX, Inc., as of September 30, 2008 and 2007 tlamdelated statements of operati
stockholdersequity and cash flows for the years ended SepteBMle2008, 2007 and 2006. These financial statesrametthe responsibility
the Company’s management. Our responsibility exjaress an opinion on these financial statemerstscban our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighaflo(United States). Those stand.
require that we plan and perform the audits to inbteasonable assurance about whether the finasti@¢ments are free of mate
misstatement. The Company is not required to hagewere we engaged to perform, an audit of iterivdl control over financial reportir
Our audit included consideration of internal cohtreer financial reporting as a basis for desigranglit procedures that are appropriate ir
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the Compsiiyternal control over financial reportii
Accordingly, we express no such opinion. An audiiudes examining, on a test basis, evidence stipgdhe amounts and disclosures in
financial statements, assessing the accountingiptas used and significant estimates made by meamnagt, as well as evaluating the ov¢
financial statement presentation. We believe thatodits provide a reasonable basis for our opinio

In our opinion, the consolidated financial statetageferred to above present fairly, in all mater@gspects, the consolidated financial pos
of XsunX, Inc., at September 30, 2008, 2007 and5280d the consolidated results of its operatiowsies cash flows for the years then en
in conformity with accounting principles generadlgcepted in the United States of America.

The accompanying financial statements have begraprd assuming the Company will continue as a goimgern. As described in Note &
the financial statements, the Company has an adetedudeficit of $21.1 million as of September 3008, and needs to raise additional ca

to finance its operations. These conditions raigestantial doubt about the Company’s ability totoare as a going concern. Management’
plans as to this matter are further described iteN The financial statements do not include adiysiments to reflect the possible fut
effects on the recoverability and classificationaséets or the amounts and classification of liadslthat may result from the outcome of
uncertainty.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@nited States), The Compasy’
internal control over financial reporting as of & pber 30, 2008, 2007 and 2006, based on critetébkshed irinternal Control—ntegratec
Frameworkissued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO), and our regated January 30, 2C
expressed an unqualified opinion.

s S L WL P £ &, L=
Stark Winter Schenkein & Co. LLP

Denver, Colorado
January 30, 2009

Stark » Winten « Schenkem & Co., LLP « Certified Public Accountants » Financial Comsultans

3600 SouTi Yossme Staser + Surte 600 « Dewven, CoLorapo 80237
Pruose: 30369467000 Fax: 303.694.6761 s Torr Free: BES.766.3985 v orww awsCras.coM
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ASSETS:

Current assett
Casf
Inventory Held for Sal
Prepaid Expenst

Total current asse

Fixed assets
Office Equipmen

Research and Development Equiprr

Leasehold Improvements
Total Fixed Asse!

Less Accumulated Depreciation

Total fixed assets

Other asset:

XSUNX, INC.

(A Development Stage Company)

Balance Sheets

Other Long Term Asse- Manufacturing Equipment and Facilities in Progi

Security Depos

Accrued Interest Receivat
Note Receivabl
Marketable Prototype

Total other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY:

Current Liabilities:
Accounts Payabl
Accrued Expense

Total current liabilitie:

Stockholders' Equity:

Preferred Stock, par value $0.01 per share; 50000ishares authorized; no shares issued and outsta

Common Stock, no par value; 500,000,000 share®eandhl; 186,292,437 shares issued and outstandi
September 30, 20(and 157,919,856 shares were issued and outstaat®gptember 30, 20(

Paid in Capita- Common Stock Warran

Additional Paid in Capite

(Deficit) accumulated during the development stage

Total stockholders' equi

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

F-2

September 3

September 3

2007

2008 (Restated
$ 2,389,211 $ 1,768,61
1,417,001 -
11,98¢ 341,75
3,818,20. 2,110,37.
50,01( 39,43%
435,91( 335,27(
89,82¢ 89,82!
575,74! 464,53
(299,559 (174,71)
276,18t 289,82(
5,824,63 207,21¢
5,81t 5,81t
70,70:
1,500,001
1,700,00!
5,830,44! 3,483,73!
$ 992483 $ 5,883,92
$ 465,95. $ 547,12
30,95’ 67,90¢
496,91 615,03
22,613,36 13,425,86
2,641,41. 2,773,56!
5,248,21. 6,085,57
(21,075,06)  (17,016,11)
9,427,92! 5,268,89
$ 992483 $ 5,883,92

The Accompanying Notes are an Integral Part of € #8@sancial Statements




Revenue
Service Incom

Total Revenut

Expenses:

Selling, General and Administrative Expel

Depreciatior

Option / Warrant Expense
Total Operating Expenses

Other (Income) Expense
Interest Expens
Interest Incom:

Legal Settlemer
Loan Fee:
Impairment of Asse
Other- Non Operating
Forgiveness of Del

Total Other Income/Expense
Net (Loss)

Per Share Information:
Basic and dilutes

Weighted average number
common shares outstand

Net (Loss) per Common Shart

XSUNX, INC.
(A Development Stage Company)
Statements of Operations

February 25, 19¢

Years Ended September < (Inception) to
September 3(
2007 2006
2008 (Restated (Restated 2008

$ - $ 6,88( $ 8,00C $ 14,88(
- 6,88( 8,00( 14,88(
3,331,68. 2,272,89 1,721,91. 11,281,10
257,22: 139,60:. 16,67¢ 435,11
673,28 772,31 465,00( 2,915,60;
4,262,19: 3,184,81. 2,203,59 14,631,81
1,05¢ 1,20¢ 47,21¢ 91,29:
(176,25() (175,29) (88,48() (440,050
- (2,100,001 - (2,100,001
- - 6,053,77 7,001,991
215,62! 65,00( - 1,204,45!
1,331 - 3,88¢ 5,21¢
(245,000 - - (304,77
(203,240 (1,209,08) 6,917,39 6,458,13.

$(4,058,985) $ (1,968,84) $ (9,112,98) $  (21,075,06)

166,998,77 138,005,96 123,854,73

$ (0.02) $ 0.01) $ (0.07)

The Accompanying Notes are an Integral Part of € #@sancial Statements
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Inception February 2!
1997

Issuance of stock for ca:
Issuance of stock 1
Founders

Issuance of stock fc
consolidatior

Net Loss for Yea

Balance- September 3(
1997

Issuance of stock fc
services

Issuance of stock for ca:
Consolidation stock
cancellec

Net Loss for Yea

Balance- September 3(
1998

Issuance of stock for ca:
Issuance of stock fc
services

Net Loss for Yea

Balance - September 30,
1999

Issuance of stock for ca:
Net Loss for yea

Balance - September 30,
2000

Extinguishment of det
Net Loss for yea

Balance - September 30,
2001

Net Loss for yea

Balance- September 3(
2002

Issuance of stock for Asse
Issuance of stock for Ca:
Issuance of stock for De
Issuance of stock for
Expense:

XSUNX, INC.

(A Development Stage Company)
Statements of Stockholders' Equity (Deficit)
For the period February 25, 1997 (Inception) to

September 30, 2008

(Deficit)

Paid in Capite Accumulatec

Common During the

Treasury Stocl Common Stocl Additional Stock Developmer

# of Share: Amount # of Share:  Amount Paid in Capite = Warrants Stage Totals

-$ = - $ -$ -$ -$ = =
- - 15,88( 217,70( - - - 217,70(
- - 14,11( - - - - -
- - 445,00( 312,10¢ - - - 312,10¢
- - - - - - (193,97)  (193,97)
- - 474,99( 529,80t - - (193,977) 335,83!
- - 1,50( 30,00( - - - 30,00(
- - 50,20( 204,00( - - - 204,00(
- - (60,000 (50,000 - - - (50,000
- - - - - - (799,45)  (799,45)
- - 466,69( 713,80t - - (993,429 (279,619
- - 151,45¢ 717,118 - - - 717,118
- - 135,00( 463,50( - - - 463,50(
- - - - - - (1,482,01) (1,482,01)
- - 753,14¢  1,894,41 - - (2,475,44) (581,02)
- - 15,00( 27,00( - - - 27,00(
- - - - - - (118,369 (118,369
- - 768,14¢ 1,921,411 - - (2,593,81) (672,39)
- - - 337,88 - - - 337,88
- - - = - - (32,407) (32,407)
- - 768,14¢  2,259,30! - - (2,626,21) (366,901
- - - - - - (47,297 (47,297)
- - 768,14¢  2,259,30! - - (2,673,50) (414,20)
- - 70,000,00 3 - - - 3
- - 9,000,001 225,45( - - - 225,45(
- - 115,00( 121,82¢ - - - 121,82¢
- - 115,00( 89,93¢ - - - 89,93¢



Issuance of stock for
Services
Net Loss for yea

Balance- September 3(
2003

Issuance of stock for ca:
Issuance of Common Sto
Warrants

Net Loss for Yea

Balance - September 30,
2004

Issuance of stock for ca:
Issuance of stock for
services

Amortization of warrants,
conversion fee and
beneficial conversio
Shares held as collateral 1
debenture:

Net Loss for Yea

Balance - September 30,
2005 (Restated)

Issuance of stock fc
services

Issuance and amortizatior
of Common Stock Warran
Amortization of warrants,
conversion fee and
beneficial conversion
Issuance of stock fc
debenture conversic
Issuance of stock for
interest expens

Issuance of stock for
warrant conversio

Net Loss for Yea

Balance September 3
2006 (Restated)

Cancellation of Stock for
Services Returne
Release of Securil
Collateral

Issuance of Stock fc
Warrants- Jim Bentley
Issuance and amortizatior
of Options and Warran

Net Loss for Yea

Balance September 3
2007 (Restated)

Fusion Equity Stock
Purchast

Commitment Fee
Cumorah Capital commor
Stock Purchas

Wharton Settlemer

- 31,300,00 125,20( - - - 125,20(
- - - - (145,860 (145,869
- 111,298,14  2,821,72 - - (2,819,37) 2,34¢
- 2,737,95. 282,67( - - - 282,67(
- - - - 825,00( 375,000 1,200,001
- - - - - (1,509,06) (1,509,06)
114,036,10  3,104,39 - 825,000  (3,953,44) (24,049
- 6,747,03 531,39 - - - 531,39
- 3,093,501 360,94 - 0 - 360,94t
180,00 180,00(
] - - 400,00 - - 400,00(
26,798,41 - - - - - -
- - - - - (1,980,83) (1,980,83)
26,798,41 123,876,63  3,996,73! 400,00 1,005,000  (5,934,28)  (532,54)
- 72,36¢ 31,50 - - - 31,50
- - - - 996,25( - 996,25(
5,685,57: 5,685,57:
- 21,657,89  5,850,00! - - 5,850,001
- 712,95¢ 241,38: - - - 241,38
- 10,850,00  3,171,25 - - - 3,171,25
- - - - - (9,112,98) (9,112,98)
26,798,41 157,169,85 13,290,86 6,085,57: 2,001,25/ (15,047,27) 6,330,42.
(150,000 -

(26,798,41)
900,00( 135,00( - 135,00(
772,31 772,31
(1,968,84) (1,968,84)
- 157,919,85 13,425,86 6,085,57: 2,773,56! (17,016,11) 5,268,809
- 15,347,58 5,200,001 (55,300 - - 5,144,730
- 3,500,000 1,190,000  (1,190,00) - ; -
- 8,650,000  2,500,00 - - - 2,500,001
- 875,00( 297,50( (397,500) - - (100,000



MVS Warrant Cancellatio
Options and Warrants
Amortization

Net Loss for Yea

Balance September 30,
2008

- - - - 805,44( (805,44() - -

] ) ] - 673,28 - 6,73,28
. ] ] ) ; - (4,058,95) (4,058,95)

1
©+
1

186,292,43 $22,613,36 $ 5,24821' $ 2,641,41 $(21,075,06) $ 9,427,92!

The Accompanying Notes are an Integral Part of € #@sancial Statements
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XSUNX, INC.
(A Development Stage Company)
Statement of Cash Flows

Years Ended September :

2007
2008 (Restated

2006
(Restated

February 25,
1997
(Inception) tc
September 3

2008

Cash Flows from Operating Activities:

Net (Loss)

$ (4,058,95) $ (1,968,84) $ (9,112,98) $ (21,075,06)

Issuance of Common Stock for Inter - - 241,38 241,38

Issuance of Common Stock for Servii - - 31,50( 1,588,25:

Amortization of Cornell financing warrants, commént fees an

beneficial conversio - - 5,685,57. 5,685,57.

Option / Warrant Expens 673,28’ 772,31! 996,25( 5,378,35!

Asset Impairmen 283,00( 65,00( - 348,00(

Depreciatior 257,22. 139,60: 16,67¢ 435,111
Adjustments to reconcile net loss to cash (usedpeyating activities

(Increase) in Inventory held for se (1,700,001 - - (1,417,000

(Increase) Decrease in Prepaid Expe 329,77: 7,36( (269,13) (11,98¢)

(Increase) Decrease in Other Ass 1,638,32 (21,12) (20,000 (5,815

Increase (Decrease) in Accounts Payi (81,179 (42,899 531,65« 465,95!

Increase (Decrease) in Accrued Liabilit (36,95)) 69,37( (67,31 30,95'
Net Cash Flows (Used in) Operating Activit (2,695,470 (979,219 (1,966,40) (8,336,290
Cash Flows from Investing Activities:

Purchase of Fixed Asse (111,219 (192,27)) (87,996 (575,74%)

Purchase of Marketable Prototy - - (1,780,39) (1,780,39)

Purchase of Manufacturing Equipment and Facil- in proces: (5,617,410 - (207,219 (5,824,62)

Payment to Note receivak - (1,500,001 - (1,500,001

Receipts on Note receivak 1,500,001 - - 1,500,001
Net Cash Flows (Used in) Investing Activiti (4,228,62) (1,692,27) (2,075,61) (8,180,771
Cash Flows from Financing Activities:

Proceeds from Warrant Conversi - 135,00( 3,171,25! 3,306,25!

Proceeds from Debentur - - 5,000,00! 5,850,00!

Issuance of Common Stock for cash, net of expessé&Vharton

Settlement 7,544,70! - - 9,750,02
Net Cash Flows Provided by Financing Activit 7,544,770 135,00( 8,171,25! 18,906,27
Net Increase (Decrease) in Ci 620,60 (2,536,48) 4,129,23 2,389,21.
Cash and cash equivalents - Beginning of period 1,768,61 4,305,10! 175,86 -
Cash and cash equivalent- End of period $ 238921 $ 1,768,611 $ 4,30510° $ 2,389,21
Supplemental Disclosure of Cash Flow Informatior

Cash Paid During the Year fc

Interest $ 47217 $ 1,05¢ $ - $ 119,61
Income Taxe! $ - $ - $ - $ -

NON-CASH FINANCING AND INVESTING ACTIVITIES

Conversion of debenture for stock $ - $ - $ 5,850,000 $ -

The Accompanying Notes are an Integral Part of &#@sancial Statements
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XSUNX, INC.
(A Development Stage Company)
Notes to Financial Statements
September 30, 2008 and 2007

Note 1 — Organization:

XsunX, Inc. (“XsunX,” the “Company” or the “issugris a Colorado corporation formerly known as SiveRMining Inc. “Sun River”).
The Company was originally incorporated in Coloradd-ebruary 25, 1997. Effective September 24, 20@8Company completed a Plan of
Reorganization and Asset Purchase Agreement (flaa™)P

Pursuant to the Plan the Company acquired thewallp three patents from Xoptix, Inc., a Califoriarporation for Seventy Million
(70,000,000) shares (post reverse split one fontyyeNo. 6,180,871 for Transparent Solar Cell Method of Fabrication (Device), granted
January 30, 2001; No. 6,320,117 for TransparerdarSe¢ll and Method of Fabrication (Method of Fadticon), granted on November 20, 2001;
and No. 6,509,204 for Transparent Solar Cell anthbie of Fabrication (formed with a Schottky baridérde and method of its manufacture),
granted on January 21, 2003.

Pursuant to the Plan, the Company authorized shmise of 110,530,000 (post reverse split) comrhares. Prior to the Plan the
Company had no tangible assets and insignificabtliies. Subsequent to the Plan, the Company éstegbits name change from Sun River
Mining, Inc. to XsunX, Inc. The transaction was qoeted on September 30, 2003.

XsunX, Inc. is a thin-film photovoltaic (“TFPV”) eopany which utilizes amorphous silicon (“a-Si8)mature semiconductor technolc
as the core solar energy absorber used to conuaigit into electricity in the design and manutaetof its solar modules. We believe that
design of our proprietary manufacturing system, aotir module, coupled with our choice of assemhbterials may allow us to en;
production costs of approximately $1.27 per wathimiour first full year of solar module production

We are currently developing the infrastructure @nofacture high performance TFPV solar modulesitress growth in demand for sc
modules within the electrical power production nedsk and to satisfy contractual commitments forsile and delivery of our solar module
2009 and 2010. To accomplish this we are exec@iptan to build a thin film amorphous silicon sataodule manufacturing facility located
the Portland Oregon, USA area. We are workingtoplete the installation of our base productiomasfructure and develop initial product
capacities to 25 MW in 2009, and then scale thrasygiem optimization to approximately 33 MW withire first full year of manufacturit
operations. Subject to the availability of finargiwe plan to expand production capacities throwgiication, growing production capacitie:
over 100 MW as rapidly as possible.

Note 2 — Restatement of Financial Statements for é¢hFiscal Periods 2007 and 2006:

As a result of the suspension of our prior audilasper — Hall PC, by the Public Company Accoun@rgrsight Board (PCAOB) practice
on October 28, 2008, the Company engaged new asi@ditml was required to eaxdit the financial statements for the years erghgatember 3
2006 and September 30, 2007. The financial statenfienthe fiscal periods 2006 and 2007 contaimetthis annual report on Form 10-K have
been restated to reflect the adjustments to acomuastimates in those periods. In fiscal year 2@00& total impact of these changes was to
increase net loss by $679,349. $447,012 of thigtiaddl loss was related to a change in estimateftion and warrant expenses and did not
impact cash. There was also an increase to nonelsgsieciation expense of $62,354, and a decreasetoed interest income of
approximately $77,882 that resulted from adjustm@ninterest calculations corrected in the 20884i period. The impact to cash expense
a result of the audit adjustments, was minimal.r&leas no impact to loss per share as it remaife@il$oss per share for the period.

In fiscal year ended September 30, 2006, there wmedé adjustments totaling $5,671,048 as redudbaret income resulting in minimal
impact to cash expenses. The largest adjustmexteseo the amortization of loan fees associatél @anvertible debentures issued in the Z
and 2006 fiscal years. We took a $6,373,156 additioharge for the amortization of expenses asttiaith debenture structuring fees,
debenture commitment fees, and expenses attrileutalthe beneficial conversion costs for in the eyostock and warrant conversion unde!
debentures, of this total, $47,216 was paid in cthremainder in common stock. Depreciation egpawvas reduced by $66,265 and warrant
and option expenses were reduced by $486,250dquehod. This resulted in additional non-cashimetme of $552,519 that partially offset
the amortization of the loan fees associated vhighconvertible debentures. There was an increassdoker share associated with these
restatements of $0.05 per share bringing the totd0.07 loss per share.
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Note 3 — Summary of Significant Accounting Policies
Going Concern

We are a development stage company and, to date rfwd generated any significant revenues. Therapanying consolidated financial
statements have been prepared in conformity with@atting principles generally accepted in the WhiBtates of America, which contemplate
our continuation as a going concern. Net losstenfears ended September 30, 2008 and 2007 w852 and $1,968,846, respectively. In
addition, the Company has an accumulated defich24f075,069 since inception. We do not have cefit capital to carry out the current
operational plan or sufficient capital to meetytls obligations to finish the factory. The Coany plans to raise additional capital to
complete its operational plan.

Basis of Presentatio— Development Stage Company

The Company has not earned any revenues from apesafccordingly, the Company'’s activities havebeaccounted for as those of a
“Development Stage Enterprise” as set forth in Rai@ Accounting Standards Board Statement NoSFAS 7”). Among the disclosures
required by SFAS 7 are that the Company'’s finarstilements be identified as those of a developstage company, and that the statements
of operations, stockholders’ equity (deficit) aradh flows disclose activity since the date of tleenpany’s inception.

The accompanying financial statements have begraped on the accrual basis of accounting in acomelavith accounting principles
generally accepted in the United States.

Cash and Cash Equivalents

For purposes of the statements of cash flows, @aditash equivalents include cash in banks and yrnoaekets with an original maturity
of three months or less.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States requires
management to make estimates and assumptiondfibata@ertain reported amounts and disclosuresoAtingly, actual results could differ
from those estimates. Significant estimates mageaparing these financial statements include stienate for the useful life of property and
equipment, and the fair value of stock warrantduékresults could differ from those estimates.

Fair Value of Financial Instruments

The Company'’s financial instruments, including cashll cash equivalents, accounts payable and acliabdiies are carried at cost,
which approximates their fair value, due to thatigely short maturity of these instruments. ASeptember 30, 2008 and 2007, the
Company’s notes payable have stated borrowing th&gsre consistent with those currently availablthe Company and, accordingly, the
Company believes the carrying value of these dedttiments approximates their fair value.

Property and Equipmen

Property and equipment are stated at cost, andegmeciated or amortized using the straight-lin¢ghoe over the following estimated
useful lives:

Furniture, fixtures & equipmel 5 years
Computer equipmer 3 years
Commerce serve 3 years
Computer softwar 3 years
Leasehold improvemen Length of the leasccurrently all our leases are three ye
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Net Earnings (Loss) per Shar

Basic loss per share is computed on the basissofidighted average number of common shares ouistariebr all periods, all of the
Company’s common stock equivalents were excluden the calculation of diluted loss per common sheeeause they were amfitutive, due
to the Company’s net losses. There were 9,945 82d options/warrants outstanding as of SepteBthe€008 that are potentially dilutive of
which 7,324,500 are currently vested.

Advertising

Advertising costs are expensed as incurred. Toarising costs were $19,894, 47,573 and 9,05thimyears ended September 30, 2!
2007 and 2006, respectively.

Research and Developme

Research and development costs are expensed asthcliotal research and development costs wef540), $420,462 and $956,212
for the years ended September 30, 2008, 2007 0] 2Espectively. The policy of the Company igxpense research and development costs
as incurred as the estimated future benefit ofethesearch products is not currently predictalflee Company, not included in this total,
capitalizes physical plant that can be used foesdh\products, initial production facilities, matéble prototypes that are held forgale or hav
a long useful life associated with the developnumhanufacturing facilities.

Other Comprehensive Income

The Company has no components of other compreheeirgiome (loss) and accordingly, net loss is eguabmprehensive loss in all
periods.

Stock Based Compensatic

The Company records the fair value of stock-basegpensation grants as an expense. In order tondietethe fair value of stock options
on the date of grant the Company applies the B&alksles option-pricing model. Inherent in this mate assumptions related to expected
stock-price volatility, option life, risk-free intest rate and dividend yield. While the risk-fragerest rate and dividend yield are less subjective
assumptions, typically based on factual data ddrikem public sources, the expected stpcice volatility and option life assumptions recpi
greater level of judgment.

The Company uses an expected stock-price volasiigumption that is based on historical impliectiiities of the underlying stock
which is obtained from public data sources. Witharel to the weighted-average option life assumplioea Company considers the exercise
behavior of past grants and models the patterggfemate exercises. Patterns are determined oifispeiteria of the aggregate pool of
optionees. Forfeiture rates are based on the Coyfphistorical data and future estimates for stopkion forfeitures. There are 9,945,332
options and warrants issued of which 7,324,500asted. The exercise price range for the Compapti®ns and warrants are $0.15 to $1.69.
The weighted average remaining life of the optind warrant grants range from 2.8 years to 4.3 y&deshave based our expected volatility
on the historical performance of our stock overakpected life of the options and are using 102%4.6& the stock options as a whole. The
free interest rate used in our calculation was%.5%0otal net stock-based compensation expenstrilsudable to the granting of and the
remaining requisite service periods of stock oggtipreviously granted. Compensation expense atifieito net stock-based compensation in
fiscal 2008 was $673,287 increasing basic loseby than $0.01 per share.

Deferred Income Taxe

The Company accounts for income taxes under SFASL0& which requires the asset and liability apploto accounting for income
taxes. Under this approach, deferred income tapeedetermined based upon differences betweenrthadial statement and tax bases of the
Company’s assets and liabilities and operating dasgy forwards using enacted tax rates in effectte year in which the differences are
expected to reverse. The approximate tax effeat irsthese calculations is 40%. Deferred tax assetsecognized if it is more likely than not
that the future tax benefit will be realized. Then@pany is a Development Stage Company and thehdad of its ability to utilize the deferre
tax asset that arises from the operating loss ¢arwards can't be reasonably estimated. The compan created a valuation allowance equal
to 100% of the deferred tax asset arising fromohrerating loss carry forwards as a result of thébility to estimate whether or not the asset
can be utilized in future periods.

Revenue Recognitio

The Company recognizes revenue when the servicgsacted for are provided in full. To date, orilpited amount of consulting revenue
has been earned. The Company’s revenue recogpibiicy will be re-evaluated in light of the mandfaring of solar panels in the future.
Warranties

The Company has no products for sale at the préisemtand offers no warranties. As a result nemess for warranties have been
recognized on the books of the company. This padlitl be re-evaluated in light of the manufactiof solar panels in the future.



Asset Impairmen

The Company has a policy to review the currentevaliits assets quarterly and to right down theeaif the asset should it's value be
impaired in the period. We have written down théue of the Marketable Production Machine $65,00the year ended September 30, 2007
and $215,625 in the year ended September 30, 2008.

Manufacturing Equipment in Progres:

XsunX, Inc. entered into a number of agreemenketyin designing and building manufacturing equipnfienthe manufacturing facility i
Oregon. The Company records cash payments maule teendors for this equipment as other long tessea— Manufacturing Equipment in
Progress. Upon delivery, installation and the o$¢his equipment, the Company will re class theggenditures to plant in service and begin
depreciating them.

Concentration of Credit Risk

Financial instruments which potentially subject @@mpany to concentrations of credit risk are @slhcash equivalents. The Company
invests only in high credit quality, short term katcounts and debt in the form of money markebawets for its surplus funds. Additionally,
$106,000 of our cash currently invested in a fieatie of deposit is used as collateral to suppdetter of credit associated with our lease in
Oregon.
Patents and Trademarks and Associated Amortizat

The Company records the value of trademarks arehtsst the purchase price of the asset. The wéline patent or trademark is

amortized over the useful economic life of the a3 date, the Company has only purchased tradesmérich are no longer in use. As a
result, the Company has no patent or trademarksaaed no associated amortization.
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Note 4 — Federal Income Tax:

The Company accounts for income taxes under SFASL0& which requires the asset and liability apploto accounting for income
taxes. Under this approach, deferred income tapeedetermined based upon differences betweenrthadial statement and tax bases of the
Company’s assets and liabilities and operating dasgy forwards using enacted tax rates in effectte year in which the differences are
expected to reverse. The approximate tax effeat irsthese calculations is 40%. Deferred tax assetsecognized if it is more likely than not
that the future tax benefit will be realized. Then@pany is a Development Stage Company and thehdad of its ability to utilize the deferre
tax asset that arises from the operating loss ¢arwards can't be reasonably estimated. The compan created a valuation allowance equal
to 100% of the deferred tax asset arising fromojhrerating loss carry forwards as a result of thébility to estimate whether or not the asset
can be utilized in future periods.

Significant components of the Company’s deferreditilities and assets are as follows: The defétax assets are composed of the
Company’s net operating loss carry forwards of epipnately $21,075,069 at the approximate tax efté@0%. There are no other material
deferred tax assets or liabilities of the CompanhpfaSeptember 30, 2008.

2008 2007 2006
Deferred Tax Assel $ 8,426,73 $ 6,806,44! $ 6,018,90
Deferred Tax Liabilities
Valuation allowance $ (8,426,73) $ (6,018,90) $ (6,018,90)

Net Deferred tax assets $ — — _

At September 30, 2008, the Company had net opgritas carry forwards of approximately, $21,075,88%ederal income tax purposes.
These carry forwards if not utilized to offset tak@income will begin to expire in 2010.

Note 5 — Common Stock Transactions:
The authorized common stock of the Company wadbksited at 500,000,000 shares with no par value.

Fusion Capital Transaction

On November 1, 2007, XsunX signed a common stockHaise Agreement with Fusion Capital Fund II, L8, lllinois limited liability
Company (“Fusion Capital”) providing for the salleup to $21 million of common stock to Fusion. Upgigning the agreement, XsunX
received $1,000,000 from Fusion Capital as arainturchase under the $21 million commitment inhexxge for 3,333,332 shares of our
common stock. The shares were issued in a trangagtiempt from registration pursuant to Sectior) 4{2Zhe Securities Act of 1933.
Concurrently with entering into the common stockghase agreement, we entered into a registratiprisragreement with Fusion Capital. On
January 18, 2008, XsunX, Inc. filed a Form S-1 wfith Securities and Exchange Commission seekinggister 48,650,000 shares related to
our financing agreements with Fusion Capital FUpdlLC and Cumorah Capital. The registration waslaied effective by the Securities and
Exchange Commission on April 10, 2008.

The Company has the right over a 25-month periaédeive $80,000 every two business days unddPiinehase Agreement with Fusion
Capital unless our stock price equals or exceedd$h which case we can sell greater amountsaigioR Capital as the price of our common
stock increases. Fusion Capital shall not haveigi or the obligation to purchase any sharesunfoommon stock on any business day that
the market price of our common stock is less tHagh

The purchase price of the shares related to ther®#0n balance of future funding under the Pursh@greement will be based on the
prevailing market prices of the Company’s shargbatime of sales without any fixed discount, #mel Company will control the timing and
amount of any sale of shares to Fusion Capitalrd’hee no upper limits to the price Fusion Capitay pay to purchase our common stock.
However, Fusion Capital shall not be obligateducchase any shares of our common stock on anydsssuhay that the price of our common
stock is below $0.20. There are no negative cousnastrictions on future funding(s), penaltiediquidated damages in the agreement. The
common stock purchase agreement may be termingted &t any time at our discretion without any ¢osis.
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In consideration for entering into the $21 milliagreement we agreed to issue to Fusion CapitaD1)80 shares of our common stock as
financing commitment shares which Fusion Capital dgreed to hold for the term of the common stagklase agreement. The Company
valued these shares at the date of the agreemémFusion Capital at approximately $0.34 per shaxdditionally, under the stock purchase
agreement we granted Fusion Capital common stoadhpse warrants to purchase 1,666,666 shares @bounon stock at $0.50, and
1,666,666 shares of our common stock at $0.75.€Tsleares were valued using black scholes methogladb&0.36. The risk free rate of
return was 3.54% over the five year life of the saats and an expected volatility of 101.162. Thares underlying the warrant grants do not
carry mandatory registration requirements undetehms of the common stock purchase agreementegyistnation rights agreement.

Pursuant to the S-1 Registration Statement deckffedtive by the SEC on April 10, 2008, the Comphas sold to Fusion Capital Fund
I, LLC through September 30, 2008, approximateédy3#7,581 shares for a total investment of $5,2WiAcluding the initial $1,000,000 and
3,333,332 shares. These shares were sold at sgiming between $0.405 and $0.24 per share. egulesit to September 30, 2008, we have
sold an additional 3,000,000 shares for $600,00@ total of 18,347,581 shares and $5,600,000.sd kbares were sold at $0.20 per
share. Including 3,500,000 shares provided todfuas financing commitment shares this leaves 23419 registered shares available for
future sales pursuant to the effective S-1 Redistré&Statement.

Cumorah Capital Transaction

On January 16, 2008, Cumorah Capital purchase®®68 shares of the Company’s restricted commarkstoa private transaction for
total proceeds of $2,500,000. The Company agreeelister the 8,650,000 shares purchased by Cun@aphal. Cumorah Capital is a
Nevada corporation and an Accredited Investor gfisield in Rule 501(a) of Regulation D as promulddig the SEC

Wharton Settlement

On May 30, 2008 XsunX and Wharton entered intotde®eent Agreement. Under the Settlement AgreerdennX agreed to provide
Wharton with eight hundred and seventy five thods@75,000) shares of its common stock. Subjetigdulfillment of the requirements of
Rule 144 of the Securities Act of 1933, Whartoreagrnot to sell or transfer no more than two huthdwred fifty thousand (250,000) shares
monthly. Refer to note 9 for additional detailheT875,000 shares were valued at market priceeoddit the Fusion Capital transaction
closed, $0.34 per share. Additionally, $100.000dsh payments were made in four equal monthlplinsénts.

In the fiscal year ended September 30, 2005, thep2ay issued a total of 9,818,631 shares of comstamk as follows: 6,735,137 shares
of common stock were issued, raising gross procee#i§31,396; 3,093,500 shares of common stock vesreed in transactions for consulting
services valued at $360,945. These shares weredralithe current market price as of the dateeftireement for services.

In the fiscal year ended September 30, 2006, thepgaoy issued a total of 33,293,217 shares of constank as follows: 21,657,895 was
issued for debt conversion for $5,850,00; 10,850 @6re issued for warrant conversions relatededbrnell transaction for $3,171,250;
712,956 shares were issued for $241,383 of Coimtellest expense and 72,366 shares of common s¢scled for consulting services value
$31,500.

The following represents a detailed analysis of2b@7 capital stock transactions.

Return of Shares for Services — In December 2086ompany entered into a settlement agreementavgdrvice provider in which the
service provider returned to the Company 150,000®f300,000 shares of common stock issued toetivice provider in the period ended
March 31, 2005. The returned shares were receinddancelled effective January 2007.

Return of Security Shares — In conjunction with slaée of convertible debentures in the amount 80§80 and $5,000,000 in the fiscal
years ended December 31, 2005 and 2006 respectilielfompany issued and deposited into escrowd8@I8 shares of common stock
part of a security structure for the above refeeenabligations. As of September 30, 2006 the ppalddbalance of the debentures had been
reduced to $0.0. Subsequently the holder of themtelbes provided the Company with a notice of sdeaf its security interests and returned
the security shares to the Company for cancella@nJanuary 18, 2007 the above shares were cadagilthe Company’s books.

Issuance of Shares — Warrant Conversion — In Sdpe@007, a consultant exercised the remainingd®00of the 1,000,000 $.15 cent
warrants granted to the consultant in Septembet.ZDe amount of $135,000 was paid to XsunX bycthresultant and 900,000 shares of
unregistered common stock were issued.

Note 6 — Employment and Consulting Agreements:

During the fiscal year ended September 30, 20@BCidmpany continued to operate under employmeeeagents developed in the fiscal
2007 period with the following executive officetgt remain in effect at September 30, 2008.

Joseph Grime Chief Operating Office $ 220,00(
Jeff Huitt Chief Financial Office! $ 155,00(

The Board of Directors of the Company authorizddrgancreases effective in November 2007 for tieofving individuals:

Tom Djokovich Chief Executive Office $70,000 increase to $220,0
Joseph Grime Chief Operating Office $60,000 increase to $210,0



Jeff Huitt Chief Financial Office $20,000 increase to $155,0
During the fiscal year ended September 30, 20@Cthmpany adopted a policy for the payment of athgistipend of $1,500 to the

independent Directors of the Company, Mr. Anderddn,Fundingsland and Mr. Russak. This is in d@ddito the option grants discussed in
Note 7.
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During the fiscal year ended September 30, 20@Cibmpany continued to operate under consultingesgents with members of its
Scientific Advisory Board developed and entered intthe fiscal period ended September 30, 200dedthese agreements the chairmen
receives a consulting fee of $1,500 per month,eswth of the three remaining members each recdee af $1,000 per month.

Note 7— Stock Options and Warrants:

On January 5, 2007, the Board of Directors resoteegktablish the Company’s 2007 Stock Option Rieenable the Company to obtain
and retain the services of the types of employemssultants and directors who could contributdheo@ompany’s long range success and to
provide incentives which are linked directly torieases in share value which will inure to the bigéfall stockholders of the Company. A
total of 20,000,000 shares of common stock areosizéihd under the plan. An additional 195,000 sharesconsidered issued under the plan for
issuances prior to the plans adoption.

Stock Compensation, Issuance of Stock Purchase Omtis

During the fiscal year ended September 30, 20@8btard of directors authorized the grant of oitmpurchase an aggregate of
3,800,000 shares of the Company’s common stockopliens are exercisable at a price of $.36 perestznd expire at various times through
November 2012. Of the original 20,000,000 shargisaxized under the plan, as the period ended Sdyee80, 2008, 14,250,000 shares rer
available under the plan.

Employment Incentive Option Grants — In connectigth the start of the Company’s efforts to prepémstall, and operate solar module
manufacturing capabilities, the Company authorizexgbloyment incentive option grants to the followargployees on October 23, 2007 at an
exercise price per share of $0.36. The options havgear exercise terms and vest in conjunctidh aperformance milestone based vesting
schedule as described below:

Joseph Grime 500,000 Option Share
Robert G. Wend 500,000 Option Share
Dr. Guang Lin 300,000 Option Share

The vesting schedule for Mr. Grimes and Mr. Wendt i

The Option shall become exercisable in the follgramounts upon the delivery and/or achievement ftyoBee(s) of the following
performance milestones as they may relate to thepaay’s phased build out plan for a solar modulaufecturing facility:

(@) 100,000 shares upon the assembly and commissiofnihg base line production syste

(b) 100,000 shares upon the production of a commesi@alworking sample of the Company’s planned tanjigrction amorphous
silicon solar module

(c) 300,000 shares upon the assembly and commissiohihg initial 25 mega watt production system astemplated within the
Compan'’s phased build out plan for a solar module manufaxy facility.

The vesting schedule for Dr. Guang is:

The Option shall become exercisable in the follgnamounts upon the delivery and/or achievement fityoBee of the following
performance milestones as they may relate to thepaay’s phased build out plan for a solar modulaufecturing facility:

(@) 100,000 shares upon the assembly and commissiofhihg base line production syste
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(b) 150,000 shares upon the production of a commesizalworking sample of the Comp¢'s planned tandem junction amorph
silicon solar module

(c) 50,000 shares upon the assembly and commissiohithg initial 25 mega watt production system asteorplated within the
Compan’s phased build out plan for a solar module manufaaj facility.

Board of Directors Incentive Option Grants — Intharance of the Company’s policy to compensateectirnembers, and attract new
members, to its Board of Directors the Company @nigbd incentive option grants to the following &itors at an exercise price per share of
$0.36. The options have a 5 year exercise termyesicas described below:

Thomas Anderso October 23, 200 1,500,000 Option Shares (
Oz Fundingslani November 11, 200 500,000 Option Share
Dr. Michael Russa November 26, 200 500,000 Option Share

The vesting schedule for Mr. Anderson is:

The Option shall become exercisable in the follgrgmounts upon the delivery and/or achievement fityo®ee of the following
milestones:

(&) The Option became exercisable in the amount oflQB® shares upon the effective date of the grarddrvices rendered a
member of the Company Board of Directors from tegqa beginning October 1, 2003 through SeptembgPG08.

(b) Beginning October 1, 2007 the Option shall vestlaecbme exercisable at the rate of 62,500 shawms thye anniversary of ea
calendar quarter of continuous service as a Direotqororated portion thereof, for services reledesis a member of the Company
Board of Directors up to a total of 250,000 sha

(*) Amendment to Stock Option Grant — On Novemb2r 2007, the Company entered into an agreementdimgethe terms of a stock
option grant dated October 23, 2007 between thegaomnand Mr. Thomas Anderson, a member of the XdBoxrd of Directors. The
amendment provided for an increase of 250,000 ogtio the pool of options available within the uagtprovisions of the grant. All other
provisions of the stock option grant remained tiaa. Item (b) to the vesting schedule was amensiéallaws:

The vesting schedule for Mr. Fundingsland is:

The Option shall become exercisable in the follgnamounts upon the delivery and/or achievement fityoBee of the following
milestones:

(@) Beginning November 12, 2007 the Option shall vesklaecome exercisable at the rate of 62,500 shi@@sthe anniversary of ec
calendar quarter of continuous service as a Dirgotqororated portion thereof, for services reedess a member of the Company
Board of Directors up to a total of 500,000 sha

The vesting schedule for Dr. Russak is:

The Option shall become exercisable in the follgnamounts upon the delivery and/or achievement fityoBee of the following
milestones:

(a) Beginning November 26, 2007 the Option shall vestlaecome exercisable at the rate of 62,500 shigesthe anniversary of ee

calendar quarter of continuous service as a Dirgotqororated portion thereof, for services reedess a member of the Company
Board of Directors up to a total of 500,000 sha
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(b) Beginning October 1, 2007 the Option became exabésat the rate of 62,500 shares upon the anmaiyeos each calendar quar
of continuous service as a Director, or proratedio thereof, for services rendered as a memb#reoCompany Board of
Directors up to a total of 500,000 shal

Additionally, on January 24, 2008, the Board ofd@iors authorized the amendments to prior optiantgrfor the following named
employees and consultant:

Grant Number

06-2005

13-2006
07-018
07-016
07-015

Optionee Name

Dr. John Moore

Joseph Grimes
Joseph Grime
Robert Wendt
Jeff Huitt

Amendment Terms

Extension of time to exercise the warrant untilukag 1, 2012. Black Scholes re-calculation
of this extension resulted in an additional expesfsg26,750 for the period ended September
30, 2008,

The agreements with Mr. Grimes, Mr. Huitt and Mfendt were modified to replace outdate
performance objectives with new performance obyjesticonsistent with the plan of
operations of the Company. Namely, the sharesupst the sales of and delivery of an
XsunX module. There were no changes to the optiwaishad a financial impac
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Table of Equity Compensation

The following table sets forth summary informatias,of September 30, 2008, concerning securitigoened for issuance under all
equity compensation plans and agreements for sealfyears ended September 30, 2008, 2007 andi@86ollows:

A summary of warrant activity for the year endegt8enber 30, 2008, 2007 and 2006 is as follows:

Weightec- Accrued Weightec-

Number of Average Options / Average

Options / Exercise Warrants Exercise

Warrants Price Vested Price

Outstanding, September 30, 2( 15,125,00 $ 0.1¢ 13,408,33 $ 0.1¢
Granted 200 11,987,00 $ 0.3¢ 5,543,000 $ 0.4¢€
Exercisec (10,850,00) $ 0.4¢ (10,850,00) $ 0.3t
Vested 600,000 $ 0.1¢
Outstanding, September 30, 2( 16,262,00 $ 0.42 8,701,33. $ 0.37
Granted 200 1,950,000 $ 0.4¢ $ 0.4¢€
Exercisec (900,000 $ 0.1t (900,000 $ 0.1t
Vested - 412,66t $ 0.42
Outstanding, September 30, 2( 17,312,00 $ 0.3 8,214,000 $ 0.3¢
Granted 200 3,800,000 $ 0.3¢ 5,083,33 $ 0.3¢
Exercised/Cancelle (11,166,66) $ 0.1¢ (6,802,00) $ 0.1¢
Vested 825,000 $ 0.4¢€
Outstanding, September 30, 2( 9,94533. $ 0.2¢ 7,320,33. $ 0.27

At September 30, 2008, the range of warrant/optidces for shares under warrants/options not exedcand the weighted-average

remaining contractual life is as follows:

Options/Warrants
Options/Warrants Outstanding Exercisable
Weighted-

Weighted- Average Weighteo-
Range of Number of Average Remaining Number of Average
Option/ Options/ Exercise Contractual Options/ Exercise
Warrant Prices Warrants Price Life (yr) Warrants Price
$ 0.2C 250,000 $ 0.2C 4.3 250,000 $ 0.2C
$ 0.3¢€ 3,800,001 $ 0.3¢ 3.1 1,750,001 $ 0.3€
$ 0.41 100,00( $ 0.41 3.9 62,500 $ 0.41
$ 0.4¢ 100,00( $ 0.4t 3.6 62,500 $ 0.4t
$ 0.4¢€ 1,650,001 $ 0.4¢ 3.3 1,175,000 $ 0.4¢
$ 0.5C 1,666,66! $ 0.5C 4.1 1,666,66/ $ 0.5C
$ 0.51 500,000 $ 0.51 2.8 500,00( $ 0.51
$ 0.5¢ 100,00( $ 0.5¢ 3.4 75,000 $ 0.5%
$ 0.7t 1,666,66! $ 0.7t 4.1 1,666,66/ $ 0.7t
$ 1.6¢ 112,00( $ 1.6¢ 2.5 112,000 $ 1.6¢

9,945,33; 7,320,33.
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Note 8 — Inventory - Marketable Production Machine:

The Company has a single item of inventory, a finst production tool built under the terms of thep&nded Use License Agreement d:
October 12, 2005 between XsunX and MVSystems, This production machine is used to proof, develogp grepare for market certain thin
film solar cell manufacturing technology. The iaitcost of the machine was $1,765,000. This pradnchachine was never brought
operational due to the failure to meet contractequirements of the machine by the vendor. Dutfiregyear ended September 30, 2007, a
$65,000 valuation allowance was taken to refleetithver value of the production machine bringing blook value of the asset to $1,700,000.

This Marketable Production Machine was built butereoperated by the Company. Upon the signinh@fseparations agreement betw
MVSystems and the Company calling for MVSystemsetih the Marketable Production Machine, it wasasséd from other assets to inven
held for sale and reduced in value to the amoup¢ebed to be received by the Company upon the atioplof the sale, $1,417,000.

In the year ended September 30, 2008, the Compathi& Systems, Inc. entered into a separations aggaethat calls for MVSystems
sell this production machine. Upon the successdld of the Machine, the Company and MVS have agies if the sale proceeds are greater
than $1,765,000.00, exclusive of sales tax, imgoties and packaging and shipping costs, such edsceill be allocated and disbursed 50¢
XsunX and 50% to MVS from such amount as may bealéér payment, in the following order and to theent sale proceeds remain availa
of $1,412,000 to XsunX, $353,000 to MVS, MVS’s cosf sale, and one-half (1/2) of XsunX’s rental payts made for the premises housing
the Machine; or (b) if the sale proceeds aretless $1,765,000.00, exclusive of sales tax, imgoties and packaging and shipping costs,
proceeds will be allocated and disbursed approxip@®0% to XsunX and approximately 20% to MVS. Tampany reclassified this asset
from Other Long Term Assets to Inventory Asset assalt of this agreement. Further, the valuatitowance of $283,000 was taken during
the year to write down the value of the inventaryi,417,000 as detailed in the agreement as #lieable value of the inventory upon the
completion of the sale. MVSystems has informethas they continue to market the production machinger the agreement at agreed to
pricing .

Note 9 — Notes, Commitments, and Contingencies:

Contractual Obligations

Contractual Obligations Payments Due by Perioc
More
Less than 1-3 3-5 than
Total 1 Year Years Years 5 Years

Long Term Obligation: — — — — —
Capital Least — — — — —
Operating Leasg $ 1,86500 $ 662,71 $ 1,202,29. — —
Purchase Obligatior@ 32,814,58 32,814,58 — — —

Other Long Term Liabilities Reflected on the Regiaf’'s
Balance Sheet Under GAAP —

$ 34,679,59 $ 33477,30 $ 1,202,294 — —

(1) Operating Lease Obligations consist of the leastherCompany’s Manufacturing facility in Wood Vifja, OR and an Administrative
facility in Golden, CO

(2) Represents the total contractual purchase obligatiepresented by purchase orders for manufactagogpment. The total obligations
under these agreements is $38,264,635 of which563)48 has been paid on the obligations. Futheduled payments are tied to
progress made on the delivery of the associateghegunt. The timing of these payments may varytdube progress actually made by
the vendors
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The estimated contract cost in item (2) above neliipher or lower based on final costs. The Comgesynot booked any contingency
for cost overruns.

Operating Leases

As of September 30, 2008 the Company leased adnaitive office facilities located at 65 Enterprigdiso Viejo CA 92656 for an avera
cost of approximately $3,150 per month on a moatmonth basis. Based on specific space utilizatioa lowest cost was $2,650 and the
highest cost per month was $3,854. We plan to reduc use of office space in Aliso Viejo by approgtely 50% over the first two quarters of
the 2009 fiscal period.

On April 1, 2008, The Company entered into a sasdeagreement for approximately ninety thousan@(®) square feet of
manufacturing facility located at 23365 NE Halsege8t, Wood Village, OR, U.S.A. On July 15, 200& sub-lease commenced and The
Company took possession of the facility. The puepafsthe lease agreement was to establish fasilitezessary for the installation and
operation of the Company’s planned thin film setevdule manufacturing operations. The lease agreeraquires that The Company post a
security deposit letter of credit in the amoun$®06,000 which has been delivered, and a secoted &dtcredit in an amount to be determined
for 125% of the value for the removal of any impements performed to the structure by XsunX. O#hements specifically associated with
this facility including property taxes and insurarazdd an additional $27,967 per month. These ata@anld be higher or lower based on the
Company’s economic development status, propertyates and amount of property and insurance coeerdge Company also pays
approximately $825 monthly for interior and extemoeaintenance on the property.

The term of the lease agreement with the sub-ladgioovides for The Company occupancy through 3aly2011. Thereafter, should
XsunX elect to continue to occupy the premises, Company will be required to have established ool lease arrangements with the
master landlord. Specific term and lease paymémdide is as follows:

Annualized
Annual Rent Schedule Rate/sf Rent Monthly Rent
7/15/08- 7/31/09 $ 707 $ 636,00 $ 53,00(
8/1/09- 7/31/10 $ 721 $ 648,72( $ 54,06(
8/1/010-7/31/11 $ 738 % 66169: $ 55,14

In April 2006 the Company entered into a three yease for operations facilities in Golden, CO. Tdwmnpany provided a $2,615 security
deposit and capitalized $79,867 in costs assatiaiid tenant improvements to the facilities ingaeation for occupancy. The following is a
schedule, by years, of the minimum base paymeqtsneel under this operating lease for facilities. @dditional $905 monthly is also due as a
pro rata share equaling 4.12% of the operatingsdostreal estate taxes, assessments, and thesegpehoperating and maintaining common
areas within the commercial grounds surroundindehsed facilities. We plan to vacate the facsitigpon the completion of the term of the
lease in June 2009.

Annual Annualized
Rent Schedule Rate/sf Rent Monthly Rent
7/1/06- 6/30/07 $ 6.7t $ 20,25 $ 1,681
7/1/07- 6/30/08 $ 6.9t $ 20,85( $ 1,737
7/1/08- 6/30/09 $ 7.1¢ $ 21,480 $ 1,79(

Legal Proceeding:

In the ordinary conduct of our business, we argesiitto periodic lawsuits, investigations and clgjimcluding, but not limited to, routine
employment matters. Although we cannot predict wéltainty the ultimate resolution of lawsuits, éstigations and claims asserted agains
we are currently not aware of nor have any knowdealgany legal proceedings or claims that we beligill have, individually or in the
aggregate, a material adverse affect on our busifieancial condition or operating results.
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On December 7, 2007, XsunX, Inc. (the “Company@dian action for breach of contract and declayatelief in the Superior Court of
Orange County, California, against Wharton Capttaitners, Ltd, Wharton Capital Markets LLC, and i@dipe Financial Group LLC. The
XsunX Action was brought to seek a court deternamathat the Company did not owe any fees to tlevalnefendants by reason of a $21
million dollar financing transaction with Fusion @&l Fund Il, LLC (“Fusion”). In on or about Felaty 2008 the XsunX Action was removed
to the U.S. District Court for the Southern Distia New York.

On January 3, 2008, Wharton Capital Partners,drd, Wharton Capital Markets LLC, (“Wharton”) filash action in the U.S. District
Court for the Southern District of New York agaitts8 Company pursuant to which Wharton soughtife@as amount equal to seven percent
(7%) of the gross proceeds received by the Compadgr a financing agreement between Fusion Cdgpitadl 11, LLC and the Company.

On May 30, 2008 XsunX and Wharton entered intotde®eent Agreement. Under the Settlement AgreerdennX agreed to provide
Wharton with eight hundred and seventy five thods@75,000) shares of its common stock. Subjetigdulfillment of the requirements of
Rule 144 of the Securities Act of 1933, Whartoreagrnot to sell or transfer no more than two hush@rad fifty thousand (250,000) shares
monthly. The Company also agreed to a one huntiegsand dollar ($100,000) cash payment to be péiair (4) monthly installments of
$25,000 each. As of the period ended Septembe2(8IB all securities and cash payment required uthgeBettlement Agreement had been
provided to Wharton. The parties have filed atjomotion, pursuant to Federal Rule of Civil Proceddil(a) (1) (A) (ii), to dismiss both the
New York Action and the California Action with prejice. Each of the parties has unconditionally iamocably released, waived, and fore
discharged each other from claims related to thenXsAction and the Wharton Action.

Note 10 — Planned Expansion of Business Operations:

In March 2007 XsunX launched efforts to expandgtepe of business development efforts to includgtanned establishment of a solar
energy module manufacturing facility to be locate@regon, USA. The Company intends to financeatbsociated costs for the build out of
new facilities in a series of debt and/or equihaficings.

Note 11 — Note Receivable:

On January 1, 2007, XSUNX, Inc. issued a secumrsyear, 10% note to Sencera, LLC in the amopiid $1,500,000. Under the
terms, the Company provided Sencera, LLC with $a@Q at the time of signing and $137,500 per moothup to eight months. These funds
are to be used to develop technology and obtagémsies in agreement with the Technology Developmeai_icense Agreement between
Sencera and XsunX, Inc also signed on January(V,. Zthe note may be converted into a membershipast in Sencera, LLP and an
extension of the license for a period of three ge@he security consists of the license rights athiéty to exercise the conversion and all other
rights and remedies provided by law.

On September 7, 2007, XsunX initiated the finaldimg of disbursements under a Promissory Note ar@hlAgreement dated January 1,
2007, between XsunX and a private technology dewedmnt firm. Under the Promissory Note and Loan &grent XsunX has funded and
extended the principal amount of $1,500,000 dolaithe private firm.

On June 13, 2008, the Company entered into a sepaagreement with Sencera, LLC which resultethénfull repayment of the
principal $1,500,000 balance of the note plus atinterest of approximately $173,251.
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Note 12 — Subsequent Events:
Financing

Subsequent to September 30, 2008, we have soldditivaal 3,000,000 shares under the agreementhuiiion Equity for $600,000. Tl
represents a total of 21,847,581 shares and appatedy $5,800,000 received under the agreemenesd bhares were sold at $0.20 per
share. This leaves 18,152,419 registered shagdisilale for future sales pursuant to the effecBvé Registration.

In November 2008, the Company issued 50,000 sludiiesscommon in connection with a services agradrne provide marketing and
financing service to the Company. These sharesraegistered and restricted.

Marketable Prototype Disput

In November 2008 XsunX received a notice from MM8yss, Inc. asserting that XsunX was in materiahdifof the terms of a
Separation Agreement between the parties dated3@a008. XsunX disputes the assertion and aseofi#ite of this report no related litigat
is pending, and MVSystems has not asserted angdetaonetary damages. The claim relates to a ptiothugrototype machine built under the
terms of an Expanded Use License Agreement datezh@cl2, 2005 between XsunX and MVSystems, Indddthe terms of the Expanded
Use License Agreement the parties had agreed ko thé machine to prove technology for intendedleand split any associated profits from
the sale of the machine 50/50. This production rimectvas never brought operational due to the faitarmeet contractual requirements of the
machine by MVSystems, and XsunX has never takesgss#on of the machine. Under the terms of the R88 Separations Agreement
MVSystems continues to have possession of the maard subject to the Separations Agreement hastaken efforts to sell the machine
the parties benefit. Under the notice of materedhdlt provided to XsunX MVSystems has claimed thatle of the machine has occurred to
XsunX and that state sales tax in the amount ofcqapately $60,000 is due. XsunX disputes thisroland the parties have each petitionec
State of Colorado for a final determination on tinigtter .

Employee Incentive Option Grants

In the fiscal period beginning October 1, 2008, emdonnection with the Company’s policy to inceized employees whose contribution
is deemed to influence the Company’s efforts tgare, install, and operate solar module manufawuapabilities, the Company authorized
employment incentive option grants to the followemployees at an exercise price per share of $Ut850options have a 5 year exercise terms
and vest in the amount of 1/3 of the total granaprannual basis from the date of hire and subjecbntinued employment with the Company:

Name Date of Grant Amount Type of Grant Exercise Price Term
Vanessa Watkin October 10, 200 115,00( Incentive $ 0.3€ 5yr.
Tyler Andersor October 10, 200 100,00( Incentive $ 0.3€ 5yr.
Yang Zhuanc October 29, 200 20,00( Incentive $ 0.3€ 5yr.

Note 13 — Financial Accounting Developments:
Recently issued Accounting Pronouncemel

On February 15, 2007, the Financial Accounting @sads Board (“FASB”) issued SFAS No. 153he Fair Value Option for Financial Ass
and Financial Liabilities” $FAS No. 159). SFAS No. 159 permits entities toodgoto measure many financial instruments and dttaers a
fair value. The objective is to improve financiaporting by providing entities with the opportuntty mitigate volatility in reported earnir
caused by measuring related assets and liabitiifeezently, without having to apply complex hedgecounting procedures. SFAS No. 159
establishes presentation and disclosure requirentisigned to facilitate comparisons between compahat choose different measurer
attributes for similar types of assets and liale#it The Statement is expected to expand the uferafalue measurements, which is consit
with the Board’s long-term measurement objectiwsatcounting for financial instruments. SFAS NB9 Will be effective for the Comparg’
2009 fiscal year and was required to be adoptethbyCompany effective October 1, 2008. Managemetthis time has not evaluated
impact, if any, of adopting SFAS No. 159 on itsafiicial statements.

In December 2007, the FASB issued SFAS No. 160 “bamtrolling Interests in Consolidated Financight8tments—an amendment of AR
No. 51” SFAS 160 establishes accounting and reportingdsteds for the nogentrolling interest in a subsidiary and for theakesolidation ¢
a subsidiary. The guidance will become effectiveofishe beginning of our fiscal year beginning afiiecember 15, 2008. Managen
believes the adoption of this pronouncement witlmeo/e a material impact on our consolidated firgrstatements.

In December 2007, the FASB issued SFAS No. 141Rsitiezss Combinations (revised 2007)His statement replaces SFAS 141, Busi
Combinations. The statement provides guidance &w khe acquirer recognizes and measures the igdnéf assets acquired, liabilit
assumed and any naontrolling interest in the acquiree. SFAS 141Rvjtes for how the acquirer recognizes and measiegyoodwil
acquired in the business combination or a gain fadmargain purchase. The statement determinesimfbatation to disclose to enable user
be able to evaluate the nature and financial effe€the business combination. The provisions cASR41R will be effective for our fisc
year beginning October 1, 2009, and do not alloryeadoption. Management is currently evaluating ithpact of adopting this stateme

In February 2008, FASB Staff Position (FSP) No.-P57Effective Date of FASB Statement No. 157" wiasued. FSP No. 157-defers th
effective date of SFAS No. 157 to fiscal years hagig after December 15, 2008, and interim periodhin those fiscal years, or all non-
financial assets and liabilities, except those #ratrecognized or disclosed at fair value in tharfcial statements on a recurring basis (at



annually). Examples of items within the scope oPH$0. 157-2 are non-financial assets and fireemcial liabilities initially measured at fi
value in a business combination (but not measute@iavalue in subsequent periods), and Idimgd assets, such as property, plant
equipment and intangible assets measured at fhie yar an impairment assessment under SFAS Nq.“®gtounting for the Impairment
Disposal of Long-Lived AssetsThe partial adoption of SFAS 157 on January 1, 2008 respect to financial assets and financalbilities
recognized or disclosed at fair value in the finahstatements on a recurring basis, is not expleittdiave a material effect on the Company’
consolidated financial statements. The Companyigeatly assessing the impact, if any, of SFAS Ng¥. relating to its planned Octobe
2009, adoption of the remainder of the standard.

In March 2008, the FASB issued SFAS No. 161, “Disares about Derivative Instruments and Hedgingviiets-an Amendment of FAS
Statement No. 133"which became effective on November 15, 2008. Théndard changed the disclosure requirements foivatisfe
instruments and hedging activities. Entities aquired to provide enhanced disclosures aboutd&) &nd why an entity uses derival
instruments, (b) how derivative instruments anétesl hedged items are accounted for under SFASah@3its related interpretations, i
(c) how derivative instruments and related hedgitegns affect an entitg' financial position, financial performance, andstcalows
Management is currently evaluating the impact efdadopting this statement.

In April 2008, the FASB issued FASB Staff PositiffiSP) FSP 142-3, “Determination of the Useful Lifelntangible Assets.This FSI
amends the factors that should be considered ieldewg renewal or extension assumptions used termae the useful life of a recogni:
intangible asset under FASB Statement No. 142, taaband Other Intangible AssetsThe intent of this FSP if to improve the consisig
between the useful life of a recognized intangéseet under Statement 142 and the period of expeash flows to measure the fair valu
the asset under FASB Statement No. 141 (Revised)20Business Combinationsg@nd other U.S. generally accepted accounting poies
(GAAP). This FSP is effective for financial statameissued for fiscal years beginning after Decemibe 2008, and interim periods witl
those fiscal years. Early adoption is prohibitede Tompany does not expect the adoption of FAS3l#?have a material effect on its res
of operations and financial condition.

In May 2008, the FASB issued FASB Staff Positio8If No. APB 14-1Accounting for Convertible Debt Instruments ThatyMge Settled i
Cash upon Conversion (Including Partial Cash Sutig)”. FSP APB 14- requires the issuer of certain convertible dabtruments that mi
be settled in cash (or other assets) on convetsigeparately account for the liability (debt) aglity (conversion option) components of
instrument in a manner that reflects the issuesis-convertible debt borrowing rate. FSP APB11#& effective for fiscal years beginning a
December 15, 2008, on a retroactive basis andoeithdopted by the Company in the first quarteisafad 2009. The Company does not ex
the adoption of FSP APB 14-1 to have a materi@afbn its results of operations and financial dthoral

In May 2008, the FASB issued SFAB No. 162, “Therdiehy of Generally Accepted Accounting Principleghich becomes effective upon
approval by the SEC. the standard sets forth theces of accounting principles and provides estitith a framework for selecting the
principles used in the preparation of financiatestzents that are presented in conformity with GAARs not expected to change any of our
current accounting principles or practices andefwe, is not expected to have a material impaawrfinancial statements.
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Exhibit 10.42
FIRST AMENDMENT TO STOCK OPTION AGREEMENT 06-2005

This First Amendment to the Stock Optidgreement (the First Amendment ”) is made and entered into effective as of Janua)
2008 (“ Effective Date ") by and between the XsunX, Inc., a Colorado Caafion (" Company "), and Dr. John J. Moore, an individual (“
Optionee”). The Company and or the Optionee hereinaftey beareferred to individually as goarty " and collectively as the parties .”

RECITALS

A. The Company and Optionee are partighat certain Stock Option Agreement #85 effective March 8, 2005, as amer
(“ Agreement "), under which the Company provided Optionee with angrof options to purchase common stock of the Gompir
accordance with the terms and conditions set thethein.

B. The Company and Optionee now wishnerd the Stock Option Agreement as of the Effediia¢e in accordance with 1
terms set forth herein.

NOW THEREFORE, in consideration of the foregoingci®ds, which are made a part of this Amendmerg,ttutual covenants, agreeme
and representations contained in this Amendmenmt,ather good and valuable consideration, the adsgaad receipt of which are here
acknowledged, the parties agree as follows:

AGREEMENT
1. AMENDED TERMS.

11 Section 1. Right to Exercise of thgrédement is amended and replaced by the follovanguage:
“Subject to the Vesting Schedule 1.1. below andother conditions set forth in this Agreement, allpart of this Warrant may be exerci
prior to its expiration from the date hereof upated including 5:00 p.m. (Los Angeles city time) danuary 1, 2012 (the "Expiration Date
the time or times set forth herein.”
2. MISCELLANEOUS.

2.1 CounterpartsThis First Amendment may be executed in two or nuonenterparts, each of which will be deemed tot

original copy of this First Amendment and all of ialin when taken together, will be deemed to camstitone and the sa
agreement. Facsimile signatures shall be effeetsveriginal signatures.

2.2. Binding Effect. This First Amendmentaitbe binding upon and inure to the benefit of geeties and their respect
permitted successors and assigns.

2.3. Entire Agreement and No Oral Amendind his First Amendment constitutes the entird arclusive agreement of 1
parties with respect to its subject matter and mgukes any and all prior or contemporaneous orafritien representations, understanding
agreements relating thereto. Without limiting foeegoing, the parties expressly affittmat each term and provision of the Agreement
remains unchanged except as specifically modifiethb First Amendment. This First Amendment mayrwalified, supplemented or chan
only by an agreement in writing which makes speci#iference to this First Amendment and whichgssd by the parties.

IN WITNESS WHEREOF , the parties by their signatures hereto have chtsg First Amendment to be effective as of thieé&tfve
Date. The persons signing below warrant their @itghto sign the First Amendment on behalf of @@mpany and Optionee, respectively.

XsunX, Inc. Optionee

By: /s/ Tom M. Djokovich By: /s/ Dr. John Moor:
Tom M. Djokovich, President Dr. John Moore




Exhibit 10.43
FIRST AMENDMENT TO WARRANT AGREEMENT 13-2006

This First Amendment to the Warrant Agreement (tlérst Amendment ”) is made and entered into effective as of Januar2@d¢
(* Effective Date”) by and between the XsunX, Inc., a Colorado Ceafion (" Company "), and Joseph Grimes , an individual@ptionee
"). The Company and or the Optionee hereinaftey beareferred to individually as gparty ” and collectively as the parties .”

RECITALS

A. The Company and Optionee are partethat certain Warrant Agreement #13-2006 effeclivee 20, 2006, as amended (“
Agreement”), under which the Company provided Optionee withangof warrants to purchase common stock of the gamy in accordan:
with the terms and conditions set forth therein.

B. The Company and Optionee now wishnierad the Warrant Agreement as of the Effective Drateccordance with the ter
set forth herein.

NOW THEREFORE, in consideration of the foregoingci®ds, which are made a part of this Amendmerg,ttutual covenants, agreeme
and representations contained in this Amendmenmt,ather good and valuable consideration, the adsgaad receipt of which are here
acknowledged, the parties agree as follows:

AGREEMENT
1. AMENDED TERMS.
11 Section 2.1.1(iii) Vesting Scheduléh® Agreement which currently states:
“(iii) One Hundred Forty Eight Thousand&)300) Shares shall become exercisable upon tétestite or licensure of an Xsuti

Inc. technology under the marketing plan.”
Is amended and replaced by the following language:
“(iii) One Hundred Forty Eight Thousand §BD0) Shares shall become exercisable upon tHerpemnce by the Optionee
the presentation of suitable manufacturing faettitand facilities lease terms to the Company apdoapl of such facilities and lee
terms by the Company Board of Directors.”

2. MISCELLANEOUS.
2.1. CounterpartsThis First Amendment may be executed in two or nmomnenterparts, each of which will be deemed to

original copy of this First Amendment and all of ielin when taken together, will be deemed to camstitone and the sa
agreement. Facsimile signatures shall be effeatsveriginal signatures.

2.2. Binding Effect. This First Amendmentaitbe binding upon and inure to the benefit of gegties and their respect
permitted successors and assigns.

2.3. Entire Agreement and No Oral Amendind his First Amendment constitutes the entird arclusive agreement of 1
parties with respect to its subject matter and sgukes any and all prior or contemporaneous oralritten representations, understanding
agreements relating thereto. Without limiting foeegoing, the parties expressly affirm that eamtmt and provision of the Agreement
remains unchanged except as specifically modifiethb First Amendment. This First Amendment mayrtmlified, supplemented or chan
only by an agreement in writing which makes speciiference to this First Amendment and whichdgsead by the parties.

IN WITNESS WHEREOF , the parties by their signatures hereto have chtlge First Amendment to be effective as of thie&fve
Date. The persons signing below warrant their@itghto sign the First Amendment on behalf of @@mpany and Optionee, respectively.

XsunX, Inc. Optionee

By: /s/ Tom M. Djokovich By: /s/ Joseph Grime
Tom M. Djokovich, Presiden Joseph Grime




Exhibit 10.44
FIRST AMENDMENT TO WARRANT AGREEMENT 07-018

This First Amendment to the Warrant Agreement (tlérst Amendment ”) is made and entered into effective as of Januarp@d¢
(* Effective Date”) by and between the XsunX, Inc., a Colorado Ceafion (" Company "), and Joseph Grimes , an individual@ptionee
"). The Company and or the Optionee hereinaftey beareferred to individually as gparty ” and collectively as the parties .”

RECITALS

A. The Company and Optionee are partigbat certain Warrant Agreement #07-018 effecliaeuary 26, 2007, as amended (“
Agreement”), under which the Company provided Optionee withangof warrants to purchase common stock of the gamy in accordan:
with the terms and conditions set forth therein.

B. The Company and Optionee now wishnierad the Warrant Agreement as of the Effective Drateccordance with the ter
set forth herein.

NOW THEREFORE, in consideration of the foregoingci®ds, which are made a part of this Amendmerg,ttutual covenants, agreeme
and representations contained in this Amendmenmt,ather good and valuable consideration, the adsgaad receipt of which are here
acknowledged, the parties agree as follows:

AGREEMENT
1. AMENDED TERMS.
11 Section 3(i) (a) Exercise of Optidrthe Agreement which currently states:
“(a) This Option shall become exercisahléhe amount of 50,000 shares for each of the tiivet sales/licensure of an Xsu

system.”
Is amended and replaced by the following language:

“(a) This Option shall become exercisahl¢he amount of 100,000 shares upon the first @atk delivery of an XsunX so
module.”

2. MISCELLANEOUS.
2.1 CounterpartsThis First Amendment may be executed in two or nuonenterparts, each of which will be deemed tot

original copy of this First Amendment and all of ialin when taken together, will be deemed to camstitone and the sa
agreement. Facsimile signatures shall be effeetsveriginal signatures.

2.2. Binding Effect. This First Amendmenta#ihbe binding upon and inure to the benefit of feeties and their respect
permitted successors and assigns.

2.3. Entire Agreement and No Oral Amendin&his First Amendment constitutes the entird arclusive agreement of
parties with respect to its subject matter and sgukes any and all prior or contemporaneous oralritten representations, understanding
agreements relating thereto. Without limiting foeegoing, the parties expressly affirm that easmtmtand provision of the Agreement
remains unchanged except as specifically modifiethb First Amendment. This First Amendment mayrtmlified, supplemented or chan
only by an agreement in writing which makes speci#iference to this First Amendment and whichgsad by the parties.

IN WITNESS WHEREOF , the parties by their signatures hereto have chtlge First Amendment to be effective as of thie&fve
Date. The persons signing below warrant their @itghto sign the First Amendment on behalf of @@mpany and Optionee, respectively.

XsunX, Inc. Optionee

By: /s/ Tom M. Djokovich By: /s/ Joseph Grime
Tom M. Djokovich, Presiden Joseph Grime




Exhibit 10.45
FIRST AMENDMENT TO WARRANT AGREEMENT 07-016

This First Amendment to the Warrant Agreement (tlérst Amendment ”) is made and entered into effective as of Januarp@d¢
(* Effective Date”) by and between the XsunX, Inc., a Colorado Caafion (" Company "), and Robert Wendt , an individual Optionee
"). The Company and or the Optionee hereinaftey beareferred to individually as gparty ” and collectively as the parties .”

RECITALS

A. The Company and Optionee are partigbat certain Warrant Agreement #07-016 effecliaeuary 26, 2007, as amended (“
Agreement”), under which the Company provided Optionee withangof warrants to purchase common stock of the gamy in accordan:
with the terms and conditions set forth therein.

B. The Company and Optionee now wishnierad the Warrant Agreement as of the Effective Drateccordance with the ter
set forth herein.

NOW THEREFORE, in consideration of the foregoingci®ds, which are made a part of this Amendmerg,ttutual covenants, agreeme
and representations contained in this Amendmenmt,ather good and valuable consideration, the adsgaad receipt of which are here
acknowledged, the parties agree as follows:

AGREEMENT
1. AMENDED TERMS.
11 Section 3(i) (a) Exercise of Optidrttee Agreement which currently states:
“(a) This Option shall become exercisahléhe amount of 50,000 shares for each of the tiivet sales/licensure of an Xsu

system.”
Is amended and replaced by the following language:

“(a) This Option shall become exercisahl¢he amount of 100,000 shares upon the first @atk delivery of an XsunX so
module.”

2. MISCELLANEOUS.

2.1 CounterpartsThis First Amendment may be executed in two or nuonenterparts, each of which will be deemed tot
original copy of this First Amendment and all of ielin when taken together, will be deemed to camstitone and the sai
agreement. Facsimile signatures shall be effeetsveriginal signatures.

2.2. Binding Effect. This First Amendmentaitbe binding upon and inure to the benefit of geeties and their respect
permitted successors and assigns.

2.3. Entire Agreement and No Oral Amendind his First Amendment constitutes the entird arclusive agreement of 1
parties with respect to its subject matter and mgukes any and all prior or contemporaneous orafritien representations, understanding
agreements relating thereto. Without limiting foeegoing, the parties expressly affirm that easmtmtand provision of the Agreement
remains unchanged except as specifically modifiethb First Amendment. This First Amendment mayrwalified, supplemented or chan
only by an agreement in writing which makes speci#iference to this First Amendment and whichgsad by the parties.

IN WITNESS WHEREOF , the parties by their signatures hereto have chtisg First Amendment to be effective as of thieétfve
Date. The persons signing below warrant their @itghto sign the First Amendment on behalf of @@mpany and Optionee, respectively.

XsunX, Inc. Optionee

By: /s/ Tom M. Djokovich By: /s/ Robert Wend
Tom M. Djokovich, Presiden Robert Wend




Exhibit 10.4€

FIRST AMENDMENT TO WARRANT AGREEMENT 07-015

This First Amendment to the Warrant Agreement (tiérst Amendment ") is made and entered into effective as of Januarp@d¢
(* Effective Date”) by and between the XsunX, Inc., a Colorado Caafion ("Company "), and Jeff Huitt , an individual (Optionee™). The
Company and or the Optionee hereinafter may beregfe¢o individually as a party ” and collectively as the parties .”

RECITALS

A. The Company and Optionee are partigbat certain Warrant Agreement #07-015 effecliaeuary 26, 2007, as amended (“
Agreement”), under which the Company provided Optionee withangof warrants to purchase common stock of the gamy in accordan:
with the terms and conditions set forth therein.

B. The Company and Optionee now wishnierad the Warrant Agreement as of the Effective Draccordance with the ter
set forth herein.

NOW THEREFORE, in consideration of the foregoingciRds, which are made a part of this Amendmerg,rttutual covenants, agreeme
and representations contained in this Amendment,adher good and valuable consideration, the adsgaad receipt of which are here
acknowledged, the parties agree as follows:

AGREEMENT
1. AMENDED TERMS.
11 Section 3(i) (a) Exercise of Optidrttee Agreement which currently states:
“(a) This Option shall become exercisabl¢he amount of 50,000 shares for each of the tiivet sales/licensure of an Xsu

system.”
Is amended and replaced by the following language:

“(a) This Option shall become exercisahl¢he amount of 100,000 shares upon the first @atedelivery of an XsunX so
module.”

2. MISCELLANEOUS.
2.1. CounterpartsThis First Amendment may be executed in two or nmomnenterparts, each of which will be deemed to

original copy of this First Amendment and all of ielin when taken together, will be deemed to camstitone and the sa
agreement. Facsimile signatures shall be effeatsveriginal signatures.

2.2. Binding Effect. This First Amendmentaitbe binding upon and inure to the benefit of gegties and their respect
permitted successors and assigns.

2.3. Entire Agreement and No Oral Amendind his First Amendment constitutes the entird arclusive agreement of 1
parties with respect to its subject matter and sgukes any and all prior or contemporaneous oralritten representations, understanding
agreements relating thereto. Without limiting foeegoing, the parties expressly affirm that eamtmt and provision of the Agreement
remains unchanged except as specifically modifiethb First Amendment. This First Amendment mayrtmlified, supplemented or chan
only by an agreement in writing which makes speciiference to this First Amendment and whichdgsead by the parties.

IN WITNESS WHEREOF , the parties by their signatures hereto have chtlge First Amendment to be effective as of thie&fve
Date. The persons signing below warrant their@itghto sign the First Amendment on behalf of @@mpany and Optionee, respectively.

XsunX, Inc. Optionee

By: /s/ Tom M. Djokovich By: /s/ Jeff Huitt
Tom M. Djokovich, Presiden Jeff Huitt




JASPERS + HALL, PC
CERTIFIED PUBLIC ACCOUNTANTS

7900 E Union Avenuye, Suite 900
Denver, CO 80237

November 5, 2008

1.5, Securities and Exchange Commission
450 Fifth Street, N.W.
Washington, D.C. 20549
RE: XSUNX, INC.

We have read the statements that XSUNX, INC. included under Item 4.01 of the
Current Report on Form 8-K expected to be filed on November 5, 2008 regarding the
recent change of auditors. We agree with such statements made regarding our firm. WE

have no basis to apree or disagree with other statements made under Item 4.01.

WVery truly yvours.

+\4 G_M’l T«

Jaspers + Hall, PC







EXHIBIT 31.1

OFFICER’S CERTIFICATE
PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Tom Djokovich, certify that:
1. | have reviewed this Form 10-K for theipdrended September 30, 2008 of XsunX, Inc.;

2. Based on my knowledge, this report does not corday untrue statement of a material fact or omistate a material fe
necessary to make the statements made, in ligheafircumstances under which such statements mwade, not misleading with respect to
period covered by this report;

3. Based on my knowledge, the financial statemeants, other financial information included in thigoet, fairly present in &
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this report;

4, I am responsible for establishing and naéiing disclosure controls and procedures (asddfin Exchange Act Rules 13&{e’
and 15d-15(e)) and internal control over financeglorting (as defined in Exchange Act Rules 13d}1&{d 15d15(f)) for the registrant ai
have:

€) Designed such disclosure controls and procedaresgused such disclosure controls and procedotes designed unc
our supervision, to ensure that material informatielating to the registrant, including its condated subsidiaries, is made known to u
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Designed such internal control over financialoming, or caused such internal control over finahceporting to b
designed under our supervision, to provide readeradsurance regarding the reliability of finanegborting and the preparation of finan
statements for external purposes in accordancegeitierally accepted accounting principles;

(©) Evaluated the effectiveness of the regigis disclosure controls and procedures and presednteldis report oL
conclusions about the effectiveness of the disctsontrols and procedures, as of the end of thedeovered by this report based on ¢
evaluation; and

(d) Disclosed in this report any change ie tagistrans internal control over financial reporting thatcarred during th
registrant’'s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regastr’'s internal control over financial reporting;dan

5. The registrard’ other certifying officer (s) and | have disclosédsed on our most recent evaluation of intercaltrol ove
financial reporting, to the registrant’'s auditonsdathe audit committee of the registranthoard of directors (or persons performing
equivalent functions):

€)) All significant deficiencies and material weakses in the design or operation of internal corak@r financial reportin
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaard report financial information; and

(b) Any fraud, whether or not material, that involvesnagement or other employees who have a significde in th
registrant’s internal control over financial repogt

Date: January 30, 2009

/s/ Tom Djokovict

Name: Tom Djokovict

Titles: President, Chief Executive Officer, Priralifexecutive
Officer and Director




EXHIBIT 31.2

OFFICER’S CERTIFICATE
PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

[, Jeff Huitt, certify that:
1. | have reviewed this Form 10-K for theipdrended September 30, 2008 of XsunX, Inc.;

2. Based on my knowledge, this report does not corday untrue statement of a material fact or omistate a material fe
necessary to make the statements made, in ligheafircumstances under which such statements mwade, not misleading with respect to
period covered by this report;

3. Based on my knowledge, the financial statemeants, other financial information included in thigoet, fairly present in &
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this report;

4, I am responsible for establishing and naéiing disclosure controls and procedures (asddfin Exchange Act Rules 13&{e’
and 15d-15(e)) and internal control over financeglorting (as defined in Exchange Act Rules 13d}1&{d 15d15(f)) for the registrant ai
have:

€) Designed such disclosure controls and procedaresgused such disclosure controls and procedotes designed unc
our supervision, to ensure that material informatielating to the registrant, including its condated subsidiaries, is made known to u
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Designed such internal control over financialoming, or caused such internal control over finahceporting to b
designed under our supervision, to provide readeradsurance regarding the reliability of finanegborting and the preparation of finan
statements for external purposes in accordancegeitierally accepted accounting principles;

(©) Evaluated the effectiveness of the regigis disclosure controls and procedures and presednteldis report oL
conclusions about the effectiveness of the disctsontrols and procedures, as of the end of thedeovered by this report based on ¢
evaluation; and

(d) Disclosed in this report any change ie tagistrans internal control over financial reporting thatcarred during th
registrant’'s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regastr’'s internal control over financial reporting;dan

5. The registrard’ other certifying officer (s) and | have disclosédsed on our most recent evaluation of intercaltrol ove
financial reporting, to the registrant’'s auditonsdathe audit committee of the registranthoard of directors (or persons performing
equivalent functions):

€)) All significant deficiencies and material weakses in the design or operation of internal corak@r financial reportin
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaard report financial information; and

(b) Any fraud, whether or not material, that involvesnagement or other employees who have a significde in th
registrant’s internal control over financial repogt

Date: January 30, 2009

s/ Jeff Huitt

Name: Jeff Huit

Titles: Chief Financial Officer and Principal Firaal and
Accounting Officer




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of XsunX, Iifthe “ Company’) on Form 10K for the period ended September 30, 20C
filed with the U.S. Securities and Exchange Comiois®n the date himself (the_“ Repdjt the undersigned hereby certifies pursuant {
U.S.C. Section 1350, as adopted pursuant to Segiérof the Sarbanes-Oxley Act of 2002, that tokniswledge:

1. The Report fully complies with the regunents of Section 13(a) or 15(d) of the Securklrshange Act of 1934; and

2. The information contained in the Repanty presents, in all material respects, the ficial condition and results of operation of
the Company.

Date: January 30, 2009

/s/ Tom Djokovick

Name:Tom Djokovich
Title: President, Chief Executive Officer and Pipad
Executive Officel

A signed original of this written statement reqditey Section 906, or other document authenticatiacknowledging, or otherwise adopting
signature that appears in typed form within thetetaic version of this written statement requit®d Section 906, has been provided tc
Company and will be retained by the Company andisthied to the U.S. Securities and Exchange Comonissiits staff upon request.




EXHIBIT 32.2

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of XsunX, Iifthe “ Company’) on Form 10K for the period ended September 30, 20C
filed with the U.S. Securities and Exchange Comiois®n the date himself (the_“ Repdjt the undersigned hereby certifies pursuant {
U.S.C. Section 1350, as adopted pursuant to Segiérof the Sarbanes-Oxley Act of 2002, that tokniswledge:

1. The Report fully complies with the regunents of Section 13(a) or 15(d) of the Securklrshange Act of 1934; and

2. The information contained in the Repanty presents, in all material respects, the ficial condition and results of operation of
the Company.

Date: January 30, 2009

/s/ Jeff Huitt

Name: Jeff Huit

Titles: Chief Financial Officer and Principal Fir@al anc
Accounting Officer

A signed original of this written statement reqditey Section 906, or other document authenticatiacknowledging, or otherwise adopting
signature that appears in typed form within thetetaic version of this written statement requit®d Section 906, has been provided tc
Company and will be retained by the Company andisthied to the U.S. Securities and Exchange Comonissiits staff upon request.




